This is a reproduction of a library book that was digitized 
by Google as part of an ongoing effort to preserve the 
information in books and make it universally accessible. 


Google books 


https://books.google.com 





Digitized by Google 


Digitized by Google 


Digitized by Google 


Digitized by Google 


Digitized by Google 


A STUDY OF THE ANTITRUST LAWS 


HEARINGS 


BEFORE THE 


SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 


OF THB 


COMMITTEE ON THE JUDICIARY 
UNITED STATES SENATE 


EIGHTY-FOURTH CONGRESS 
FIRST SESSION 


TO STUDY THE ANTITRUST LAWS OF THE UNITED = 
STATES, AND THEIR ADMINISTRATION, 
INTERPRETATION, AND | le 2 ee 
EFFECT 


PURSUANT TO 


-S. Res. 61. 


PART 6 : 
GENERAL MOTORS 


NOVEMBER §8, 9, 10, 15, 16, 17, 18, 21, AND 22, 1955 


Printed for the use of the Committee on the Judiciary 


as 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1956 


For sale by{the Superintendent of Documents, U. 8. Government Printing Office 
Washington 25, D. O. - Price $2.25 


COMMITTEE ON THE JUDICIARY 
HARLEY M. KILGORE, West Virginia, Chairman 


JAMES O. BASTLAND, Mississippi ALEXANDER WILEY, Wisconsin 

ESTES KEFAUVER, Tennessee WILLIAM LANGER, North Dakota 

OLIN D. JOHNSTON, South Carolina WILLIAM E. JENNER, Indiana 

THOMAS C. HENNINGS, Jar. Missouri ARTHOR V. WATKINS, Utah 

JOHN L. McCLELLAN, Arkansas EVERETT McKINLEY DIRKSEN, IJinois 
PRICE DANIEL, Texas HERMAN WELKER, Idaho 

JOSEPH C. O’MAHONEY, Wyoming JOHN MARSHALL BUTLER, Maryland 





SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
HARLEY M. KILGORE, West Virginla, Chairman 


ESTES KEFAUVER, Tennessee WILLIAM LANGER, North Dakota 
THOMAS C. HENNINGS, Jz8., Missouri EVERETT McKINLEY DIRKSEN, IUinois 
JOSEPH C. O’MAHONEY, Wyoming ALEXANDER WILEY, Wisconsin 


JoszEPH W. Burns, Ohief Counsel and Staff Director 
pa 


e 
/ 
1454 


CONTENTS ee 


FY 


Staraniwat of— 
Amidon, Bobert H., attorney, Antitrust Subcommittee, United States Page 


SST CDE: | ana ee er: SUD eer Fa PEE eer nen OS mE eR ey Se EA 2918 
Armington, Raymond Q., general manager, Euclid division, General — 

Motors Corp.; accompanied by Robert A. Nitschke, attorney_______ 2697 
‘Boll, Charles Raymond, Jr., vice president (sales), Cummins Engine 

C9 eke Re np ero a RE er ys Re RG OARS te fea ae OPT a Anrep Ee 2683 
Brown, W. W., Sales representative, E. L. Schofield, Ine___.._.______ 2909 
Butler, Thomas P., vice president, the Flxible Co__-__.__.-_-________ 2663 
Cassedy, James W., general counsel, Motor & Equipment Wholesulers 

ASSOCIAUION 2 82 6232 Ss Son ee ae Sa ene ee 2788 
Creel, L. E., Jr., legal adviser, Bureau of Litigation, Federal Trade 

Commission : accompanied by Donald P. MacDonald, attorney______ 2937 


Dixon,: William C., former special assistant to the Attorney General 

and chief of the ‘west east offiee,- Antitrust Division of the Pepart- 

Ment: OF :JUSHCC@ oro ee ee ee ee 2594 
Duke, John W., general manager, Auto Supply Co.; accompanied by 

Harold T. Halfpenny, counsel, National Standard Parts Association. 2921 
Edwards, Corwin D., professor of business and government, School of 


Business, University of Chicago__.______________-~-_____ Le 2249 
Fageol, Frank R., chairman, board of directors, Twin Coach Co__.._- 2623 
Green, Stanley L., president, Southern Coach Manufacturing Co____- 2656 
Halfpenny, Harold T., counsel, National Standard Parts Association ; 

accompanied by Jack L. Wiggins, executive vice president_________ 2811 


Hamilton, Harold L., retired vice president, General Motors Corp. ; ac- 

companied by Henry M. Hogan, vice president and general counsel__ 2397 
Harris, Ewart, attorney at law, Chicago, Il__-_-___________--______ 2468 
Holzwasser, Albert S., president, Arrow Arinatures Co.; accompanied 

by Harold T. Halfpenny, counsel, National Standard Parts Asso- 

ri) 6: 56) (0) 6 eee a np ne ne tment Se are ei PN NN PR Sse Gage On ne rae ey 2840 
Lewis, William F., vice president in charge of marketing, Alco Prod- 

ucts, Inc. ; accompanied by W. J. Bolte, general counsel, and Bruce 


FS OUI VEY CLOUT ICY, ia a tt Be Bs 2381 
MeePonakl Donald P., attorney, Federal Trude Commission_._-.____ 2756 
Moore, Donald A., department of economics, Michigan State Univer- 

LG asi gs a Nt 8s eaten ne ee Snes 2267 
Morris, G. C., executive director, Autorrotive-Wholesalers of Texas_. 2861 
Perelle, Charles W., president, American Losch Armna Corp_____-_-__ 2640 
Perreault, Edward J. president, Perreault Auto Parts Corp_________ 2871 


Peterson, V. H., vice president, Fairbanks, Morse & (o.: accompanied 
by Robert B. Craig, vice president, and Annan Raymond, counsel__ 2347 


Quinn, T. K., president, T. K. Quinn Co____. ~~ eee 2313 
Reed, Peter, attorney at law, Cleveland, Ohio + ~~. © _________ 2747 


Schofield, E. L., president, E. L. Schofield, ic. ; accompanied by 
C. F. Story, vice president, and W. W. Brown, sales representative__ 28838 
Trauscht, Henry, secretary and general manager, Evanston Auto 
Supply Co.; accompanied by Harold T. Halfpenny, counsel, National 
Standards Parts Association___._____...--___~___ ee ee 2852 - 
Vanderbilt, O. DeGray, III, vice president in charge of commercial 
activities, Baldwin-Lima-Hamilton Corp. ; accompanied by R. Nevin 
Watt, vice president in charge of transportation sales, Robert 
McAdoo, counsel, and John F. Dooling, of Sullivan & Cromwell___- 2359 


1] 


1511021 


IV CONTENTS 


EXHIBITS 


Brookings Institution, correspondence with— 
Wire sent by Senator O Mahoney to Robert D. Calkins, president, Page 


Brookines  INsSttQuui0w 22.2 oec ceo ee oe ee cee eee 2243 
Letter from Robert D. Calkins to Senator O’Mahoney____~.-_-_---_- 2317 
Letter from Rcbert D. Calkins to Joseph W A BuenS 223222 oe oe 2320 

U. 8. v. du Pont, Gencral Motors Corp., et al.," series of exhibits beginning-- 2475 
U.S. v. National City Lines, Ino., et al__ 2 eee eee eee 2614 
General Motors Corp. and General Motors Sales Corp. (TC complaint, 
_ findings, and modified order, docket No. 3152) ~----__------_--___----- 2766 
In the matter of General Motors Corp. and AC Spark Plug Co. (FTC find- 

ings and order, docket No. 5620) _-______---_--__-._----_-- 2950 


1The du Pont case exhibits referred to, which are not printed, will be found 
in the files of the subcommittee. 


2239 
2240 


2243 


2244 


2245 


2246 


2247 
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TUESDAY, NoveMBER 8, 1955 


Opening statement of Senator Joseph C. O’ Mahoney, acting chairman 


This is continuation of study of antitrust laws begun by Attorney 
General’s committee. 

Business has grown so greatly, mergers have been taking place with 
such rapidity, that it is necessary for the lezislative and executive arms 
of government to come to grips with the problem quickly. 

Power to regulate commerce is vested in Congress; but the large corpo- 
rations that carry on interstate-and foreign cOMmerce are chartered by 
the States. This anomalous situation needs clarification. 

Telegram tent to Brookings Institution re appearance of three pro- 
fessors at these hearings. 


Statement by Senator Alexander Wiley 


These hearings should shed light on many problems which exist, not 
on in one industry but in many industries. 
etter understanding of antitrust legislation is badly needed. 
It is his hope the subcommittee will be able to recommend legislation 
in a nonpartisan way; and that there will be complete cooperation with 
the subcommittee, 


Statement by Senator William Langer 


The antitrust laws have been inadequately enforced by both Republi- 
can and Democratic administrations. He believes, however, that 5 udge 
Barnes has done a good job as head of Antitrust Division of Department 
of Justice. Hopes this inquiry will be helpful. 


Statement by Joseph W. Burns, chief counsel 


The task is to determine what the objectives of the antitrust laws 
should be and what amendments are needed to make them more effective. 

“The subcommittee decided that the General Motors Corp. would pro- 
vide a useful case study of the phenomenon of bigness and concentration 
in our economic system. We shall seek to develop the factual informa- 
tion which is essential to a clear and realistic understanding of this 
problem.” 

GM, in part due to the many mergers involved, is today the largest 
manufacturing company in the world. Its output is varied. “It is also 
the largest supplier of goods procured by the United States Government.” 

“We wish to find out historically the relative importance of mergers 
and acquisitions, vertical integration, banking affiliations, certain trade 
practices, advertising policies and expenditures, research and develop- 
ment, and other factors which have contributed to the preeminent: posi- 
tion achieved by this company and, in particular, we are interested in 
determining (1) whether or not the present size and scope of General 
Motors’ operations are the result primarily of superior efficiency and 
competitive skill; (2) whether or not the great power associated with ite 
size and scope, however achieved, carries with it the opportunity for 
abuse; or (3) whether or not without abuse the very magnitude of the 
corporation makes competition almost impossible. 

‘We are also anxious to determine whether the predominant position 
of General Motors is the result of technological production, cistribution, 
or other factors required by the economic character of the industry or is 
the result of the company’s free choice of business policies which are not 
economically inevitable.” 

Will study antitrust suits in which GM has been involved. 
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Statement of Corwin D. Edwards, professor of business and government, 
School of Business, Untversity of Chicago 


Qualifications. 

A study of the Japanese Zaibatsu provided him with a different out- 
look on the monopoly problem; having dominant power in a single in- 
dustry is not the only form dominant power could take. 

No Government agency has the responsibility of regularly studying 
the trend of concentration... Nor is there a regular exchange of views 
between people in and out of government. 

Power associated with large size shows itself in many ways through its 
dealings with suppliers, distributors, the Government, or any others wha 
deal with the company. “° .: 

Believes there has heen no study made of General Motors by either 
Feceral Trade Commission or Department of Justice. 

Sees quite a bit of cifference in relations between large companies 
competing with each other in same industry and relations between these 
companies and smaller rivals. 

Countervailing power as a system of checks and balances sometimes 
curbs the power of large companies, but these ‘‘checks and balances do 
not mesh very well.” Frequently works to the detriment of smaller 
companies and third parties. | | 

There is ample opportunity for new business of all sizes, but doubts 
that big business is responsible for these opportunities. 

Spending power of lig ‘business frequently gives it competitive ad- 
vantages over smaller rivals. 

Large businesses have’ not.shown conclusively that they are more 
efficient than smaller companies. 

Distinction should be made, when evaluating efficiency, between 
large plant that produces large ‘quantities of goods under one roof and 
large corporation that has several plants. 

There are possibilities of both efficiency and waste in large companies; 
they have relatively little to do with technology. 

Big business may have managerial superiority. 

There is increasing decentralization with increased delegation of 
authority. ‘This raises a question as to just what are the remaining 
central functions which it 13 80 important to have done centrally rather 
than in smaller organizations.”’ : 

There are two approaches to the problem of reducing pow er of giant 
conglomerates. If a large company has abused its power, specific 
examination and specific correctives as provided by antitrust laws 
would be proper procedure. [Edwards does not believe there would be 
a uniformity of pattern so that one overall rule could be applied, ‘‘such 
as & ceiling on size.’ 

Second problem is to keep the economy free of ‘‘Zaibatsu-like tend- 
encies.’”” Would keep close watch on the largest companies and would 
“like to see governmental policy..aimed at accomplishing the result 
that the big business enterprises, as @ group, grew somew hat less rapidly 
than the economy, rathér than somewhat more rapidly,” as they seem 
to be doing now. This is difficult because incentives to grow should not 
be impaired. 

One move in this direction has been increased emphasis on antimerger 
law. Another remedy worth exploring is providing incentiv es for large 

companies ‘‘to slough off voluntarily portions of their size.’ 

Tax laws are no longer a deterrent to a sloughoff. 

Basic principles of antitrust statutes are sound, but operation of 
merger law is ‘‘disappointing.’”’ Would be helpful, if C ongress provided 
more enforcement resources; and if mergers could be dealt with by less 
extensive and elaborate processes. 

Would be afraid of a proposal to set a limit on the number of different 
businesses a corporation could engage in. 

Thinks the law should be tightest covering merger of companies with 
similar, rather than dissimilar, operations. 

If a business has-attained bigness without resorting to unfair or preda- 
tory practices, the test: te determine if the Government should regulate 
its size would be to test its power. 
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When there is a strong presumption that a merger will have adverse 
effect on competition, it might be made a rebuttable presumption in the 
law for certain classes of mergers, thus enabling enforcement agencies 
to move faster. 

There is a difference between companies asking for prior consideration 
of a proposed merger and a proposal which would require advance 
a fe of the agency involved. 

f there is increased trend toward unjustifiable concentration, he 
would like to see our “line of policy rest upon divestiture and dissolution 
of big companies for cause, where there is cause, rather than upon any 
wholesale slashing.”’ But figures showing concentration should be more 
accurate than at present. 

Would be ‘‘troubled’’ by two things in a proposal to establish a Govern- 
ment agency with the power to prevent integration not justified by 
production or distribution economies, and to compel reorganization of 
excessively large enterprises. First, we don’t know enough about 
production and distribution economies; second, it would delegate too 
much power. 

Problems in business concentration have arisen because of the estab- 
lishment of a joint subsidiary by two or more companies pooling tech- 
nology from different fields; and because the growth of pension funds 
seems to ‘invite intercorporate investment of the investment trust type.”’ 


Statement of Donald A. Moore, member, Department of Economics, 
Michigan State University 

Qualifications. 

Will confine himself to some observations on structure of automobile 
industry, by which he means, generally, ‘‘the sizes, number, and firms 
i relation to each other and to other business units with whom they 

eal.”’ 

Automobile assembly industry may be described as an oligopoly with 
competition between six firms. The industry does not remain static for 
long at a time, however. 

Statistics on the industry as a whole, including suppliers, dealers, etc. 

Listed 7 conditions for survival: ‘‘(1) A diverse product line covering 
a considerable part of the price range; (2) the ability in most years to 
sell a sufficient quantity of autos and other products to realize the 
economies inherent in the mass production process; (3) adequately 
financed, dependable, and geographically well-distributed dealer and - 
service facilitics; (4) financial resources adequate to bear the cost of 
inventories, research, model changes, and occasional bad year; (5) an 
optimum combination of vertical integration and outside supply sources; 
(6) the engineering and marketing knowledge necessary to innovate 
without departing from the market’s notion of an acceptable automobile; 
and (7) the existence of a satisfactory used car market for the product.’ 

Elaborated on these seven points. 

Outlined briefly the history of the industry, so as to better understand 
the existing pattern. There are five stages in its growth: (1) Up to 1898, 
er experimental; (2) 1899-1910, small firms producing for a limited 
market. 

Ford Motor Co. broke the back of an attempt at monopoly control by 
the Association of Licensed Automobiles Manufacturers. 

The highest number of manufacturers in the field at one time was 88 in 
1921. There were 181 at one time or another in the years 1903-26. 

There is no firm surviving today that entered the field after 1923. 

During the time there were the largest number of firms, there were not 
a few doing the great bulk of the business as there are today. Ford pro- 
duced more than 55 percent of total in 1921, but the remainder was 
divided up more equally than it is now, As far as he knows, that is the 
aay ia percentage of the market ever attained by a single producer. 

8 an outgrowth of the defeat of the licensing group by Ford, the So- 
ciety of Automotive Engineers was formed, which contributed 4 great 
deal to the technology of the industry without discernible monopolizing 
effect. Also, patent pooling was important for a time, but not so much 
since 1930. 

Two giants were formed in the period through 1910—Ford and General 
rahi Each contained ideas essential to the growth of a successful 
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Ford contributed his ideas of mass production and vertical integration, 
which he achieved without resorting to buying other companies, with the 
exception of the horizontal integration. with Lincoln. 

illiam Durant, on the other hand, wanted diversification of product 
line; and felt that financing by bankers, by the stock market, or by other 
industrialists was necessary to a stable firm. | 

‘He succeeded in acquiring a line of successful automobiles with a con- 
siderable waste involved because he did discontinue more cars than he 
continued to produce. Some of them were quite experimental.” 

Durant used the holding company device, but Moore does not know if 
he intended to monopolize the industry. | 

The period 1911-22 was marked by the growth of two large organiza- 
tions that were acquiring characteristics that have become essential to 
survival of an automobile industry. There was rapid growth of demand 
in this period. 

Although Durant lost control of GM to bankers in 1910, he was still 
active. In 1915 he established the Chevrolet Mctor Co. of Delaware, 
a holding company, which first acquired all stock of existing Chevrolet 
companies. “Then with funds supplied partly by the Du Ponts it 
acquired a sepa of the outstanding common stock of the General 
Motors Corp. of New Jersey. 

Funds raised by Chevrolet were used to pay off the commitments made 
to the bankers by the operation of General Motors itself, and eventually 
the loans to the bankers were paid off. 

Durant was out of GM from 1910 to 1915, and was finally forced out 


in 1920 by the Du Ponts and the Morgan banking firm. 


He had an interest in the original Chevrolet Motor Co. which preceded 
the new one, the holding company. 

Unable to persuade GM directors to admit Chevrolet, Durant voted 
Chevrolet’s GM stock and got control, and later becare president. 
General Motors of Delaware was organized, with the right to pyraid. 
They were in the anomalous position of Chevrolet actually owning GM. 

General Motors Holding Co. was formed to turn this upside down and 
put GM on top, at which tive most subsidiaries were dissolved and 
became operating divisions of Gencral Motors. 

The Du Pont interest in GM was increased by additional purchase of 
stock, and has remained at about 23 percent of outstanding stock since 
about 1920. 

In 1923 the Du Ponts were to sell their GM stock so it could be resold 
to GM executives. Instead, they sold to their subsidiary, General 
Motors Securities, thus retaining control. 

In 1920, Mr. Durant got in over his head attempting to support GM 
stock in a falling market. It was then the Du Ponts and the J. P. 
Morgan banking firm moved in. 

It is believed Du Pont wanted control of GM to provide it- with a 
profitable peacetime business. 

Although du Pont sold increasing quantities of their products to the 
firm, they never secured exclusive privileges with the General Motors 
divisions, GM was Du Pont’s largest customer between 1939 and 1949, 
but got only two-thirds of its finishing materials from them. 

They also purchased other materials from Du Pont in this period. 

The period 1923-41 is described as the time when the Rig Three 
developed as important factors in the industry and the term “inde- 
pendent’’ becomes more important. It is the time of very rapid decline 
in number of firms. 

Chrysler Corp., formed in 1923, grew into a major producer by pur- 
chasing Dodge and developing Plymouth and DeSoto. They advanced 
the idea of frequent model changes and highly stvled products, coupled 
with fine engineering. 

‘‘The intense rivalry between the Big Three blanketed the market to 
the extent that entry was virtually closed, and the exit of a small firm 
exceedingly easy. There is no evidence of any overt actions on the 
part of existing firms to prevent entry or to hasten exit.” 

Difficulty in obtaining and keeping an adequate dealer organization 
is quite a barrier to entry into the field today. 

n extremely important barrier to entry is the high cost of tooling for 
annual model changes. 
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Described the period of 1946—54 as “‘the satisfaction of the deferred 
demand, and another leveling off period at the end of which we saw some 
more attrition in the number of firms.” 

Looking into the future, he predicts a “period of intense rivalry and 
growth,’ with a fairly rapid increase in sales as long as economic pros- 
perity continues. : 

Indicated some implications of present structure of the industry and 
suggested four possibilities. Discussed the hypothesis that survival 
conditions add up to significant economies of scale. 

Although not always true, ‘‘profits as to percent of sale and profits as 
to percent of stockholders’ investment show an unmistakable tendency 
for profit margins and earnings in investments to vary directly with 
size. 

“If the economies of scale are as pronounced as crude measures indi- 
cate, this appears at first to be a classic case where monopoly is to be ex- 
pected.”’ Fortunately, however, this is not the case in automobile in- 
dustry. However, since entry is virtually closed, serious error by a small 
firm could deplete the number by one. 

Although a dominant producer may enjoy a highly favorable position 
in purchasing from suppliers for a while, there are checks on this power, 
too. Further integration is open, and the suppliers have other outlets. 

Manufacturers usually market “genuine” repair parts through their 
dealers and parts distributors. There are advantages to the public in 
this arrangement. But the manufacturer of parts has difficulty in get- 
ting his product accepted by the public if he does not sell through the 
automobile manufacturer. 

Dealers keep up price competition, thus contributing to competition 
on the manufacturers’ level. However, the small manufacturers are at 
a disadvantage because of their smaller potential volumes. The dealers 
do not bear all the burden of price flexibility, however, as the manufac- 
turers have devices to compensate for some of the loss incurred in lower 
sales prices. 

Mr. Moore’s prepared statement inserted. Covered in oral testimony. | 

Discussion of dealer-manufacturer relationships and practices. 

It is his belief that as the industry tries to increase sales, even if the 
market is growing, we will see more and more mass distribution with 
lower margins for dealers. 

The power enjoyed by the large manufacturer gives him a special ad- 
vantage in forcing cars on dealers. 

He believes the size of GM enables it to procure parts cheaper than ite 
competitors. 

ows of no facts to substantiate the theory that GM gets lower 
prices than can be justified. 

Large manufacturer gets special advantages which are not explainable 
exclusively in terms of savings to the seller. 

Although there is a difference in prices a seller charges for original 
parts and replacement parts, it is not certain that profits are recovered 
by charging higher prices in the replacement market. 

These practices probably tend to keep prices down on new cars and 
repair costs up on old ones. 

Senator O’ Mahoney repeated his invitation to GM representatives to 
sit at the table. 


Statement of T. K. Quinn, president, T. K. Quinn Co. 


Qualifications. 

In his prepared statement he did not take the time to discuss the 
assault on the antitrust laws nor did he attempt to “show how concen- 
tration of power gives rise to demands for administrative regulation and 
facilitates socialization.” 

Presented his definition of the term “big business.”’ 

“Up to a point, big business is socially efficient, and can be eco- 
nomically justified, but there are limits beyond which we reach danger.” 

Of all the slogans that have been sold the American public, ‘“‘the most 
seriously misleading is that ‘bigness is not evil per se.’ ”’ 

‘‘Any active giant is evil per se in a land where it is sought to preserve 
life, liberty, and opportunity for the ordinary individual.” 
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The social efficiency of GM cannot be measured ‘‘by its balance sheets 


or profit and loss statements. We must know how the results are 


secured.” What are its relations with its dealers, its suppliers, and what 
are the social results of its operations? 

Disagrees with those who maintain it.is not economically feasible to 
break up General Motors. 

Mr. Guinn was interrupted at this point, to resume next day. 


WEDNESDAY, NOVEMBER 9, 1955 


Letter from Bookings Institution to Senator O’Mahoney refusing to 
allow three professors who are potential witnesses to testify regarding 
confidential information. 


Statement by Senator O’ Mahoney — 


Letter from Brookings Institution to chief counsel, Joseph W. Burns, 
re testimony of three professors. 


Statement of T. K. Quinn, president, T. K. Quinn Co.—resumed 


General Motors has acquired 76 percent of the diesel locomotive busi- 
ness of the country. He believes this was accomplished because of its 
standing as one of the largest shippers by rail in the country. “And 
when General Motors decided to get 95 percent of the bus business it 
merely purchased bus lines. The corporation has entered the large 
gas-engine business and may eventually have most or all of it.’ GM 
purchasing power is a tremendous force to reckon with. 

Electro— Motive division is the GM division that manufactures diesel 


engines. 
ounvered the earth-moving equipment field by buying out the Euclid 


Small suppliers dislike arrangements with GM but are compelled by 
ee necessity to continue them. They are afraid to complain 
publicly. 

‘‘General Motors could at will enter any field it chooses and become 
even more industrially dominant.”’ If it reduced prices of its electrical 
appliances and absorbed the losses temporarily or deducted the losses 
from its tax return, could force competitors to the wall. 

_ Details on activities of individual divisions are lacking as there is no 
requirement for separate departmental reports. 

ecommended that all corporations operating various businesses and 
departments be required to publish, in detail, balance sheets and profit 
and loss statements of the various departments once a year. — 

Criticized communications media for their timidity in refusing to 
criticize the giants of industry. 

There is competition in the automobile industry, but the price com- 
petition is exercised by the dealers, not the manufacturers. 

If we wish to preserve the independence of the ‘‘smaller more socially 
efficient companies,’’ the excessive power of the giants must be checked. 
“This does not necessarily mean controlled monopoly. It means 
restricting autocratic power of the giants tu save our system.” 

There has been an increase in mergers as a defensive move—as pro- 
tection against the giants. 

Decreased number of independents in electrical appliance field 
indicates it is more difficult for a new firm to enter the field. 

This is compared to the difficulty of entry into the newspaper field. 

‘‘* * * the only effective practical way to maintain the maximum 
number of independent companies is to decentralize the big ones at 
the top * * * to start at the bottum and prevent smaller mergers 
would amount to further protecting those giants already in existence.” 

The intent of the Sherman and Clayton Acts has been circumvented; 
monopoly and oligopoly have grown. Something can and should be 
done about it. 

Existing laws should be enforced; additional legislation is needed 
however. 


Page 


2330 


2331 


2332 


2334 


2335 


2336 


2337 
2338 


2339 


DIGEST OF TESTIMONY x1 


Listed his refutations to arguments most often advanced in behalf of 

giant Se ee 
That. giants have: led in. expansion and bringmg about tech- 
sasieal changes. 

2. That concentration of production Among few big rivals usually 
stimulates comretition instead of weakening it. 

3. That results are hetter among higger concerns because mistakes 
are more costlv. 

4. That concentration of production among few large rivals 
stimulates competitors’ efforts and as no one in a small group likes 
to be first to raise prices this leads to protection of consumers 

cee rising prices. 
That the bigger the firm the more conspicuous its policies and 
Seieeesiee makes fer better ethical conduct. 

§. That placing legal limits on size would discourge competition. 

1. That limits on size would interfere with the freedom of con- 
sumers to buv what they choose. 

8. That giants have greater creative abilitv and potentiality. 

Recommendations for dealing with the problem of giantism: 

‘““(A) Industries could. be classified fot thé-purposés of the legisla- 
tion, much as they are now classified by the Department of Com- 
merce. 

““(B) Any concern with, say. $100 million or more in net worth 
* * * could be declared to be in a special group which, for reasons of 
sheer size and power, are affected with a special public interest.” 
Sr could be made for industries which require larger capital 
outlay. 

“(C) Income-tax rates on the companies that exceed the maximum 
indicated size could be gradually but reasonably graded upward. 

““(D) These companies would not be permitted to purchase, 
merge, or absorb other companies. 

‘“‘(E) Officers and directors of these companies would not be per- 
mitted to serve as officers or directors of any other concerns or cor- 
porations. 

““(F) These companies would be required each year to publish 
detailed profit and loss statements and balance sheets on each 
department of their total business, according to the industry classi- 
fication provisions. 

“(G) Any company could remove itself from the oversize class by 
decentralizing into separate companies, of its own free will and in 
the way it chose.” 

Congress might wish to make exceptions for companies that are other- 
wise regulated. 

It might also be required that all businesses engaged in interstate 
commerce obtain a Federal charter. - 

‘Legislation is advisable which’ would ‘curtail the practice of stock 
holding companies by which a single small group concentrates what are 
really personal holdings into a corporation, thereby getting the advantage 
of the lower corporation tax instead of the higher individual] tax.”’ 

Discussed ethical and moral am pice tOus of increased economic 
concentration. 

Answered attacks on his credibility as a witness. 

- Distinguished between big business and “giant or monster business,” 
in answering the allegations. 

In discussing Professor Galbraith’s theory of countervailing power, he 
expressed the belief that the public welfare would not be served by having 
a few giant companies opposing each other, with no in-between com- 
petition. 

He agrees, with reservations, that big business creates opportunity for 
smaller businesses, but explained that there are many instances in which 
this would not be true. 

‘The statement ‘‘that what big- “business possesses is not a phvsical 
superiority but a managerial superiority’’ is ‘“very much theoretical.” 
Feels ‘“‘there is an unfortunate disposition to glorify the corporation 
* * * president.” 
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General Motors’ entrance into the field of refrigeration resulted in a 
price war between them and General Electric, which finally resulted in 
CT ai aa between the two companies. This was around 

Believes there is no economic limit to the size GM could grow to. 

It is conceivable that unless Congress draws the line somewhere, for 
economic exparsion, the inevitable result will be complete concentration. 

The larger the corporation the less the percentage of stock needed to 
control it, because the stock is more widely dispersed. It is possible 
that Du Pont, with 23 percent of the stock, controls GM. 

““Economies of scale’? may not be economies at all, but merely a 
result of an arbitrary exercise of power, favoring the big business because 
of its market power. 

Discussion on the development of fluorescent lighting as competition 
to the incandescent light. 

Mr. Burns made a statement on the phase of the hearings dealing 
with the growth of GM in the diesel locomotive field. 


Statement of V. H. Peterson, vice president, Fairbanks, Morse & Co.; 
accompansed by Robert B. Craig, vice president, and Anan Raymond, 
counse 


Statement of identification. Gave background of the company, 
founded in 1830. 

Their share of the diesel market is 7 or 8 percent. However, the pro- 
duction is not limited to locomotives alone; it is varied. 

Gave the committee figures showing their percentage of the market 
over the years. 

In 1944, General Motors was getting 58 percent of the market. As 
of October 1955, they had 76.62 percent. 

The proportion of output by Tairbanke. Morse fell behind, relatively 
speaking, with the output of Electro-Motive, the GM division. This 
took place even though Fairbanks, Morse did all the normal things one 
does when trying to sell a new product. 

In 1944, a war year, the Government designated Electro-Motive to 
build road diesels. As Mr. -Peterson recalls it, Baldwin and Alco were 
designated to build yard switchers. This was the time Fairbanks, 
Morse entered the field. 

Although it could be assumed to be true, he knows of no situation 
where they have been injured by the weight of GM traffic. 

A preponderance of GM locomotives on a railroad makes it more 
difficult for them to break into that road. 

They are doing a “fairly extensive” amount of business with the Navy 
at this time. They made diesel motors for ships long before they made 
locomotives. 

Electro-Motive started working-.with diesel engines back in the 
twenties, before it-.-became a part. of GM, and when it was Winton 
Engine Co. 

There has been a merger of Lima-Hamilton and Baldwin. 

General Motors being such a large corporation probably gives them 
greater advantage or greater ease of entry to top management of a 
railroad. 

They are optimistic about obtaining a reasonable share of the future 
market. 

It is more difficult to compete with GM because of GM’s mass produc- 
tion facilities, which gives them an economic advantage. 

All companies in the field compete both as to price and quality. 

A successful corporation can parlay its profits into diversification and 
from that into an advantage over other companies already in an industry. 

General Motors’ ability to turn out more units gave them an advan- 
tage when the demand was high. 

GM’s size and financial strength make it tougher for a smaller com- 
pany like Fairbanks, Morse to compete with them. 
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Statement of O. De Gray Vanderbilt III, vice president in charge of com- 

mercial activites, Baldwin-Lima-Hamilton Corp.; accompanied by 

. Nevin Watt, vice president in charge of transportation sales; 

pagal oe counsel; and John F. Dooling, of the firm of Sullivan 
romwe 


Statement of identification. 

History of the company. 

They manufacture products other than locomotives. 

_Stutistics on their business. pie 2 | 

The Baldwin Co. started making diesel locomotives in 1936. Prior to 
that they made other types of diesel engines. Lima started manufactur- 
ing diesel locomotives about 1947. 

It is Mr. Watt’s recollection that the Winton Co. started making diesel 
locomotives after it was acquired by General Motors, and that they rose 
very rapidly. 

There are four types of locomotives: a switcher yard locomotive, an 
all-purpose locomotive that may be used in either switching or road 
service, a passenger type, and a freight type. Baldwin started out with 
the ibaa type because the market seemed to favor it. 

When GM started production and sale of diesels, it took away from 
the market for steam engines. 

It was obvious at this time that the diesel would ultimately supplant 
the steam locomotive, but some railroads still stuck with steams. So 
they continued building some steam-loeomotives as well‘as diesels, but 
GM could concentrate on diesels alone. 

GM was selling to railroads that had been their customers. 

There is no doubt that GM had a running start. on the market. 

During the war years, Baldwin was restricted to development of the 
switcher type locomotive. There was also a great demand for steam 
locomotives at that time, so that their “resources, energies, and facilities 
were directed toward fulfilling those requirements which diverted that 
effort-from the development of this new- product.” . 

About 1947 they really started rebuilding, and ran into the “usual 
problems of developing and launching a new product * * * and of 
retaining what we considered a fair economical share of the existing 
market.” 

Both Alco and GM had a head start, with GM having a special ad- 
vantage because of its manufacturing facilities. 

Figures show that Baldwin’s percentage of the market of all types of 
locomotives has steadily decreased. 

It is very difficult to compete costwise with someone who has all the 
best of facilities for mass production. Development of these facilities 
requires a great outlay of capital, and it is doubtful if anvone else could 
afford to do it. 2 ne | 

General Motors has been called the largest shipper of freight in the 
United States. This doubtless hag # great -influence on railroad pur- 
chasing. 

When diesels were first marketed, General Motors set up repair stations 
to service and repair them, which other companies were unable to do. 
This also helped them market their product. 

Development of the diesel brought. with it standardization which in 
turn was a factor in inducing railroads to buv from one manufacturer 
instead of many. Therefore, the company that got into the market 
first had an advantage. 

That was one of the problems that had to be met in the postwar 
switchover from steam to diesel locomotives. 

GM had the money to put sample diesels on the tracks so they could 
be used in service, thus breaking down resistance to the change. Baldwin 
had to sell them outright. Mr. Vanderbilt said that GM deserves credit 
for having done this ‘‘missionary pioneering work.’’ They could not 
have afforded such a program. 

Although this is a gloomy period, Baldwin does not intend to get out 
of the business. They have hope for the future. Also, they are con- 
centrating on development of ‘‘a better mousetrap,’”’ which they think 
they have. 

Baldwin has manufactured fine quality diesels in 1955, but have sold 
a “‘very unsatisfactory quantity of them.” 
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The new principle they are developing may, to some extent, obsolete 
diesel electric type locomotives. 

They are still turning out a few steam locomotives for export but none 
for domestic use. eS 


Statement of William F. Lewis, vice president in charge of marketing, Alco 
Products, Inc.; accompanied by W. J. Bolte, Alco Products, Ine., 
and Bruce. Bromley, attorney ... . t oe 


Statement of identification. 

There is plenty of tough competition within the locomotive industry. 

Alco no longer builds only locomotives, but produces some 3 dozen 
products for 11 different industrial markets, in which competition is 
also tough. 

Gave a chronology of the locomotive industry. 

‘‘Alco has built more locomotives than any other company in the 
world—about 80,000—since 1901, when the company was first organ- 
ized.”?” Most of these were steam locomotives. They also turned out 
the first successful diesel locomotive, in 1924. 

The basic explanation of GM’s position as largest producer of diesels 
lies in understanding what happened during World War II. ‘‘Alco, as 
the originator and major producer of the diesel switcher, was restricted 
by the Government material allocations during the war period to the 
manufacture of diesel switchers. We also produced steam locomotives 
and a multitude of war products, primarily tanks and other ordnance 
weapons * * *, On the other hand, General Motors was given the 
assignment by the Government to turn out road diesel locomotives at a 
high production level. For a full appreciation of this situation, I would 
like to emphasize that Alco at the end of 1941 had virtually completed 
the engineering on what would have been the first fully complete line of 
diesel locomotives of an entirely new design. 

“The head start which General Motors gained in the road diesel loco- 
motive field from its protected position during the war was tremendous. 
As of December 31, 1945, there were approximately 1,500 freight or 
ae diesel locomotives in service distributed among about 35 class 

railroads, and almost all of. this number had been built by General 
Motors. The war years had alowed GM to eliminate many of the bugs . 
inherent in any new product design. The various railroads which had 
acquired GM road locomotives during the war quite normally were 
inclined to favor GM in new diesel purchases for road service in order 
to simplify the locomotive servicing and maintenance of a complicated 
new product.”’ 

Aleo introduced its line of diesels in 1945-46. It was an instant 
success, and they invested about $20 million in facilities. They often 
were producing at capacity levels, but there was a sharp drop in orders 
in last half of 1954. 

r They are confident they can compete with GM for the remaining 
usiness, 

In 19384 Alco was the only company making diesel switching engirfes; 
by 1940 their percentage of the market was down to 26, but General 
Motors was up to 64. 

Mr. Lewis feels this happened because they were primarily turning 
out steam engines, but making some dicsels almost by hand, while GM 
tooled up for the sole purpose of building dicsels. 

From this time until the imposition of war restrictions they could 
have developed and gone after the diesel business if they had wished, 
but with limited facilities. They were, however, competing with GM 
in price. 

Kyentually they were able to overcome the adyantage GM had in 
freight diesels. 

I:xplained the decline in their percentage of market of various types 
of engines. 

They are on the upswing again and hope to wind up 1955 with 
between 19 and 20 percent of the market. 

They went out of te steam Incomntive business in 1948. 

GM sold diesels to customers that had, historically, been primarily 
Alco’s when the product involved was steam instead of diesel. 
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sy did not, however, lose any customers entirely during the postwar 
perio 

Railroads that had not bought rolling stock during the war and, there- 
fore, had not started with GM diesels, stayed with Alco. 

Most railroads are reluctant to use diesels from two manufacturers. 
Alco has tried to persuade them to use more than one supplier, with 
some success. 

The fact that GM is such a tremendous rail shipper has some bearing 
on a railroad’s purchase of GM engines, but Mr. hewis does not believe 
it is the only consideration they use. 

Inasmuch as the market for new locomotives is almost completely 
satisfied, it is expected that the market for replacement parts will be 
more important. 

Senator O’Mahoney said the committee would want to get the com- 
plete story of 1942 order giving GM exclusive rights to manufacture 
diesels, which “‘placed a handicap upon the pioneers of the industry 
and gave a great advantage to the newcomer.’ 

Mr. Bromley said they had no complaint about the order, as they re 
it was done in the national interest. 


TuHurRspay, NoveEMBER 10, 1955 


Statement of Harold L. Hamilton, retired vice president, General Motors 
Corp., accompanied by Henry M. Hogan, vice president and general 
counsel, General Motors Corp. 

Statement of identification. 

Gave technological history and development of the early efforts which 
led to the first experiments wit diesel locomotives. His company, 
Electro-Motive Engineering Co., was formed by him in 1922, and was 
entirely separate from the Winton Engine Co. Later, when they found 
they were doing business almost exclusively with railroads, they changed 
the name to Electro-Motive Co. 

Before 1930, the Electro-Motive Co. was turning out gas-electric cars. 
They did not, however, manufacture them themselves. They had a 
“close working arrangement” with Winton Engine Co. and one of the 
car-building firms; electrical equipment was furnished by General Electric 
or Westingtouse; and other components were supplied by other manu- 
facturers. The cars were then assembled according to Electro-Motive 
specifications. 

They set up parts depots throughout the United States to service the 
motorcars. 

. By this time, many of their competitors were producing the same type 

of car because of the work Electro-Motive and General Electric had 

done on the electric transmission. 

Rising cost of gasoline for gasoline-electric cars and increased use of 
highway motor vehicle traffic started the chain that resulted in earnest 
efforts to develop the diesel locomotive. Since Winton had turned out 
other types of diesel engines, Electro-Motive worked with them on this 
project. 

The Germans and the British had done much of the pioneering in the 
diesel field. 

In 1930, after much experimentation and research, they realized they 
needed about $10 million to manufacture the engine they had been work- 
ing on—about $5 million to design it and $5 million to build the tools and 
equipment to start production. Not only did they not have the $10 
million, he doubted if there was that much venture capital in the diesel 
industry at that time. 

At about this time, the Winton Fnyine Co. was building some diesel 
engines for vachts ow ned bv officials -f General Motors. It was during 
this period that Mr. Codringtor, of Winton, was talking with Mr. Ho m- 
ilton about the necessity of vetting capital that would not control ft «m, 
s? that they could carry on their project without outside interfercnee. 
Some of the GM peorle were interested in obteining Winton Co., so 
Codrington and Hamilton sat down and looked at what they had to offer. 
CM had complete, tremendous, research facilities and plenty of cay ital, 
s0 the offer was accepted and Winton became a subsidiary of General 
Notors. There was no change in personnel. 
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It was also about this time that Mr. Hamilton met Dr. Kettering, 
vice president in charge of research at GM. 

Continued his story of the development. of diesel power. 

In the fall of 1930, Mr. Codrington told Mr. Hamilton that he thought 
General Motors micht be willing to take Electro-Motive into the GM 
family, even though they were in the development stage and not yet 
ready to put their diesel locomotive on the market. As he had men- 
tioned before, venture capital was scarce, and the country was in the 
midst of the depression. Dr. Kettering, too, was interested in what 
Electro-Motive was doing. 

As a result of these conditions, they were very receptive to the GM 
offer, an agreement was reached, and a stock exchange took place. 
At this time Mr. Codrington was president of Winton Engine be. a 
wholly owned subsidiary of General Motors. 

In December of 1930 FElectro-Motive became a wholly owned sub- 
sidiary of GM with no relation to the Winton Co. excent that GM 
owned the stock of both companies. 

At the time Winton became a subsidiary of GM they were producing 
diesels in quantity, most of them marine engines. There were other 
companies in the field, too, but none of them were manufacturing diesels 
for locomotives. 

There are at least 5 or 6 companies that build large stationary diesel 
engines but are not involved in the locomotive field at all. 

When Electro-Motive and General Motors exchanged stock, Electro- 
Motive was worth about $95 a share; General Motors was worth about 
$45 a share. 

Everyone involved understood that Winton and Electro-Motive were 
working on a specific program when thev joined GM—especially Dr. 
Kettering. They had the specifications but no production and no 
business. 

Mr. Hamilton said: ‘'We knew we had an economic potential that 
was just opening up like a@ 1ose once we could get over some of these 
hurdles, and the hurdles were challenges to General Motors research 
poole and they were anxious to take hold of it, and I am sure Dr. 

ettering assured the General Motors people there was no question 
but what we could do it.”’ 

Mr. Hamilton had been the prime mover in bringing Winton and 
Electro-Motive together and was bringing this know-how—all this 
background and thinking—to General Motors. With this he brought 
to GM a staff of people who had made significant contributions to this 
development. 

He then outlined the progress made under the aegis of GM. 

In 1938 they made the decision to start turning out locomotives, 
including the electrical equipment and transmissions, on a ‘“‘volume 
basis.”’ 

In 1936, Electro- Motive had been running in the red for about 6 years 
with GM (Chevrolet) paying their salaries. At this time they started 
marketing locomotives. The railroads were told that if they accepted 
the standardized product, the price to them would be reduced as the 
costs to Electro-Motive went down; they would not absorb the lower 
costs in extra profit nor carry it over to take the loss on other models. 
The price had dropped from $72,000 to $59,500 when the war came along. 

At the time this decision was made, they had no orders—no sales had 
been made. 

Hamilton does not know exactly how much money was spent in 
development of these locomotives from 1930 until the first commercial 
sale was made, but he thought the whole program hud cost “in the 
order of $4 million.”’ 

All engines were built at the Winton plant until 1938. The electrical 
equipment had been supplied by electrical equipment firms. When the 
LaGrange plant was designed, it was designed in such a way that it 
could expand into the manufacture of the engines and electrical 
equipment. 

By the time they got to the stage of building the LaGrange plant, they 
had about $22 million invested in the plant, building, tools, etc. 
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Starting back in the twenties, they had started establishing spare 
parts depots. Over the years, these have grown to be warehouses and 
repair shops, although some of the railroads do all their own repair work. 
The smaller lines are the ones that utilize the repair and rebuilding 
facilities the most. 

Estimated investment up to about 1954 is $74 million. 

There was some difficulty in selling diesel locomotives when they 
were first put on the market in 1934, so they employed a sales force. 
Unlike automobile dealers, they worked on a straight salary—no. 
commission. 

It is not the general practice to deal with the top executives of a 
railroad when sales are made. At first, the manufacturer would supply 
the railroad with a locomotive so it could be tested for performance. 
After the railroads had become acquainted with this new type of power, 
however, sales were handled in a more routine manner. 

In the thirties money was very scarce, so Mr. Hamilton conceived the 
idea of leasing locomotives to railroads with an option to buy. GM 
balked at the idea at first, but finally gave him a rotating fund of $5 
million to work with. 

This new philosophy of railroad financing caught hold and later, as 
the railroads got a little money, they started making down payments on 
their own equipment. 

GMAC did not finance this purchasing plan. Mr. Hamilton said, 
‘We underwrote the paper, but they were the ones that handled the 
cash.” He called GMAC “‘the bankers” who “just sat there and went 
through the motions.’”’ Gencrally speaking, the banks_handle financing . 


ow. 

GMAC furnished the financing for 2 or 3 years because at first the 
banks were reluctant to back an untried product. However, this financ- 
ing was not essential to sell locomotives that were produced on the 
assembly line principle, ‘‘because if we had not had any of the lines in 
receivership, the railroads that were able to pay cash in those days 
would have kept us rolling.” 

He resents the inferences that have been made about his relationship 
with GM, especially as he started the Electro-Motive Co. “with one 
stenographer and one secretary and my own money.” He has always 
been the president and laid down the policies and been more or less ‘‘the 
guiding influence.” 

When someone says the success of the project was due to artificial 
conditions—(1) the traffic influence of GM, and (2) that a governmental 
regulation gave them an advantage—and their domination of the busi- 
ness is because of these two reasons, he takes exception to the statements, 
He explained his reasons for feeling so strongly. 


Closing statement by Senator O’ Mahoney 


We must, in these hearings, try to determine if “bigness itself, without 
any abuse at all, may be producing a concentration which will destroy 
inevitably the political liberty of the people.’’ Although some people 
may think that statement exaggerated, the Senator does not. Therefore, 
all facts must be sought and put on the table for all to see, with partiality 
to none. 

TurEspay, NovEMRER 15, 1955 


Mr. Burns introduced the first witness, Mr. Ewart Harris, who had 
been one of the Department of Justice trial attorneys in the case in 
Chicago entitled ‘“‘Untted States vs. du Pont, General Metors, and U. S. 
Rubber.’ It was made clear that the hearing is not for the purpose 
of retrying the case, but only to put on the record the facts that were 
brought out in the trial. The suit was brought under the Sherman Act. 
The court ruled against the Government; the Government has appealed. 


Statement of Ewart Harris, altorney at law 


Statement of qualifications. 

The Government sought divestiture of the du Ponts’ holdings in 
General Motors, divestiture of the du Ponts’ stock in United States 
Rubber, divestiture of the stock held by GM in Ethyl Corp., and 
divestiture by the du Pont Co. of the plants which manufacture tetra- 
ethy! lead. 
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The Government charged the du Pont-GM relationship was improper 
because the du Pont Co. had bought into GM to obtain a market for 
materials used in automobiles which they produced: the market was 
closed to competitors to the extent of 60 to 70 percent of required supplies. 

This, however, is not at issue in the committee. 

The Government appealed only from the part of the adverse judgment 
which related to relations between du Pont and GM, not the rubber 
section. 

The documents he submits are undisputed documents. 

The first exhibit he submitted was a report made by John J. Raskob, 
‘December 19, 1917. He was treasurer of du Pont and, Harris believes, 
a director of GM ‘‘in the regime of Durant.’’ In this report Raskob 
recommended to the finance committee that they purchase $25 million 
in common stock of Chevrolet, which was a separate corporation at the 
time under Durant’s control 

In this report, Raskob outlined the General Motors structure and 
history, and cited financial reasons for advocating purchase of this 
stock by du Pont. 

Raskob’s summary: 

“1, With Mr. Durant we will have joint control of the companies. 

“2. We are immediately to assume charze and be responsible for 
the financial operation of the company * * *. 

“3. The du Pont Co., if the cless A stock is sold to the stock- 
holders, will share in the profits of the industry to an extent equal 
to 120 percent on our investment and will receive 14 percent in 
annual dividends thereon; or in the event of carrying class A stock 
in our treasurv, the dividend rate will be about 12.6 percent and 
will share in the earnings about 42 percent and this after paying 
$20,000,000 war taxes. 

“4. Our purchase is on better than an asset basis. 

“5, Our interest in the General Motors Co. will undoubtedly 
secure for us the entire Fabrikoid, Pyralin, paint, and varnish 
business of those companies, which is a substantial factor.” 

Raskob then made it clear that the directorates of the motor companies 
will be chosen by du Pont and Durant, that ‘ultimately the du Pont 
Co. will absolutely control and dominste the whole Generel Motors 
situation with the entire approval of Mr. Durant, who, I think, will 
eventually place his holdings with us taking his payment therefor in 
some securities mutually satisfactory.” 

Mr. Harris seid Durent did vanish from the scene shortly afterward. 

It wes Raskob’s contention that du Pont had expanded during the 
war and could not go backward, but must continue building. (Most of 
their business wes in explosives.) 

Document No. 2 is another report from J. J. Raskob to the du Pont . 
finance committee, dated March 8, 1918, which summarized conditions 
surrounding this transaction. 

Du Pont hed acquired ‘‘a 23.83 percent interest in the common stock 
of the enlarged General Motors Corp.” This interest has hardly 
changed in the interim. 

Listed members of the board of directors and finance committee of 
Generel Motors, showing du Pont control. 

Names of companies acquired by du Pont in year prior to March 1918. 

Committee exhibit No. 3 is another Raskob report to the finance 
eommittee, dated March 19, 1920. Outlined a plan for additional 
financing for GM. 

Senator O’Mahoney commented: ‘“‘* * * we have here clearly illus- 
trated on the statement of Mr. Raskob a plan of financing a corporation, 
a& corporation altogether outside of the Federal law. 

“There is no Federal law which places any rule of procedure on the 
building of the giants. They can be constructed only through State 
corporations which have no jurisdiction over the field in which the 
business was to be carried on * * *,”’ 

It is Mr. Harris’ belief that although this recommendation was 
approved, it was never completely carried out. 


Page. 


2192 7 
_and GM_’s continued expansion. It also showed how the Nobels Co., @ 


DIGEST OF TESTIMONY XIX 


‘Committee exhibit No. 4 showed continuing interest of du Pont in GM 


' “European explosives firm; a British corporation, Explosives Tredes, Ltd., 
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and Canadian Explosives, Ltd., were brought into a stock transaction 


with Chevrolet Motor Co. 

Senator O’ Mahoney: ‘The real question which lies st the very basis of 
this whole study by our committee is whether the structure of corporate 
activity in interstate and foreign commerce built up through the profits 


- and the savings of explosive comps.nies in the United St-.tes, in England, 


and in Canada is the pattern by which the American economic system of 
small business and local business * * * is to be exploded.” 

Went into the part J. P. Morgan & Co. played in fine.ncing transaction. 
Du Pont entered a syndicate with Morgan & Co. es manacers. It is 
believed this was formed to keep price of GM stock up. 

‘‘'Under date of November 19, it became necesss.rv to relieve W. C. 
Durant of approximately 2,600,000 shares of no-par value Generel Motors 
common stock * * *’” 

Little stock wes bought or sold by the svndicste, end it is understood 
Durant complained that the syndicate failed to keep up the price. There 
Was & sizable discrepancy noted in price of the stock within less than a 
year’s time. 

Continued with exhibit No. 4, showing continued investment by 
du Pont in subsequent years. 

In January 1921 they purchased the Durant stock which removed him 
from his position with GM. 

At this point, du Pont’s percentage of stock went up from 23.8 to about 
38 percent. 

ommittee exhibit No. 5 is communication from Reskob to directors. 


This document points out that du Pont is, et this time, in control of GM. 


In calculating du Pont’s voting strength, “Mr. Rskob included the voting 
power of the friends of du Pont— Nobel, Canadien Explosives, Nobel In- 
dustries, Bonus Custodian, Savings and Investment Fund, end J. P. 
Morgan & Co.—all are included es a total of 10,907,925 shares out of a 
total outstanding of 20,477,734 shares.” 

Du Pont denied that it hed voting control of the stock of GM, however. 

Committee exhibit No. 6 tells about the Managers Securities plan, 
whereby selected employees were able to purchase GM stock at a “re- 
markable figure.”’ 

pope exhibit No. 7 shows the selection of persons benefited by 
the n 

Committee exhibit No. 8 is a letter from Mr. Reskob “in which he asks 
the Managers Securities Co. to buy his stock and sets up a figure that he 
thinks the stock is worth.” 

The executives covered by this plan bought shsres in the Managers 
coe Co. which, in turn, owned shares of Generel Motors Securities 

20. Stock. 

This was the plan whereby du Pont decreased its GM stock holdings 
from 38 to 23.8 percent. 

Discussed stock acquisitions and values. 

Committee exhibit No. 9 shows the interests of du Pont fersonnel and 
a held in GM. Mentioned were Pierre, Irenee, and Lammot 
du Pont. 

Committee exhibit No. 10 “is a statement. of the du Pont stock voting 
at the General Motors stockholding meetings from the year 1928 to the 
year 1949.”” This was stock controlled by the corporation, not the 
personal holdings of the du Pont family. 

Committee exhibit No. 11 shows “the positions held by a number of 
people, du Ponts, du Pont executives, and so forth, in the du Pont Co., 





General Motors Co., and Wilmington Trust Co. + * * in many cases 


held at the same time, simultaneously.” 
It is believed that du Pont cid verv little business with the automobile 
industry prior to its investment in General Motors. 

Committee exhibit No. 12 points up the trade relations existing be- 


tween the two companies. 
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Committee exhibit No. 13 is a letter from genera] director of sales of 
du Pont. In part, it says, ‘“* * * it is the opinion of our Pyralin division 
sales organization that we are securing 100 percent of General Motors 
Pyralin sheeting business, and have no basis for any complaint as regards 
cooperation, etc.”’ 

ommittee exhibit No. 14 records a proposed agreement with Fisher 
Body Corp. for Fisher to use their Flint products. 
oe briefly the history of relationship between Fisher Body and 


Committee exhibit. No. .15 shows that “the. relationship between: 
General Motors and du Pont * * * was considered by competitors to 
be so close that they would have no chance to break into the market 
unless they quoted perfectly ridiculous prices, and @ concern in receiver- 
ship did just that.” 

Jommittee exhibit No. 16 shows a further attempt to get Fisher to use 
Flint products. 

At one time, GM tried to persuade du Pont to sell Duco to them 
exclusively. At about this time, a general purchasing committee was 
created at GM to handle the purchase of products instead of allowing the 
divisions to handle their own procurement. 

Committee exhibit No. 20 shows an attempt to stabilize procurement 
from du Pont at about 75 percent of requirement. It has varied, 
however, from about 62 to 75 percent over the years. 

The purchasing committee handled the procurement of many articles 
and supplies from various suppliers, not du Pont alone. This gaip- 
mittee went out of existence some time about 1931. 

Committee exhibit No. 22 is a report explaining how GM may get as 
much as a 12 percent discount from the standard price, It was also a 
plan to induce Fisher Body to give du Pont more business. 

Committee exhibit No. 23 is a letter from the general manager of the 
Cellulose department outlining the methods for allowing GM—exclusive 
of its export company—a ‘‘superdiscount.”’ This matter was to. be: held 
in complete confidence by the purchasing committee or the price struc- 
ture of du Pont might come tumbling down. 

Committee exhibit No. 24 emphasizes “the desirability of keeping this 
matter (the discount plan] confidential and treating it as an arrangement 
within the du Pont-GM family rather than as a mere concession in prices 
on individual commodities.”?” There had been a leak. 

Mr. Harris knew of no instances of this discount having been given 
other purchasers. 

The superdisecount policy went out in 1932. Perhaps coincidentally, 
it was about this time the Fisher brothers disposed of their General 
Motors stock. It has been inferred that’this superdiscount policy was a 
special inducement to get Fisher Body to buy more du Pont products. | 

Committee exhibit No. 25 again pertains to the superdiscount policy 
given GM. 

These documents indicate that du Pont gave this secret price conces- 
sion to GM by selling at higher prices to its other customers. 

Committee exhibit No. 26 is a confidential letter from the executive 
secretary to members of the general purchasing committee concerning 
the super discount. They were told how this discount could have been 
increased. 

Committee exhibit No. 27 is a letter concerning the maintenance of 
more than one source of supply, with not more than 75 or 80 percent 
of their paint supply to come from du Pont. 

Committee exhibit No. 35 shows the du Pont interest in United States 
Rubber. Irenee, Pierre, and possibly Lammot, formed a syndicate with 
friends and relatives to purchase stock in United States Rubber Co. 
A Mr. Davis, who was president of a du Pont subsidiary, becaine presi- 
dent of United States Rubber, along with a board of directors of his 
choosing. 

Irenee was dissatisfied with the tire department, and advocated leasing 
the tire business to Goodyear with Goodyear leasing its rubber planta- 
tions to United States Rubber 

Shortly thereafter, GM surveyed tire companies with the idea of 
possibly buying a tire company to manufacture their own tires. Among 
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those surveyed was United States Rubber. Committee exhibit No. 29 
is a réport by Charles E. Wilson in which he said the tire business was 
in a bad way, prices were bad, and he made recommendations which 
resulted in the idea being vetoed. The reasons were set forth for GM’s 
decision not to go into the tire business. 

Committee exhibit No. 42 is the contract GM entered into with United 
States Rubber fer a “very large proportion of their tires,” fixed per- 
centages were set. GM financed the purchase of rubber and cotton for 
the tires, and when the time came to bill for the tires, these costs were 
included in the price. GM purchased the raw rubber, charged United 
States Rubber up to 12 percent for use of the money for financing the 
purchase, then resold it to the rubber companv. 

GM also was charged a billing price and a formula price. 

Committee exhibit. No. 47 is a letter enclosing a check for $1 million, 
which was to be paid to General Motors. 

These transactions were kept confidential. 

Charles E. Wilson and F. B. Davis negotiated the rubber contract on 
behalf of the General Motors Corp. 

Committee exhibit No. 44 is a letter to GM from Mr. Tompkins, 
manager of the tire department, showing special discounts. 

Committee exhibit No. 45 is another table of discounts. 

It has been stated that because of the favorable price GM received 
from United States Rubber it got a better price from other rubber com- 

anies. 
: Committee exhibit No. 48 shows when various price formulas were in 
effect. 

According’ to a chart which is Committee exhibit No. 54, United States 
Rubber provided from 60 to 70 percent of General Motors’ requirements. 

Additional figures given on stock transaction covered in exhibit No. 4. 

Du Pont and General Motors joined together in working on the 
development of tetraethy! lead. Some of this work on tetraethyl lead 
was done by Standard Qil, also. 

‘Sloan of General Motors, the owners of one set of patents, became a 
sort of mediator between Du Pont and Standard Oil on the manufac- 
turing question, and on June 27, 1924 (committee) exhibit No. 55, Mr. 
Sloan wrote to Mr. Irenee du Pont stating that he had given the thing a 
lot of thought, he was most happy and entirely satisfied ‘to leave the 
matter entirely in your hands and the only thought that I have given in 
any other direction is simply to give due consideration to the psvcho- 
logical side and the opinion of our partners, the Standard Oil Company 
of New Jersev in the enterprise.’ ” 

Committee exhibit No. 57 is another letter from Mr. Sloan, intervening 
between Du Pont and Standard Oil when questions on pricing arose. 

The Ethvl Corp. was to be only a distributor of tetraethvl lead. 
“The manufacture was to be done by Du Pont under a contract with the 
Ethyl Corp. The Ethvl Corp. was formed 50 percent each to Standard 
Oil and to General Motors, and thev were the operating company and 
Du Pont manufactured under license from tetraethyl lead during the 
entire lifetime of the patent.” 

Ethyl and Du Pont only supplied the demand for tetraethyl lead. 
Seemingly, there was no competition and no price competition between 
the two companies. 

Committee exhibit No. 61 shows the distribution of profits from 
tetraethy! lead for the years 1924—47. 

Antitrust action was taken against the Ethyl Corp., for illegal use of 
the patent resulting in illegal pricing and distribution practices. 

Committee exhibits No. 63 to 73 are documents showing that there 
was an effort by Du Pont officials to get their emplovees to buy General 
Motors cars and to buy GM cars and trucks for company use. 

Mr. Burns pointed out that General Motors had engaged in practices 
and arrangements in the motorbus business that involved it in criminal 
and civil suits brought by the Department of Justice in California. 
“This subcommittee is interested in determining what the facts were in 
this. case and what the effect of the practices engaged in by GM and the 
other defendants were on competition in the bus industry. We are 
also interested in finding out what the effect of this litigation ultimately 
was with reference to the economics of the bus industry, and whether 
General Motors had obtained advantages which could not be dissipated 
by court action.” 
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Statement of William C. Dizon, former special assistant to the Attorney 
General, and chief of the west coast offices of the Antitrust Division, 
Department of Juatice 


Statement of qualifications. a 

He will supply what information he can ‘concerning a criminal and 
civil antitrust case which the Governmenc brought against the National 
Citv Line Inc., and other defendants, including General Motors Corp., 
in the United States District Court for the Southern District of Cali- 
fornia, Central Division, on April 9 and 10, 1947, respectively.” 

National City Lines Corp. is @ holding company established in mid- 
thirties for the purpose of buving and operating local transit systems 
in various cities of the country. 

It was primarily a holding company, the resul¢ of a plan of the Fitz- 
gerald brothers. When a local transit system was bought, that opera- 
tion was kept separate from other operations through a separate sub- 
sidiary company. 

Pacific City Lines was a wholly owned subsidiary operating on the west 
coast. 

The money used in these purchases was furnished in part by suppliers. 
‘In other words, the technique was to go out and secure from suppliers 
of buses, petroleum products and tires, money which would be invested 
in these companies, the subsidiary companies of which the operating 
and holding company was the National City Lines, Inc.” 

By making these so-called investments, these companies secured, in 
effect, all the business of the operating companies. 

Prior to the time General Motors became interested in the plan, 
these local transit systems had various makes of buses. 

As far as he knows, the Fitzgerald brothers still operate National City 
Lines, although there are ‘‘very few subsidiaries left as such.” 

Prior to bringing the criminal and civil cases, Antitrust Division had 
received many complaints from former suppliers to the effect that they 
had lost business ‘‘because of the apparent closure of those markets to 
their products after National City ines. Inc., acquired control of the 
local transit systems to which they had theretofore sold or were endeavor- 
ing to sell their products.” 7 

Following a grand jury investigation, an indictment was returned in 
1947 charging National City Lines and several other companies, includ- 
ing GM, with a violation of sections 1 and 2 of the Sherman Act. ‘Mr. 
H. C. Grossman, assistant secretary of General Motors was named an 
individual defendant in the indictment.” 

Count 1 charged that the defendants “had engaged in a combination 
and conspiracy to elininate and exclude all competition in the sale of 
motorbuses, petroleum products, tires, and tubes to the local trans- 
portation companies then or thereafter owned or controlled by National 
City Lines, Inc., or any of its subsidiaries. Count.2 of the indictment 
charged the defendants, including General Motors, with havmg know- 
ingly, willfully and unlawfully combined and conspired to monopolize 
that part of the interstate trade and commerce of the United States 
that consisted of the sale of motorbuses, petroleum products, tires, and 
tubes used by local transportation systems in those cities in which 
National City Lines, Inc., owned, controlled, or might thereafter acquire 
a substantial financial interest.’’ 

There had been quite an expansion after the combination was effected. 

He believes this to be the largest holding company controlling and 
operating local transit svstems in the United States. : 

The grand jury charged that as a result of this financial arrangement 
between the suppliers and National City, National City transit com- 
panies would purchase equipment and supplies from no other competitive 
companies. 

“The indictment alleved that the total amounts furnished by the 
supplier-defendants to National City Lines, Ine., for sueh purposes 
exceed $9 million of which General Motors Corp. furnished over $3 
million, and that the total sales of motorbuses bv General Motors to 
the National City Lines, Inc., operating companies for the years 1936 
to 1946, inclusive, exceeded $25 million. All of the supplier-defendants, 
including General Motors, were to receive stock in National City Lines, 
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There was an agreement as to the percentage of bus business GM 
and Mack Manufacturing Corp. would get. 

Arrangements between National City and GM were entered into in 
1938. 

It was required that subsidiaries of National City Lines, Inc., nego- 
tiate separate contracts with the supplier-defendants. If National City 
disposed of anv of these operating companies, the persons taking over 
the companv were also obligated to purchase from these suppliers. 

Generally the supplier companies received preferred stock in National | 
City subsidiaries, although some common stock was issued to them. 

A combination of these supplier companies had control of Pacitic City 
Lines at one time. 

The first National City Lines contracts were with Yellow Truck & 
Coach Co., which was a subsidiary of GM. Thezxe contracts were 
taken over by GM in 1943 when all the assets of Yellow Truck & Coach 
were taken over by GMI. 

The defendants ‘‘vigorously opposed” both the criminal and civil 
cases. Although the Government protested, the criminal case was 
transferred to Chicago in 1947. Following this transfer, the California 
District Court dismissed civil complaint. This was appealed to the 
Supreme Court which ‘“‘remanded the civil case to the district. court for 
further proceedings.” The district court then transferred the civil case 
to Chicago. 

The defendants were acquitted of the charge of violating section 1 of 
the Sherman Act but were found guilty of violating section 2. ‘The 
Court of Appeals for the Seventh Circuit unanimously affirmed this 
conviction on January 3, 1951. The Surpeme Court denied the defend- 
ants’ petition for certiorari on April 3, 1951, thus bringing the criminal 
case to a final close. Various proceedings thereafter followed in the 
civil case. The district judge finally rendered an opinion in the civil 
case on September 15, 1955, which calls for a final judgment which 
should bring the trial of the civil case to an end in the district court.” 

GM was to receive most of the bus business of operating companies 
controlled by National City at the time the GM-National City agree- 
ments were entered into, ‘‘and was to share 42.5 percent of all the business 
of any new local transit companies thereafter acquired by National City 
Lines, Inc., with the Mack Manufacturing Co.” This did not apply, 
however, to the west coast area, where GM was to get ‘85 percent of all 
the business of these companies with the privilege accorded such com- 
panies of acquiring the remaining 15 percent of their bus requirements 
as used equipment if they desired to do so.” 

Mack Co. did not, however, get all the bus business provided by 
contract. 

The president of National Citv Lines told one bus supplier that he 
might as well look elsewhere for business as he would ‘‘probably have to 
buv’’ General Motors buses. 

Cited a letter from president of Pacific City Lines to General Motors 
which, in effect, asked GM _ permission to buy more than agreed quota of 
buses from another source, inasmuch as GM could not meet required 
needs at that time. GM agreed, but indicated that before any other 
outside purchases were made, they should be contacted. This defi- 
ciency was to be met after the war by increasing the quota of GM _ buses 
that. were to be purchased. 

General Motors prices were to be competitive with other suppliers, 
but the president of National City Lines admitted “that the operating 
companies did not compare prices with other suppliers in making such 
purchases.”’ National Gity had no recourse, however, as their contract 
obligated them to buv 85 percent of their requirement from GM. 

Money “invested’’ by suppliers was used to purchase more properties 
which would “greatly increase the motor coach requirements,” as it was 
the policy of the Fitzgeralds ‘‘to eliminate the streetcar and to establish 
motor-bus systems of transportation whenever they went in and took 
over the local transit systems.” 

“Assistance was given to the American City Lines, which was the 
company which acquired the control of Los Angeles transit system, but 
the Standard Oil. of California lending its assistance in making a $5 
million loan avaflable from the Bank of America to eomplete that pur- 
chase. 
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“The so-called stock investments of General Motors in the operating 
companies also placed it in a position where it and the other supplier de- 
fendants were able to and did assume the active management of some of 
the companies for temporary periods.” 

After conviction of the defendants in the criminal case, some of them 
disposed of their investments; some of the requiements contracts were 
abandoned or canceled, some expired. National City entered into a con- 
sent decree with the Government in December 1954, “‘in which it agreed 
to do its best to cancel the exclusive supply contracts then outstanding, 
and to request bids under certain conditions when new supplies and 
equipment were required by its operating companies.”’ This in spite of 
the fact the contracts were illegal. 

Some of these contracts were extended even after the criminal case was 
on the docket. 

The criminal case did not operate so as to cancel ‘‘the illegal contracts 
between General Motors and the National City Lines, and between the 
other suppliers and National City Lines.’’ Therefore, the Government 
Coen with the civil case so as to have these contracts declared 
legal. 

The punishment for the criminal offense conviction was the maximum 
fine of $5,000, imposed on the corporations. The individual defendants, 
such as the treasurer of Standard Oil and assistant secretary of GM, were 
each fined $1. 

He thought this nominal fine was imposed because it was an “economic 
crime”’ instead of another type of crime. 

It is one of the faults of our antitrust legislation and enforcement that 
economic crimes are not handled adequately. 

“Tt is almost a gesture, nothnig more, to indict a corporation without 
indicting some of the officials of that corporation, because a corporation 
cannot be put in jail. There is no personal stigma attached to it, and the 
maximum punishment is a $5,000 fine at that time, now a $50, 000 fine, 
which some have referred to as a license to violate the law.” 

Sees no objection to amending antitrust law so as to impose the same 
fine on individuals concerned as on the corporations. 

Might also amend the law so as to prohibit corporations paying the 
fines of their officers. 

The criminal case conviction established that the contracts entered 
into were illegal—not just that there was an illegal conspiracy—but 
did not constitute a specific finding to that effect. 

The suppliers’ attitude was ‘‘‘We won’t cancel them. We will wait 
until the court forces cancellation.’ ”’ 

No specific contracts were ordered canceled when the consent decree 
was entered. 

Although GM now “holds no ‘investment’ in, and has no requirements 
contact with, any local transit company in the National City Lines 
svstem,”’ Mr. Dixon suggested that the “greater part of all new bus 
equipment acquired by such companies will probably continue to be 
General Motors equipment, even under any bidding procedure which 
may be applicable to the purchases of buses in the consent decree 
before referred to.” 

The criminal suit was filed in 1947 and convictions obtained in 1949, 
but the civil suit was not disposed of until 1955. 

The Government did not object to proceeding with the criminal case 
ahead of the civil case, because it ‘could try the criminal case and 
lose * * * and then proceed to try the civil case and win it, without 
prejudice to its loss of the criminal case. 

“However, if it won the criminal case, then it had the advantage of 
winning that case and presumably effectively and quickly disposing 
of the civil case. The eftort to get this quick action was unsuccessful, 
however, because of the ‘‘clogged docket in the district court at Chicago 
at that time.” 

Although National City agreed to a consent decree, the other defend- 
ants refused, ‘‘claiming there was nothing which could be accomplished 
by such a decree since they had sold their stock and * * * the contracts 
which the Government complained of were no longer in effect.” It was 
their contention, therefore, that the issue was moot. 
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In addition to cancellation of contracts and disposing of stock, the 
Government wanted National City to purchase equipment in the future 
by competitive bidding, and general injunctive prohibitions against 
resumption of these practices. However, since GM testified it did not 
intend to enter into similar contracts in the future, there was no reason 
to make such an order against them. And since the other contracts 
had lapsed, there was nothing to cancel, except two which involved 
Stancard Oil of California and Firestone Tire & Rubber Co. September 
19, 1955, these contracts were ordered canceled if they were still in 
effect. 

There is a question as to whether the consent decree actually required 
competitive bidding for buses in the future. 

There is doubt that the conviction in the criminal case and the 
judgment in the civil case will really restore competition for National 
City Lines’ business. 

A giant corporation, bece.use of its varied resources, can thwart anti- 
trust procedure bv use of dilatory tactics. 

For example, in this one case this market. has been closed to competition 
for 18 years. ‘‘* * * as a practical matter, the court may require cer- 
tain things, but if you have been doing business with someone for 
18 years the chances are that you are going to he a little reluctant to 
change to someone else unless you are forced to do so.”’ 


WEDNEsDAY, NOVEMBER 16, 1955 


Statement of Frank R. Fageol, chairman, board of directors, Twin Coach Co. 


His company manufactures automotive engines and aircraft assem- 
blies; they formerly made buses. The first one was introduced in 1921, 

He founded what was then the Fageol Motors Co., and has been with 
the company throughout its existence. 

As far as he knows, thev were the first ones to turn out the transit bus, 
which is the standard today. 

At this time, they merged with A. C. F. Brill. Along with Fageol went 
the Hall-Scott Motor plant at Berkeley, Calif., who built the engines for 
Fageol. 

The operations were then moved to Detroit and Philadelphia, and the 
Kent, Ohio, plant was left unused. In 1926 he severed connections with 
A. C. F. Brill, bought out Twin Coach, bought the plant and facilities 
from Brill, and started making buses again in Kent. 

When Twin Coach was organized, General Motors, A. C. F. Brill, the 
White Co., the Mack Co., and Twin Coach were engaged in the manufac- 
ture of quality, transit-tvpe buses. 

Before World War II, their sales ran from $6 to $10 million annually. 
In the postwar period, when the pent-up demand was being filled, income 
was about $25 or $30 million annually. After 1947, the demand for 
buses dropped off considerably. For one thing, there was not the need 
for buses that there had been previously; for another, GM’s share of the 
business began to increase. 

Listed competing companies and locations of their plants. 

Most. of the statistics showing the production of these companies cover 
the manufacture of urban rather than intercity buses. 

Figures given showing percentage of market held by different produc- 
tion groups. 

These figures indicate that through 1951, at least, there existed a 
reasonably competitive situation. However, the situation changed 
radically after that, General Motors manufacturing 80 percent of the 
buses made. Seemingly these figures include intercity as well as urban 
vehicles. 

Listed the companies that are no longer making buses. 

One reason he gave for GM’s dominant position is the capital GM 
invested in National City Lines, one of the biggest bus operators in the 
country, has resulted in National City and its subsidiary companies 
using General Motors buses almost. exclusively. Another reason was 
that “in the early days they had secured the account of people like 
Public Service of New Jersey,’”’ which is another big operator. There 
was no investment in this instance. 
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“The other company which General Motors helped finance in the early 
days was the Greyhound system. They are the biggest in the intercity 
field. They also were standardized and have continued to buy their 
(GM’s) products.” 

He has no personal knowledge, but understands that in the early days 
preceding General Motors, in the ‘John Hertz days of the Yellow Coach,”’ 
there was financial assistance given to the New York Omnibus Co. 

These big .companies, such as National City, Public Service of New 
Jersey, and the New York companies, take over half of the bus production. 
GM’s financial assistance in earlier years has enabled it to have this 
business. 

Although the Government brought suit against GM, National City 
Lines, and others, and has obtained court decrees, Mr. Fageol does not 
believe the field will be opened up to competition. ‘‘Because of the 
standardization of those companies on General Motors buses, I think it 
will have no effect on their future purchases. As a matter of fact, since 
that decree was entered, that has been proven.” 

After using one product for 15 years or more, maintenance shops are 
set up to handle that one vehicle, ‘‘and mixed fleets would not be eco- 
nomically very wise.”’ 

There are other factors which have enabled GM to increase its position 
in the market while others have decreased. Although he could not prove 
it, he said their ‘“‘conviction is that it is through the use of their great 
economic powers of being able to influence banks, directors, railroads 
for freight, and that sort of thing; because we had, prior to this late 
period, a number of good accounts that were standardized on Twin 
Coaches, which the management wanted to continue, so they told us, 
and through action of the board and so forth, they switched. There is 
no letup of that. 

‘There is no account too small apparently for them te want to domi- 
nate, and which they do dominate when they get ready to do so. The 
fact of the 80 percent is the best evidence I can offer you on that.” 

He does not think that superior quality of engine and/or the bus as a 
whole has given GM the superiority it enjoys. 

It is entirely possible that any industry using motors, like airplanes, 
could also be dominated by one company. 

Described the manner in which a manufacturer procures parts and 
manufactures the finished bus. 

He also has the Fageol Products Co. which manufactures engines. It 
has been in the business about 15 years. 

GM makes some of its parts, buys others from outside sources, and 
gets others from other divisions of the corporation. 

His buses and GM buses were comparable in price, and no account 
which has been lost to GM has said there was anything wrong with the 
price he charged or the quality of the bus itself. ‘The reason they gave 
us was that they preferred it.” 

They had no difficulty in getting recommendations for purchase of 
their buses from the managers. ‘The excuse the management gave us 
was that the directors had put pressure on them to buy General Motors.” 

Eventually, they couldn’t sell enough buses to keep the factory going. 
At that time they employed about 800 people. Since then they have 
employed 200 to 300, because they “have not yet been able to develop 
other products” to take the place of buses, although they are trying. 

The Flxible Co. bought their equipment for manufacturing buses. 
They had not been hurt as badly as Twin Coach because their product 
was used for intercity business. They also took over what business 
Twin Coach had at the time. 

Read from a report made to his employees in 1953, telling them of the 
plight of the business. 

He felt the problem of what to do about his business, and others like 
his, is too complicated to offer a pat solution. 

He said, however, one possible remedy might be to prevent public 
bodies, such as the Federal Government, from placing more than 50 
percent of any sizable order with 1 company. 

He believes that if the smaller companies ‘‘could secure free, equal 
competetive advantages,” then they would get the business they should 

ave. 
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Free enterprise should be maintained, but not to the extent of a giant 
being able to force smaller but efficient companies out of business. If 
it can continue without some sort of check, “they finally become as big 
almost or bigger than government.”’ If that point is reached, “‘there is 
nothing government can do but take them over, and then you head right 
into socialism’’ which very few people want. 

Statement of Charles W. Perelle, president, American Bosch Arma Corp. 
' "Statement of identification and background: 

He had been president of ACF Brill prior to becoming president of 
Bosch Arma. When asked why he left Brill, he said: ‘“‘The ACF Brill 
Co. and the American Bosch Co. are governed or controlled by the same 
banking fraternity, and as we had made the decision to go out of the bus 
business and had by and large cleaned up our problems and our program 
at Brill, I was asked by our banking interests to go to the American Bosch 
Arma Corp. which at that time was having some problems.” Gave 
additional details. 

He could not say exactly when Brill stopped making buses. Its 
situation was similar to Mr. Fageol’s—as orders decreased manufacture 
tapered off. 

Told the committee how the Hall-Scott Motor Car Co. was spun off 
from Brill. 

The physical assets of Brill have all been sold. 

“The ACF Brill Co. as such was converted into -cash, and that cash 
has now been employed in other fields, and I believe a merger is taking 
place at the present time of several inaependent grocery chains which 
wiil: eventually constitute: the residve of. the ACF Brill Co.’’ The 
corporation has. not yet been’ dissolved: - 

heir annual sales were ‘‘quite varied and spasmodic,” especially 
after 1949. 

They sold buses for military use as well as civilian. 

Their income from intercity buses was about the sume as that from 
urban buses. 

When he left Brill, GM was getting substantial share of the business. 
It was their inahilitv to get enough business to keep operating at a profit 
that was probably the most important reason for Brill’s getting out of 
the business. Brill had sold buses to transit lines that were later taken 
over by National City Lines. 

After these transit lines were taken over by National City, ACF Brill 
tried to sell buses to them with very little success. National City Lines 
did, however, buy replacement parts from them for the equipment which 
was alreadv on the streets. 

Standardization is probably the bigrest reason for the situation. 
National City standardized on GM diesel buses, which Brill did not 
make. They only made a gasoline bus. 

Knows of no transit companies taken over by National City after he 
joined Brill. fo. 

He is aware of the interest General Motors had in the Greyhound Co., 
but understanas they divested themselves of that interest. 

He helieves it economically feasible for a transit company to have 
more than one line of buses. Explained why. 

Once a company stancardizes on one line, it is very difficult for another 
company to break into the business, 

They had sold buses to Southeastern Grevhound which, at that time, 
waa not a part of the Greyhound Co. They sold ‘‘very few” buses 
to the Greyhound Co., even though thev ha‘ tried. 

Southeastern Greyhourd had standardized with Brill equipment, and 


GM didn’t break in until Southeastern merged with “‘the big Grevhound 


Corp., at which time we no longer received any business from South- 
eastern Greyhound.” This was about 1951. 

It is his belief that Grevhound’s standardizing with GM buses goes 
back to the original financial interest it had in Greyhound. Mr. Perelle 
does not know for sure, but believes GM had requirements contracts 
with Greyhound. 

While he was with Consolidated. Vultee, -an aircraft company, the 
company was asked by Greyhound to design a bus for them. Thinking 
they might go into the bus industry after the war, they started the 
project. 
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The project was dropped after it was found “‘there were some sales 
commitments made by Greyhound to General Motors.” 

Consolidated Vultee did go into the bus business after the war + when it 
bought a controlling block of stock in ACF Brill. 

Grevhound may have been interested in having Vultee work on the 
project so as to have the knowledge gained in aircraft manufacture 
applied to bus manufacture. 

hey thought the air-cooled engine they were developing would be in 
some ways superior to the diesel engine used in the GM product. The 
question was raised as to whether GM’s power was, therefore, sufficient 
to peeve the development of a better engine. 

ouglas Aircraft . was working on development of a bus at that 
time, too, in competition with Consolidated Vultee. He does not know 
the reasons, but thev discontinued their plans also. 

Since Greyhound is ‘“‘bv far” the largest purchaser of intercity buses, 
any manufacturer that did not have access to that market would be 
seriously handicapped. 

He believes General Motors has many advantages in the bus business 
because of its size. One of them is the “control of freight on a reciprocity 
basis.”” Many railroads also own buses. He knows of one specific case 
where they lost an order because the railroad preferred GM hbecause.of 
the freight business. This involved the New York, New Haven & 
Hartford line. 

He has had long experience with railroads and even considered the 
possibilitv of becoming president of American Locomotive. 

He decided against it when he saw the pattern that was set in the 
locomotive industry, with GM controlling about 60 percent of the loco- 
motive business. He felt GM had this large share of the business 
because of their shipping so much freight. 

Another advantage GM had in the bus field because of its size was its 
ability to maintain warehouses throughout the country, which smaller 
companies were forced to discontinue as their business decreased. 

It is necessary to finance a fairly large volume of bus business, “and 
ability to carry that paper is a real financial problem.” There are rea- 
sons for its being particularly tough in this industry. 

He “would think’? GM was in a better position to meet this financing 
problem because of its size. He knows that GM could offer more 
attractive financing than Brill. 

It could very easily be the determining factor as to whether they or 
GM got the business. He knows they lost business because they were 
unable to provide financing. 

They were quite successful in competing with GM for Government 
business which was bid for competitively and according to specification. 


platen of Stanley L. Green, president, Southern Coach Manufacturing 
0. 


Statement of identification and background. 

He owns about 70 percent of the business, and was one of the founders. 

They have “a little parts company that is a separate corporation.”’ 

They make the city transit-type bus. They manufacture the body 
seats, and windows, and buy engines, transmissions, and the ‘powerlines.’ 

They restrict their sales efforts primarily to the South and Southwest. 

They compete with GM, Fixible, and Mack for business, but their 
prices are 5 or 6 percent lower. Their capacity is about 200 4 year. 

A chart was presented showing that Southern had increased its bus busi- 
ness since 1950. In 1951 and 1952 most of their business was with the 
Government. 

They have two major problems in attempting to compete with GM. 
One, they are such a small company and so many larger ones have gone 
out of the business, ‘‘there was quite a feeling that we couldn’t last either, 
and no one wants to buy a bus that is going to be an orphan.” He 
thinks that has cost them “quite a bit of business.” 

They have also lost business because of their inability to offer financing. 
He knows of two instances in which this business was lost to GM. 

Recently they have not solicited business unless they knew the com- 
pany was in a financial position to obtain bank financing. 
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GM can fulfill special orders for quick delivery that smaller companies 
cannot. 

Standardization has some economic value, but he thinks that is 
exaggerated in many instances. It works for them and agairst them. 

Some companies and municipally owned trarsit svstems ask for bids 
on equipment. ‘Others apparently are not interested in what we charge 
for a bus or what we have in it, and that same thing not only applies to 
us, but to Mack.and Flxible.”’ 

A shock absorber that was developed by Delco Procucts, a division of 
GM, is not available to Southern. They also have difficulty in obtaining 
torque convertcrs. : 

He thinks the competitive situation is such that he can continue to 
exist, even with his very small production. 

They are trying to diversify so as to have a cushion for slack periods, 
with some success. 


Statement of Thomas P. Butler, vice president, the Flzible Co. 

Statement of identification. 

Their primary business is buses, although they do make some other 
precuce. They now manufacture both city and intercity types of 

uses; prior to 1953 when they took over Twin Coach, they manufactured 
the intercity type. 

They took over Twin Coach because the urban bus business was 
worsening and Twin Coach thought they might be interested in “getting 
into the transit business without having to stert from the ground up.”’ 
This might make a satisfactory situation for Flxible. Their intercity bus 
business was “‘getting also more spotty for an entirely different reason 
than the transit business.” 

They manufacture the body but obtain components from firms such as 
Timken, Westinghouse, Fageol Motors, and GM divisions. 

Mergers have drastically curtailed the number of operating companies 
since the 1930’s so that now ‘‘there are perhaps not over e.bout a tenth as 
many individual operations in the United States on intercity buses as 
there were 15 or 20 years ago.”’ Before these companies began to merge, 
the ‘‘market supported a number of more manufacturers than are in 
business today.’’ Now, the ‘‘control of purchesing is centered in a lot 
fewer places, and, as a consequence, the larger and more aggressive com- 
panies’ can get business the smaller firms cannot. 

They produced a maximum of 800 or 900 intercity buses. 

Most of the companies that produced intercity buses are still in the 
business ‘‘in some manner.”’ 

GM is their principal competitor, but the fact thet it has a virtual 
monopoly of Greyhound business helps them in obtaining business from 
the Trailways Co., as they ‘“‘would prefer, everything else being equal, not 
to'have to deal with General Motors.’”’ Trailwavs:is Fhrible’s largest 
customer. 

There is a great deal of difference between the type of competition 
found in intercity business and city transit business. 

Their major problem—their only real competition—is General Motors. 

There have been specific instances where they have lost business to GM 
because they could not offer long-term financing. It is his understand- 
ing GM handles this financing through its YMAC division. 

When Fhible hardled financing operatior.s in the past, they used 
GMAC, another GM subsidiary. Fe ently they ha e used bar.ks more 
frequently for intercity coach financing. He said: ‘Ve ha e had in- 
stances where GMAC turned down deals that we offered then, ard they 
were in turn sold by Gereral Motors and financed by then on the deal, 
sometimes on e’ en longer terms than we would ha e been able to get 
for the customer.” 

He agrees that the trend indicates that it is more diffevlt to obtain 
financing for transit coaches from local banks, especially in the medium- 
sized and smaller cities. Some of these cities are begin: irg to ask for 
the lease of equipment rather than outright purchase, which is an even 
more difFcult problem in financing. 

YMCA provides more liberal terms for financing sales of GM _ huses 
than GMAC does for outside companies like Flxible. 
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Their contacts are usually with management people. Mr. Butler 
knows of instances where management has indicated that they would 
recommend the purchase of Flxible coaches, ‘‘and in several instances 
substantial orders have been reversed by somebody on up in the active 
management of the companies, ia both privately owned and municipally 
owned operations.’”’ Usually their reasons appeared flimsy. 

The higher level he referred to was a board of directors. Frequently 
these boards ha-.e representati:‘es of local pankers on them, nen might 


have some, influence. ga. the operatigng ope. 


‘Mr. Brtler continued, “Trecall one metane where the general manager 
of one of the large companies in the United States told me himself that 
they were in the market for buses, he presumed they would buy GM 
buses, and that they would buy them without has i ing to come to him for 
@ recommendation. He made the statement, ‘They will just go to my 
bankers.’ ” 

When a company draws up specifications for a type of bus it wants, 
they frequently are so drawn that you know in advance who is going 


to get the business, een if in itations for bids have been sent out. 


It usually happens that these specifications fit the GM bus rather 
than his; but they might hae no real effect on the efficiency of operation 
of the vehicle. 

It cannot be denied, howe-er, that the purchaser of a bus has the 
right to ask for whate- er design he wants. 

They are also handicapped by the fact that aM can make deliv ery 
on sizable orders much faster than they. ers 

Thev use gasoline, diesel, and propane engines. 

They ha:‘e used GM diesels occasionally, but only when they could 
buy them, ‘‘vou might say, bootleg stvle through the dealers.’”” They 
cannot buy them direct from GM. They have had the experiance of 
“placing the orders with the dealers. and if the Trick and Coach Division 
finds out where he is going to resell those engines, they just don’t ship 
them to him * * *,” 

In their attempts to buy diesels direct from GM, they have had two 
kinds of replies: one, that GM’s business “was so heavy that the 
couldn’t take on any "additional responsibilities for deliveries;”’ secon 
“they have said they have taken it up and it was a matter of company 
policy that they did not want to sell the coach to us because it would 
make them liahle to open the thing for sale to others.”’ 

Mr. Butler has never discussed free enterprise with General Motors. 

Quoted a letter from GM turning down their request for GM gasoline 
engines. 

- Quoted from a letter from a dealer telling Flsxible they would be sup- 
plied with GM diesels. 

Another letter from the supplier concerning a shipment of GM diesels. 

A letter from the supplier saying he had been directed by GM to refiise 
a Flxible order. 

Cited a memorandum of a phone call from the dealer who had told 
them the customer “who was intending to receive equipment: from you 
(Flxible) which was powered with a GMC diesel engine has dropped the 
information in such a way that it got back to General Motors. I just 
received a telephone call from the Detroit office stating that orders had 
come down direct from Mr. Wilson who had a meeting with other 
officials in Chicago that we were not to deliver any engines to the Flxible 
Co. as they are competitors of ours.”’ 

Additional correspondence concerning GM’s refusal to sell diesels. In 
this case, the man who was going to sell the diesels to Flxible had had to 
obtain them from the overseas division of Detroit Diesel; they had 
actually come from Mexico. 

Again, GM did not want anv of its engines to reach the hands of a 
competitor. 

He does not believe any &M customers have had any difficulty in 
obtaining GM diesels for replacement. 

Senator O’Mahoney believes the ‘“‘Mr. Wilson” referred to in the 
memorandum is the present Secretary of Defense, Charles E. Wilson. 
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THuRsSDAY, NOVEMBER 17, 1955 


Mr. Burns made an opening statement concerning the hearings to be 
held on General Motors’ acquisition of the Euclid Road Machinery Co., 
of Cleveland, Ohio. He said, ‘‘This acquisition has the characteristics 
of both conglomerate and vertical integration by merger,’’ and may 
be a violation of the Clayton Act. 

Senator O’ Mahoney thinks the record shows that ‘‘economic concen- 
tration is proceeding at a pace which must alarm everybody who believes 
im local control. over business, and the preservation of real opportunity 
for free enterprise, because enterprise cannot be free if the consistent 
growth and expansion of a few large units is permitted to continue. 


Statement of Charles Raymond Boll, Jr., vice president, sales, Cummins 
Engine Co. 

Statement of identification. 

Gave the history of the company, which has manufactured diesel 
engines of various kinds for many years. 

n 1954 their gross sales were approximately $59,200,000. 

They make high-speed diesels for use in trucks, buses, construction 
a ea mining equipment, ships, etc., and employ about 3,000 
people. 

Their principal competitors are General Motors, Caterpillar Tractor 
Co., Waukesha Motors Co., Hercules Motors, Buda engine division of 
Allis-Chalmers, International Harvester, and the Mack Truck Co. 

Their position in the industry varies according to the particular seg- 
ment of the industry involved. a | 

Their business has been increasing. Also, he feels they are able to 
compete successfully with the larger companies that have diesel divisions. 

They began selling diesels to the Euclid Road Machinery Co., Inc., in 
1936; they still sell to them today. Euclid makes off-highway earth- 
moving equipment of three types. 

Listed some competitors of the Euclid Co. Cummins sells engines to 
all of these companies with the exception of Caterpillar. 

Euclid is regarded as one of the major manufacturers of dump trucks. 

To the best of his knowledge, Euclid’s practice prior to 1953, when it 
merged with GM, was to desigrate the kind of engine they wanted in 
their equipment, usually at the customer’s request. 

In their sales efforts, Cummins tried to reach both the manufacturers 
of equipment and the purchasers. 

Prior to 1953, Euclid. equipped its products with Cummins engines, 
GM engines, and one other make. 

After it was taken over bv GM, Euclid equipment was designed so as 
to use the GM engines. ‘‘There has been a change in one model just 
recently, where they are working to install our engine in that particular 
machine.” . 

If a purchaser wanted to use Cummins engines in the newly designed 
Euclid products it would pose quite a problem, as they are designed 
around GM engines. 

If the necessity for a speedy delivery were a major factor in a purchase, 
it would involve a delay if the purchaser asked for a Cummins engine in 
a Euclid product, so he might take the equipment as is rather than wait 
for the installation of a Cummins engine. oll said fuclid stocks Cum- 
mins engines so as to facilitate speedy delivery. 

They maintain their own distributors and dealer sales and services or- 
ganizations throughout the country. 

The new Euclid products are in part completely new and partly re- 
designs of products made by Euclid previously. 

It is doubtful if installation of the Cummins diesel would add much, if 
anything, to the cost of the equipment. In the case of other manufac- 
turers, their equipment is designed, in general, so as to take either Cum- 
mins or GM engines. 

Since GM acquired Euclid, it has started work on two entirely new 
implements. It is his understanding that since the merger, Euclid's 
prices have gone up, but his have gone down. 

Cited figures showing decrease in sales to Euclid since the merger. 
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The Allis-Chalmers Co. acquired the Buda Co., a competitor of Cum- 
mins, in 1953; they also acquired a company called LaPlante-Choate, a 
customer of Cuminins, in late 1952. Within a couple of months after 
LaPlante-Choate was ‘acquired by Allis-Chalmers, they stopped doing 
business with Cummins and replaced their engines with Buda engines. 

Cummins has lost two customers in the bus industry—ACF Brill and 
White Motor Co.—which meant the loss of a “substantial quantity of 
business annually.” 

His company was one of the early developers of diesel power. They 
started manufacture of diesels for use in trucks in 1932; to the best of his 
knowledge, GM didn’t make them until much later. 

Euclid began using GM engines in quantity around the end of or 
immediately after World War II. Prior to that, they used mostly 
Cummins engines. 

Outlined the recent improvements mace in Cummins’ line. 

Cummins products are distributed nationally, even worldwide. Their 
market, as well as their competitors’, has increased considerably since 
the war. 

- Because of the possibility of a steppea-up roadbuilding program, their 
outlook is optimistic. 

He thinks there has been little change in the relative position of the 
top three companies in the diesel field; but thinks the decline of sales to 
kcuclid is permanent. 


Statement of Raymond Q. Armington, general manager, Euclid division, 
General Motors Corp.; accompanied by Robert A. Nitschke, altorney 

Statement of identification. 

Gave history and background of the earth-mo¢ing equipment 
industry. 

They have exported equipment since 1945. 

He had shown the committee pictures of products developed prior to 
Euclid’s acquisition by GM. Follows with pictures of equipment 
developed since that time. 

His father had a part in founding the Euclid Crane & Hoist Co., the 
predecessor company, in 1907. 

After some false starts, the company finally developed a tractor-drawn 
scraper, but found they ‘‘could not hope to distribute our limited line 
through a dealer organization established to handle our products alone. 
It was necessary to cooperate with one tractor producer and his respec- 
tive dealers rather than attempting to set up our own dealers. his 
plan of working with a single manufacturer’s dealer organization proved 
to be a successful one.”” The cooperating manufacturer was the Cater- 
pillar Tractor Co. Their arrangement lasted for 6 or 7 years, until 
about 1933. 

Thev were given assistance in development of new and better products 
by larger companies with more engineering and financial abilitv. This 
took quite a bit of perseverance and courage in the years 1933-388. 

“During the early thirties, the organization had difficulty paying its 
debts and was forced to borrow money, using a large part of its accounts 
receivable as security.” 

As their self-powered hauling unit became acceptable, they were 
competing with crawler tractors, and thus decided to end their dealer 
setup with Caterpillar. They appointed new dealers when they could 
and in some areas the company “resorted to direct selling to customers.’’ 

When volume dropped off in late 1937, they found themselves in a 
precarious financial condition and a creditors’ committee was formed to 
“take over management of the company and try to solve the problem.” 

After World War II they went into a “major expansion program’”’ by 
borrowing from local banks. 

‘‘Even though the percentage of borrowing to net worth had dropped 
from 50 percent to 42 percent, it was becoming increasingly difficult to 
get out of debt.’”’ Also, it was still very difficult to get g»od dealers. 

In 1953 one-third of their dealers sold 81 percent of their machines. 
‘‘Sometimes a complete year would go by in a dealer’s territory where he 
had no big project, and he would not even sell one machine.” 
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There are only 7 other manufacturers of off-highway dump trucks, 
which are specialized machines: only 1,500 are made each year. They 
are the Dart Truck Co.; Mack Truck; Kenworth Truck; LeTourneau- 
Westinghouse; Caterpillar, through their association with the Athev 
Products Co., who made trailers for use with them; International 
Harvesters and Allis-Chalmers. 

With this limited production “it was most difficult to support develop- 
ment work in other lines of earth-moving equipment and even in cur own 
limited field of wheeled machines.’’ The need for getting into the 
crawler tractor field, ‘‘with a general line of products to supp*rt product 
research and a more complete sales organization, became more and more 
obvious.” 

In 1952-53 Euclid was a small company in the industry, having about 
5 to 6 percent of the business. 

In the early days, they had competitors on and off trying to break into 
the field, but Euclid was able to do better. 

They had about 50 to 75 percent of the market of the specialized dump 
trucks mentioned earlier; up until 1950 this was substantially all of their 
total business. 

They were attempting to clarify the record as to how much business 
Euclid did each year. | 

hase were several products in earth-moving business they did not 
make. 

Figures on total volume of net sales since 1945. 

Most. of the increase from 1945 to 1953 was in the field in which they 
specialized, the dump-truck business. " 
- It is his assumption that there was a lot of defense business in the 1951 

gure. 

By 1952 their principal competitors were making off-highway trucks, 
so Euclid, if it wanted “to grow and succeed in its business,” had to get 
into crawler tractors. 

At the time of the merger, competition was increasing but outlook for 
the industry was good. 

Their income in the 2 vears since the merger was about. $108 million. 
A large part of this was from the dump-truck business, but there ‘‘was 
an increasing pereentage of scrapers in that period,” and new products 
were in the picture in more recent months. 

Enctid had about 100 percent of the loader business. Told the sub- 
committee how they got into the loader field. 

In 1952, the net worth of the three major crawler-tractor manufac- 
turers as compared to Euclid was: Allis-Chalmers, $188 million; Inter- 
national Harvester, $680 million; Caterpillar Tractor Co., $152 million; 
Euclid, $16 million. 

In 1952, when they wanted to expand into the crawler-tractor field, 
they were unable to do so because of the tremendous investment re- 
quired —about $30 million. “It was just not in the eards to think that 
we could get this kind of money on our own. Tack of finances, to- 
gether with the limited line of products and resulting lack of a strong 
distributor organization, was putting Euclid at a serious competitive 
disadvantage. The Euclid management was faced with the simple fact 
that it had not heen able to keep up with the fast-growing construction 
machinery industry and found its position, limited as it was to the nar- 
row segment of off-highway hauling equipment, very insecure for the 
future.”’ 

“In late 1952, one of the major crawler-tractor manufacturers ap- 

proached us to discuss the possibility of joining with them. Euclid was 
interested but after several discussions the tractor manufacturer de- 
cided against it.”” This was the International Harvester Co. 
B® Since this seemed to be the solution to the problem, he “approached 
another crawler-tractor manufacturer and also General Motors through 
their Detroit Diesel Division.’”’ Thev had purchased GM diesels. and 
GM had the Allison torque converter transmission, ‘the most advanced 
means for transmission of power in this heavy equipment.” 

Actually, he did not try to persuade the first manufacturer to merge 
with them. This manufacturer approached them, because his dealers 
“were at such a competitive disadvantage against the Caterpillar 
dealers” that he wanted to have a ‘‘rubber-tired line of products as well 
as a crawler-tractor line.” 
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This merger did not place because the tractor manufacturer lacked 
the money. 

He said that in the case of the second manufacturer, ‘‘I never men- 
tioned in our discussion the possibility of our merging with them or 
being acquired by them. It was merely to be sure that we were ex- 
posed to the possibility or to be sure that no possibility was overlooked. 

‘“‘T was not out actually trying to peddle our company. J just wanted 
to be sure that if there was some feeling on the part of this tractor com-« 
pany that they would like to go ahead, that they had that o portunity 
to raise their point, and they did not do so, sir. It was not discussed.”’ 
This company was Allis-Chalmers. 

He did raise the point, however, with GM. 

About 6 months after the exploratory talks with GM, Euclid renewed 
the discussions and General Motors acquired Euclid. This second dis- 
cussion was occasioned by Allis-Chalmer’s acquisition of the Buda Co. 

The first approach to GM was relatively fruitless but, Mr. Armington 
said, after a 6-month period GM thought it was a good thing. Senator 
O’ Mahoney was trying to find the reasons for this change in thinking of 
GM people. 

Armington believes it was ‘‘the facts of the industry” that impressed 
them. 

In talking with GM officials since the merger, he thinks ‘‘they saw a 
tremendous future in that thing, and saw a chance to make an important 
contribution in the overall construction machinery industry, and that 
this was a means for them to get in and do that.”’ 

In the final transaction, there was an exchange of stock, with Euclid 
people getting ‘“‘slightly less than book value.’”’ Book value was about 
$18 million; about a year earlier their net worth had been around $16 
million. 

The formula for stock exchange that was agreed upon was based upon 
the ‘‘relative earnings of the two organizations’? which, in turn, was 
based upon a “‘balance sheet figure as of July 31.” 

The market value of the stock that he got in 1953 is worth “‘about two 
and a half times what it was at that time.”’ 

Mr. Armington said the reasons for GM’s giving them stock of such 
great potential value was ‘“‘based on their prospective earnings of the 
two organizations.” In GM-Euclid discussions concerning ‘‘the ad- 
vantages and possibilities of the two organizations getting together, it 
was certainly obvious to Euclid that that was the right approach * * *,” 

They did not, however, have to persuade GM that it was the thing to 
do. ‘The facts persuaded General Motors that it was a desirable thing 
to do, and they had the vision to go ahead with it * * *. 

‘As far as arriving at a formula for exchange of shares is concerned, 
that was arrived at very simply with the understanding that it would 
be on the basis of earnings.”’ 

The subcommittee was still attempting to find the reasons for GM’s 
change of attitude about the merger. r. Nitschke suggested bringing 
in the GM executive that handled it so that he could be questioned 
“‘directly.”’” The chairman, however, felt Mr. Armington should be 
able to answer the questions. 

Armington added: ‘‘I found out by hearsay while we were going ahead, 
and later by fact, that is that General Motors had been undertaking a 
very thorough market analysis of this whole field, and that had been 
going on at the time when we were acquired; that had been going on 
close to a year.’’ They did not show it to him however. He did not 
see it until ‘‘long after” they were a part of the corporation. 

Senator O’ Mahoney reviewed ‘‘some facts’ to which he had testified. 

“When he took over as manager (after merger) GM expected ‘‘the 
Euclid organization to build a broader line of products to occupy a more 
competitive, more important, position in the industry and to develop 
new products, using the ability of the Genera) Motors organization, their 
research departments, the technological edvances that they had made, 
and just do the best’ they could. Their assignment was ‘‘to get into the 
industry.”’ 

You just do not get into the whole field at once. ‘‘You take one prod- 
uct at a time and work on it.” 
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The subject of Euclid’s becoming a “captive market” for GM’s diesel 
engines was not discussed. ‘‘There was no attempt made then or since 
then by General Motors to influence the Euclid Division in the selection 
of engines for the products that they had made up to the time * * * 
that Euclid was acquired by General Motors.” 

In attempting to explain what he meant, Mr. Armington said: ‘To 
answer your questions! would like to divide it into two parts: The old 
specialized line of products that Euclid made prior to the acquisition 
by General Motors, both the Cummins engine and the General Motors 
engine, are offered as optional equipment.’ : 

After acquisition by GM they made a small 10-ton truck on which 
no option was offered, only the GM engine, as ‘‘there was no satisfactory 
alternate engine available. 

“The FD truck we offered the Cummins engine and the GM as op- 
tional equipment.”’ He listed other old models that carried options of 
either GM or Cummins engines. That was the policy followed after 
the acquisition ‘‘on engine policy for the old line of. equipment.” 

They will not offer choice of engines on new models, however. He 
explained: “If we are going to be competitive we have to standardize 
on one engine, on machines that are built in production quantities on 
repetitive runs. ; 

‘‘Now, the reasons for that are that the cost of producing just a singlé 
engine is less, the design becomes more complicated if you have to pro- 
vide for optional engines; the scheduling problem in the factory is more 
difficult if you provide for optional engines; the inventory is higher, 
more factory space is required; it is more difficult for the dealers to stock 
machines and estimate their requirements if they have to guess it out 
between two types of engines.” 

In the “old specialized field that Euclid was in’? you could offer a 
choice, but it cannot be done in the mass-production setup. 

He then explained why they selected GM diesels for their new lines, 

They still offer a choice of engines for use in the dump trucks which 
constituted the bulk of their business in the beginning, even though 
there have been changes in the models. 

Equipment has to be designed differently to accommodate different 
kinds of engines. 

Dump trucks are not made in volume the way scrapers and crawler 
tractors are. 

Inserted figures showing comparison of engines purchased by Euclid 
from 1947 to 1955, inclusive. 

They showed that Euclid used more Cummins engines than GM 
diesels until 1955, then more GM_’s, the reasons being customer choice 
and because GM had built only a 190-horsepower engine through 1952. 
They experimented with Detroit diesel’s 300-horsepower engines for 
“several years’’ and added them to the line in early 1953. 

He thinks there has been a change in the method of selling equipment 
that would account for the recent increase in customer preference for 
GM diesels. 

One of the reasons is that although many of the Euclid dealers 
carried other lines, they had no access to Detroit diesel parts until 
after the acquisition. 

Another factor that might make it more difficult for Cummins to get 
business is its inability to have its parts in the hands of the dealers 
who sell Euclid equipment. This is Cummins policy. 

The LeTourneau dealer organization, however, does sell Detroit 
diesel parts, and was doing it before Euclid was. 

Even with this advantage, Euciid still led them in sales in the rear 
dump haulage field. 

Mr. Burns told him: ‘We are frying to evaluate how important it 
was to get these GM parts into the hands of dealers in order to help 
the dealers sell Euclid equipment in view of the fact that the record 
shows that they successfully had been able to sell your products when 
they did not have them, and the difference being that this would 
seem to be a handicap on the ability of Cummins to dispose of its. 
engines if it is an advantage to the dealer to have GM parts.” 
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Another change with their dealers was in handling other lines of 
equipment, especially International Harvester. Some dealers have 
chosen one or the other of the lines, some still handle both, not having 
made a decision yet. 

Prior to the merger, Euclid sold to its dealers on both terms and 
cash basis. 

They offered a cash discount, but after the merger, they ‘followed 
the General Motors policy of eliminating the cash discount, selling on 
a net basis,” with the prices being adjusted so that “the amount that 
the dealer paid for his model would be the same.”” However, this 
practice was not instituted until a year after the merger. 

There have been some price adjust-rents since that time, but he 
peinted ovt there had been no price revisions in the Euclid line from 
abort 1950 until early 1955. 

Mr. Burns asked if this change in discount policy caused any dealers to 
buy on credit. Mr. Arvi>gton replied: “Fuclid does not offer credit as 
such. The YMAC credit plan is a uilable to them if they choose to 
use it. It is another service that Euclid is now able to offer to the 
dealers.’””, YMAC is a division of GM, offering both customer financing 
and floor-plaa financing. 

Fuctid had also offered a floor plan for dealers. It is a plan whereby 
a dealer could have a product for several months without making com- 
plete payment. 

Previously the dealers had financed their purchases through local 
banks and national credit companies. He thivoks so-ne of them still do. 

He thinks the financing arrangenents with YMAC have had very little 
influence on Euclid’s increased sales, 

At the tivre of the acavisition, he learned that GM “was engaging in 
research and developrrent work in the off-the-road equipment field * ¥ *’ 
and ue staff that had been working on this project was transferred to 
Euchid. 

“The General Motors-EKuclid organization was almost immediately 
able to double crawler tractor horsepower with its 390 horsepower TC-12 
and create earth mo ing ability of an een greater increase.” 

In view of the need for an accelerated road-building program, “the 
technological contribution which Geveral Motors has already made in 
reducing the cost to the Nation of this tre:nendous construction program 
is obvious.” 

Twenty-four percent of the products shipped in 9 months of 1955 are 
new products de eloped by the Fuclid-GAL tearns. 

It is his onivion that production of this large Fuclid crawler tractor will 
stimulate the other 3 mantvfacturers to make hea ier, more powerful 
tractors. “Certainly the stimnvlation of this field is going to result in 
lower costs of dirt mu ing.’”’ Esuclid could not, by itself, have made this 
cortribution. 

Figures on sales and profits before merger, showing a drop in per- 
centage of profits. Ieuclid fourd it increasingly difficult to comnete and, 
probably, the same was true of the other s™all firs in the field. 

They have “ercelle t”’ relations vith their dealers, but he is not 
familiar with the type of contract they ha e except that it runs for a 

ear. 

Tiscussed some pioneering achievements of GM. 

Discussirg experiments, he said their engineering budget since acquisi- 
tion has been 10 times what it was. 

Since operating as general manager of a GM division, he has “grown 
fa iliar with the General Motors management viewpoint. They are 
always looking for opportunities for a technolovical contribution. An 
example of that is what was done in the case of Electro-Motive.” 

He said, ‘‘Naturally, it would be fine if small family companies like 
Euclid could continue to stay small and independent and at the sane 
time do the big things required in their industry, The fact remains that 
Euclid had just grown into a market and an industrv which required ‘the 
finances, resources. and facilities of a larger organization.” 

When he headed the independent company he had control of policy, 
but he was responsible to a board of directors. Under the present arrange- 
ment, the actual operation of the Euclid division is left pretty largely 
up to him, but is finally answerable to the executive committee of the 
board of directors. 
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He was asked if a small company like his had been, were to find itself 
in a similar predicament, should it, too, join with General Motors. He 
said, “I think when a company finds itself out of place, if a big company 
is in @ business that is logically a small business, it will find that it can’t 
compete. When a small company finds that it is in a business that is 
really the logical place for a big business, it can’t compete.”’ 

He believes there is a place in our free-enterprise economy for both 
small and big business and that “they will sort themselves out, naturally, 
under the laws of supply and demand.” 

Most of their profits from 1946 to 1952 were plowed back into the 
company with the added help of a little additional capital. 


Statement of Peter Reed, attorney at law 


Statement of identification. He had been attorney for the Euclid Co. 

He had also been a director of the company. 

Prior to the acquisition of Euclid by General Motors, he had held dis- 
cussions 0; this matter with the Antitrust Division of the Department of 
Justice. Outlined these discussions. 

The inquiry by Justice was very complete, looking into “the trans- 
action, its background, the intentions and all of that sort of thing.” 

They ‘‘discussed at length the fact. that Euclid was unable to compete 
because it was engaged in the manufacture and the sale of what was, in 
fact, a highly specialized and a specific tool, and not in a line of business; 
that. it could not command the respect of the contracting fraternity in 
buying, it could not command the necessary support of distributors or 
dealers because they did not have the wide enough line; they did not 


' ‘have: means of extending credit.” 
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The firm was financially sound “but the means of going ahead simply 
were not. there.”’ 

The Department people inquired about the competitive position 
Euclid held in the industry at the time. 

The Antitrust Division was told about the company’s expansion, ‘‘the 
fight that the family had made to retain its position,’”’ about the small 
dividends that were being paid. Also, they discussed the effect the 
merger might have on competitors of GM, such as Cummins. 

They discussed the place Euclid was to have in the General Motors 
Corp.; and the desirability of getting into standardized production so as 
to reduce costs to meet competition. 

There was only one conference with the Department of Justice people, 
but it was very thorough. He does not know of any decision made by 
Justice after this conference, as he was there at Mr. Hogan’s (counsel 
for General Motors) invitation. 

He had only one meeting with representatives of GM prior to the 
acquisition; at this time they ‘‘discussed only the balance sheet figures,”’ 
not the profits GM could anticipate from the merger. 

As a member of the board of directors of the Euclid Co., he approved 
of the merger. He felt it was good for both sides. 


Fripay, NovEMBER 18, 1955 


Opening statement by Mr. Burns, chief counsel 


The role of the independent parts manufacturer is a very important 
one in the automotive industry. 

“‘Complaints have been made that coercion is exerted in various ways 
by General Motors upon its dealers, restricting their right to purchase 
parts and accessories from independent sources.’”’ The Federal Trade 
Commission has issued cease-and-desist. orders to GM and its A-C 
Spark Plug Division, so the subcommittee is attempting to find if the 
orders have been effective. 

“In January 1954 General Motors inaugurated a new program for the 
distribution of parts and accessories at wholesale. The subcommittee 
seeks to know what the effect of this program has been upon the auto- 
motive parts industry.” 


Statement of Donald P. MacDonald, attorney, Federal Trade Commission 


Statement of qualifications. 
For 20 years he was assigned to the Chicago office; most of the 
passenger-car manufacturers are located in that territory. 
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In 1934, and previously, GM dealers were complaining they were 
“not free to buy parts and accessories from local parts jobbers. Parts 
and accessories manufacturers and jobbers complained that they were 
unable to sell parts and accessories to General Motors dealers and they 
charged General Motors was monopolizing the parts and accessories 
business of their independent dealers.”” The FTC issued a complaint 
in 1937. 

There were two issues in the complaint. GM was charged with 
‘“‘forcing its distributors to buy parts and accessories from their respective 
automobile divisions such as Chevrolet and Pontiac to the exclusion of 
competing sellers, through the use of intimidation, oppression, and 
coercion, Including threats of cancellation and actual cancellation of new- 
car franchises, as well as shipping unordered parts and accessories, both 
directly and by attachment to new cars or in the trunks of new cars.”’ 
It se charged that this violated section 5 of the Federal Trade Commis- 
sion Act. 

The second issue was a clause in the new-car franchise of each GM 
dealer, which bound the dealer to use only GM parts in GM cars. 

It was charged this violated section 3 of the Clayton Act involving 
exclusive dealing arrangements. 7 

GM denied these charges, relying on the decision handed down in the 
Pick Manufacturing Co. case. 

The FTC “met the burden of demonstrating that competition had 
been substantially lessened by calling many manufacturers and their 
factory salesmen and jobber outlets * * * (whose) testimony demon- 
strated that by thus fencing its dealers off General Motors had reduced 
the sales of the independent parts and accessories manufacturers and 
had substantially diminished competition.” 

Not only were these manufacturers making quality parts, but some of 
them were actually selling them to GM. They testified there ““was no 
substantial difference between the parts which they sold to their jobbers 
for resale to General Motors dealers and the same parts which they sold 
to General Motors Corp.”’ 

arts GM dealers and ex-dealers testified that they had been told by 
the GM division salesmen that they must buy parts from the GM divi- 
sion whose line or lines they carried. 

In some cases, dealers had been ordered to get rid of ‘“nongenuine”’ 
parts. ‘Additional quantities of parts and accessories were shipped 
without order when a dealer was found to be buying such items from 
local jobbers.’’ They told how they had concealed parts and accessories 
from factory representatives. 

‘“‘Other dealers and dealers parts men testified that they were directed 
to discontinue buying’’ parts which were made by GM but “‘sold through 
its United Motors division to local. parts jobbers.’”’ This practice was 
forbidden because the dealers bought the parts through independent 
jobbers. In one case, the man was not working for Chevrolet, but ‘‘was 
working for an ostensibly independent dealer supposedly protecting that 
dealer’s interest; but he was threatened with the loss of his job if he did 
not buy 100 percent Chevrolet.” 

“United Motors jobbers testified that it was necessary for them to 
wrap General Motors parts in plain paper * * * so that the dealer who 
purchased them could put them in stock without being caught by the 
factory parts salesman for buying General Motors parts from United 
Motors jobbers.” : 

Unordered merchandise was frequently shipped to dealers. ‘‘Some- 
times protesting dealers were told ‘they should know which side their 
bread was buttered on,’ and ‘with some cooperation from the dealer they 
could expect some cooperation from the factory.’”’ 

Although the upper echelon at GM claimed it did not know about these 
practices, it is believed they did. 

Not only were dealers forced to take merchandise they did not want, 
but ‘instances were cited wherein dealers were required to sign agree-~ 
ments to take quantities of accessories before they were permitted to 
renew their annual franchises.”’ 

A cease-and-desist order was issued in this matter on November 12, 
1941, approximately 7 years after the investigation was begun. 
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The difficulty was occasioned by the difficulty in meeting ‘“‘the prin- 
ciple ostensibly laid down in the Pick case.’’ In the meantime, however, 
they were supported by a favorable decision handed down in the Carter 
Carburetor case. This case also involved automotive parts and tie-in 
sales and exclusive dealing. 

The cease-and-desist order directed General Motors to stop the 
practices the dealers had complained of. 

The order was slightly modified in June 1942. ‘General Motors filed 
an appeal with the United States Circuit Court of Appeals for the 
Sixth Circuit, but subsequently withdrew the appeal. General Motors 
filed a report of compliance in which it indicated that it had eliminated 
the objectionable clause from its contract and had substituted a pro- 
vision that the dealer would not. sell or use in the repairing of General 
Motors vehicles, any part which he represented to be genuine unless it 
was in fact genuine. General Motors also reported that it had notified 
all of its emplovees of the provisions of the cease-and-desist order and 
directed them to conform thereto. 

“Fron time to time scattered complaints have been received from 
automobile parts jobbers and from associations of automobile parts 
jobbers that General Motors was violating this order. These charges 
have been investigated * * * 

“The results of this investigation are now being reviewed by the 
Assistant General Counsel in Charge of Compliance who is preparing 
a@ report for the Commission.” 

GM has also been involved in other ‘formal FTC proceedings relating 
to auto:notive matters.”’ A cease-and-desist order was entered in 1953 
against the A—-C Spark Plug Division, involving price discrimination and 
exclusive dealing. 

In 1939 the FTC issued a cease-and-desist order against the General 
Motors Acceptance Corp. requiring it “to desist from false and mislead- 
ing advertising of its so-called 6-percent finance plan.’’ The Second 
Circuit Court of Appeals sustained the Commissio.n’s order in 1940. 

Another order required GM ‘‘to cease and desist from representing 


’ as the price of any automobile in any advertisement any price other 


than the true retril price at the place of sale. There was no appeal 
from this order by General Motors.’’ This practice of misleading 
advertising of the actual cost of the car was industrvwide. All manu- 
facturers voluntarily discontinued the practice. and the ‘‘other passenger- 
car manufacturers entered a formal stipulation with the Commission 
that they would not reengage therein. Ford and General Motors also 
discontinued the practice but declined to sign the stipulations where- 
upon the Commission held hearings and issued cease-and-desist orders 
against both Ford and General Motors.” 

Another cease-and-desist order was entered in 1948, “relating to the 
Guide Lamp Division of General Motors Corp. and which restricted the 
corporation’s representations as to the effectiveness of its fog lights. 

“In addition to the foregoing matters, the Commission has engaged in 
several investigations involving the practices of the various divisions or 
subsidiaries of General Motors Corp. wherein monopoly and also decep- 
tive practices were the subject matter under inquiry. Several such 
matters are still under investigation. Since these informal investigations 
are not a matter of public record these have not been made the subject 
of comment in this statement.” 

“In 1952 the Government Operations Subcommittee of the Committee 
on Expenditures in the Executive Departments of the House of Repre- 
sentatives requested the Commission to initiate an investigation of auto- 
motive industry products respecting parts prices being paid to parts 
manufacturers and vehicle assemblers by the Government.’ This in- 

uiry pertained to the purchase of parts for military vehicles. The 
TC made its report on July 6, 1954. There were no recommendations 
contained in the report. 

It showed that dubious practices ‘‘were being carried on by various 
truck manufacturers and their parts suppliers in an informal manner 
which did not appear to warrant proceedings for violation of the anti- 
trust laws.” 
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In substance, they found that local parts dealers near a military estab- 
lishment were unable to supply the parts needed at that particular base. 
Complaint, findings, and modified order, referred to above, inserted at 
this point. 

They encountered some problems in deciding which items were parts 
and which were accessories. It was a changing problem. 

Things such as bumpers started out as luxuries and were accessories, 
but as they became essentials they moved into the field of parts. 

In defining the term ‘‘full-line forcing,’’ Mr. MacDonald offered, “It 
is a forcing of the full line of products which the corporation has to sell to 
the dealer, and a tving in of the Iesser item with the major item, a prac- 
tice which has been condemned repeatedly by the courts.” 

A “genuine General Motors part’ is “‘a part that is manufactured and 
sold by General Motors or by some manufacturer authorized by General 
Motors to make the part, subject to its approval.” 

Even after GM sold its parts to an independent jobber and had pre- 
sumably been paid for them, it placed ‘‘an order, a directive on the local 
dealer in a particular automobile, that he could not buy those same 
genuine parts from the local jobber.” 

The “scatt2red complaints’ he had referred to came in after the war. 
During the war, dealers were encouraged “‘to get parts from independent 
jobbers * * *, But as soon as the corporation developed a ready 
reserve of parts, then the jobbers were persona non grata, and the urging 
bee eae ‘You now confine your parts purchases to your car factory 
channel’.” 

Not only have dealers been required to take unordered automobiles, 
but they have then been faced with the problems of not being able to 
get them when they wanted them or of not being able to get the type 
they desired. 

In the case of the misleading advertising concerning the 6 percent 
financing plan, GM ‘‘contended that what they were trying to do was 
to make their advertising clear so that the public would understand 
what the rate of finance charge was. 

‘‘But our inquiry demonstrated that many citizens were buying cars 
financed by General Motors finance plan with the thought that they 
were no longer paying what had come to be recognized as a rather 
exorbitant or if not exorbitant, at least high finance charge rate.” 

Other automotive factories and finance companies followed GM “and 
the entire industry was using that type of plan when the investigation 
got underway.”’ Actually, the interest came to around 12 percent. He 
pe ae firsthand knowledge, as he had also bought a car under 

is plan 

The dealers helped pay the expense of this kind of advertising by 
making ‘‘a contribution to the advertising fund which is administerea 
by an advertising agency.” He does not know what the present practice 
is. There were complaints from dealers about this practice. 

The practice of misleading advertising about the prices of new cars 
was prevalent in 1935, and probably began long before that. The 
independent manufacturers were very concerned about this practice, 
and testified as Commission witnesses in the matter. 

‘‘As a matter of fact, however, it was of concern to GM and to Ford 
and to Chrysler. It was a snowball that got rolling, and they did not 
know how to stop it’ * * *.’’ After FTC stepped in, the practice was 
abated and, prior to FTC action, “all of them, including General Motors, 
voluntarily discontinued the practice, and had given some contemplation 
to asking us to adopt a set of fair trade rules for their industry to enable 
them to regulate the advertising.” 

It was decided, however, this matter could be handled without 
adoption of a formal set of rules. 


Statement of James W. Cassedy, attorney, general counsel for the Motor & 
Equipment Wholesalers Association 


Statement of identification. 

His statement will be offered as a joint statement of himself and 
B. W. Ruark, general manager of the Motor & Equipment Wholesalers 
Association. 

This association “is an international trade organization of independent 
automotive wholesalers that have approximately 3,500 wholesale trade 
outlets throughout the United States and Canada. ” 
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There are some members, however, who handle GM parts. United 
Motor Service is the division of General Motors that distributes GM 
replacement parts. 

‘‘The industry is called the automotive service industry because of the 
service operation in the distribution of automotive products and in the 
repair of automotive powered vehicles and equipment.”’ 

There are, in this industry, about 1,200 independent manufacturers, 
about 12,000 independent wholesalers, distributors, or jobbers, about 
49,000 integrated car dealers, and nearly 300,000 retail outlets. 

New makes and models of cars, of course, require additional products. 

These automotive products are made by ‘independent. parts manu- 
facturers and the integrated automobile manufacturers who also manu- 
facture and sell replacement parts.’’ 

Among the independents there are three classifications: Those that 
make both replacement parts and original equipment, those who make 
only replacement parts, and those who make only original equipment. 

It is his understanding that United Motor Service is only a sales divi- 
sion, not a manufacturing unit. They deal in the identical parts that 
go into original equipment in GM cars. 

. oe approximate size of just the replacement market is about $8.5 
illion. 

Some independent manufacturers ‘‘distribute and sell identical auto- 
motive products through independent wholesalers and retailers in the 
replacement market. In the industry these are called ‘competitive’ 
parts. In addition the vehicle manufacturers also produce automotive 
products which are distributed and sold through integrated outlets in 
the replacement market. These are called ‘captive’ parts. 

“For illustration, General Motors Corp. manufactures automotive 
products and also purchases automotive products from independent 
manufacturers. Some of both the manufactured and the purchased 
products are used as original equipment while some of both are sold in 
the replacement market. 

“According to reports from members of our association, General Motors 
establishes high list prices with low discounts on their ‘captive’ parts, 
but establishes low list prices with high discounts on their ‘competitive’ 
parts. Our members say that because of this policy the independent 
wholesaler finds it difficult, if not often impossible, to compete with 
General Motors car dealers and wholesalers handling General Motors 
parts in the replacement market.’’ 

Generally speaking, users are dependent on a single source for captive 
parts. There might be patent, or other, restrictions that would keep 
the independents from manufacturing so-called captive parts. 

GM's practice of setting a higher price with lower discounts on their 
captive parts indicates they are making a higher profit on these parts. 

“On January 1, 1954, General Motors announced @ new pricing and 
distribution plan under which all 19,000 of its car dealers became whole- 
salers with no restrictions (which previously existed) on their receiving 
and wholesaling AC or United Motor Service products.” 

This places GM’s car dealers in competition with members of Mr. 
Cassedy’s organization as well as with the United Motor Service whole- 
salers. ‘‘In addition, General Motors ‘captive’ parts were made avail- 
able for the first time to the automotive jobbers handling AC and UMS 
lines. Under the new plan, General Motors established what can best 
be described as a one-price policy to distinguish it from the previous 
pricing policy that included incentive and functional discounts. Letters 
to car dealers from the car manufacturing divisions of General Motors 
urged the car dealers to enlarge their wholesale parts business * * *,” 
Quoted from a letter to the dealers telling them how they could “obtain 
the substantial gross profits from this business.” 

“In announcing this new plan, spokesmen for General Motors indi- 
cated its purpose and objective, as follows: 

‘(«* * * the primary reason for the new policy is that General 
Motors, having manufactured approximately 50 percent of all cars, 
trucks, and engines, feel they should make effective a plan to penetrate 
the replacement parts market they are rightfully entitled to.’ ” 

Discussed the new one-price policy. 
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By their action, GM has “effectively removed all of its 19,000 car 
dealers as potential customers of the independent wholesalers of auto- 
motive products in the replacement market, and by that statement I 
mean their own UMS wholesalers—by putting its car dealers into the 
wholesale replacement parts business under conditions whereby the car 
dealers cannot afford to buy replacement parts from anyone but the 
General Motors car divisions.”’ They will not buy from the independents 
‘because of the possibility of reselling such parts at wholesale and losing 
the override compensation that they would get if they bought the parts 
through the car divisions.’’ They would not get the same discount 
through UMS as through the GM divisions. 

Another practice of GM is that it ‘represents in advertising that the 
replacement parts purchased by General Motors from independent 
manufacturers and sold through their car dealers and other wholesale 
outlets are ‘genuine parts,’ and implies in such advertising that any 
replacement parts which do not carry the General Motors ‘genuine parts’ 
label are inferior, spurious, or ‘gyp’ parts. It is well known in the 
industry that the independent parts manufacturers distribute replace- 
ment parts through independent automotive wholesalers which are 
identical with the replacement parts distributed by General Motors 
under the ‘genuine parts’ label.”’ . 

Many members of his association ‘‘believe such representations con- 
stitute false advertising of such parts and false disparagement of identical 
parts sold by independent wholesalers.”’ 

In all fairness, he said GM buys and sells “‘certain types of replacement 
parts that do not have the counterpart on the independent side of the 
market.’’ But in many instances the parts made by independents are 
available and identical. 

This matter has been reported to the Federal Trade Commission. 

In order to protect the public from gyp parts, there mav be ways in 
which the term ‘‘genuine parts’ could be used that would be entirely 
proper; “but if it is used in a manner whereby it disparages the parts 
which are identical and sold by the independent wholesaler,’’ then that 
is improper. 

This type of advertising is aimed not only at the user but also at the 
car dealer. This should be considered in determining if GM is violating 
& cease and desist order entered in 1941 or if they are possibly violating 
section 3 of the Clayton Act. 

Another practice he called to the attention of the subcommittee is 
that some independent manufacturers ‘‘sell automotive products for 
Original equipment to General Motors at lower prices than the prices 
charged for automotive products sold for replacement purposes.’”’ This 
is not a “complaint” but background. 

“The Federal Trade Commission in its cases against the spark plug 
companies had held that such price discriminations are not unlawful 
because parts sold for replacement purposes do not compete with | ia 
sold for original equipment, ana because they do not compete, the Com- 
mission says there is no injurv to competition flowing from the difference 
in the prices between replacement parts and original equipment. 

“Tt is believed by some of our members that General Motors is thus 
obtaining automotive replacement parts under the guise of original 
equipment at lower prices than the prices charged the independent 
wholesalers for identical replacement parts, and that General Motors is 
thereafter distributing and selling such automotive products through its 
car divisions (and its wholesale outlets) in the replacement market.” 

He is not positive about this matter, but the belief ‘‘is supported by 
the reported fact that General Motors car dealers are now selling numer- 
ous replacement parts at lower prices than such parts can be purchased 
by independent wholesalers from the same independent parts manu- 
facturer that sells to General Motors.” 

He is not sure whether GM negotiates for replacement and original 
equipment parts at the same time or not. 

It is possible that the situation of dealers selling parts cheaper than 
the independents can has been brought about by the reported practice 
of GM forcing unwanted parts on dealers who, in turn, dispose of them 
as best they can. 
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Since manufacturers relv to a great extent upon sales of replacement 
parts for their profit, the burden is placed on the users who have older 
cars and have to purchase replacement parts several times. 

Remarked on FTC proceedings against GM dealing with coercion and 
intimidation of its dealers, requiring them to handle GM _ products 
exclusively. 

“Reports from members of our association indicate that notwithstand- 
ing this decision of the Federal Trade Commission, General Motors has 
continued the same or similar acts and practices, condemned by the 
Commission, which actually or impliedly intimidate and coerce the car 
dealers to deal exclusively in automotive replacement parts purchased 
from General Motors. Moreover, at the present time there seems to be 
widespread belief established in the public mind, no doubt by General 
Motors, that exclusive dealing by its car dealers is the orthodox rule and 
that any deviation therefrom is rank heresy. But be that as it may, 
General Motors has now effectively foreclosed its competitors, particu- 
larly independent automotive parts manufacturers and independent 
automotive parts wholesalers, from their car dealers who constitute a 
substantial share of the consuming market in replacement parts.” 

The association has no objections to bigness as such; indeed, ‘‘we need 
the incentive to grow big as part of our free competitive enterprise 
system.’ 

But if a business grows so big it substitutes coercion for incentive, then 
it violates antitrust laws and consideration should be given to ‘either 
breaking up such an organization into smaller parts’”’ or stopping it in 
some way. 

‘‘There is no special virtue in being small, just as there is no particular 
merit in being big, but there is a virtue and great merit in being free and 
independent.”’ 

“The existence of a host of independent businesses—large, medium, 
and small—is the foundation of a democratic, competitive economy. 
Wholesale distribution makes that possible. It is therefore a principal 
bulwark against monopoly and a tremendously important factor in main- 
taining our free competitive enterprise system.” 

The Sherman Act “prohibits conspiracy to fix prices. If two small- 
business men agree together on the prices of a product sold in competition 
by them they violate the antitrust law, but a huge integrated organiza- 
tion, acting as a single legal person, can establish price policies that have 
a decided effect upon tens of thousands of other persons and no question 
of conspiracy arises. The result illustrates the ‘unbalance’ in our econ- 
omy which must be corrected by enactment and enforcement of our anti- 
trust laws. If this cannot be done then we court the adoption of @ sys- 
them of ‘collective bargaining’ for the small-business men engaged in 
wholesale distribution.” : 

They made the following recommendations: 

(1) That the antitrust laws designed to protect and preserve 
small independent businessmen ‘be strengthened so as to allow free- 
dom of choice in decision and action and to secure equality of op- 
portunity of all persons to compete in trade or business; 

‘((2) That coercion, intimidation, and exclusive dealing in any line 
of commerce be prohibited by enactment of both civil and criminal 
statutes; 

‘““(3) That legislation be enacted requiring automotive parts 
manufacturers to brand all parts sold as original equipment so that 
they may be distinguished from similar parts sold as replacement 
parts at higher prices, and requiring that records of sales of parts for 
each ee be kept for a period of 6 years; and 

“dy hat section 3 of the Clayton Act as it relates to the legality 
of both tying and exclusive arrangements be restudied and rewritten 
in the light of recent Court interpretations so as to protect and pre- 
serve the independence of the small-business man.’ 

He does not know of any coercion or intimidation used by GM to pre- 
vent its jobbers from handling competitive lines, but he has heard “of 
certain exclusionary promotional activities that would tend to exclusive 
dealing with those jobbers.’’ Described some of these dealings. 
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Monpay, NovEMBERB 21, 1955 


Statement of Harold T. Halfpenny, counsel, National Standard Paris 
Association; accompanied by Jack L. Wiggins, executive vice president, 
National Standard Parts Association 


Statement of identification. 

The association has a membership of approximately 350 manufacturers 
and 2,500 wholesalers of automotive parts, supplies, and equipment, 
located in the 48 States. 

Mr. Halfpenny had appeared before the subcommittee previously, at 
which time he ‘‘detailed the growth and distribution problems of the 
automotive replacement industry, pointing out that the three major 
vehicle manufacturers not only assembled vehicles but actively engaged 
in the production and distribution of automotive replacement parts 
and services. 

“That the three major vehicle manufacturers in attempting not only 
to sell original equipment but to control all repairs and services to 
their respective vehicles are trying to create a monopoly. Today’s 
testimony supplements such previous testimony to particularize and 
direct your attention to General Motors’ growing concentration of 

ower. 
. There are members of his association who furnish identical parts to 
General Motors as well as their independent wholesalers. None of them 
would supply GM exclusively. 

Many of the members have been in the business for 40 or 50 years; 
‘“‘Manv of them started back in the carriage business, and developed 
parts that have been used in the assembly of automobiles by the vehicle 
manufacturers.” 

When he refers to integrated car dealers, he means they ‘‘not only 
sell cars of the various major vehicle manufacturers but they also supply 
parts that they sell, the repair parts, and they also supply service of 
various kinds in repairing those cars.’’ 

These 49,000 integrated dealers did not become serious competition 
to parts manufacturers until after World War IT. 

he two distribution divisions of GM, AC Spark Plug, and United 
Motors Service, are also members of the organization. 

On January 1, 1954, a GM plan became effective allowing its dealers 
to become unrestricted wholesalers of AC and UMS products. 

He quoted from a statement of a GM official made at the time of the 
institution of the plan reading, in part: ‘‘ ‘ * * * the primary reason 
for the new policy is that General Motors, having manufactured ap- 
proximately 50 percent of all cars, trucks, and engines, feel they should 
make effective a plan to penetrate the replacement-parts market they 
are rightfully entitled to.’ ”’ 

Prior to this, GM dealers had not received products directly from AC 
and UMS nor had they been wholesale sellers of these products. They 
were obtaining parts from the car divisions. 

Under this new plan, they are selling to independent repairmen with 
whom they compete and who, “‘heretofore had always been the customer 
of our independent wholesaler.”’ 

Referring to the statement of the GM official, Mr. Halfpenny was 
asked how he construed the phrase ‘‘the replacement-parts market they 
are rightfully entitled to.”” He replied: 

“YT do not think they are rightfully entitled to any market. But 
they * * * believe * * * that they are making 50 percent of the 
automobiles and that, therefore, they should have 50 percent of all the 
repairs, which means that the repairs of all General Motors cars should 
be sold through them.” 

He pointed out that vehicle manufacturers are only assemblers of 
parts * * * that these are not their inventions. 

GM is not entitled to 50 percent of this market. Most of the parts 
were inventions of independent manufacturers. Other car manufac- 
turers would not compete with GM in the parts field because they are 
interested in their own parts. They compete only on the consumer 
level. So the only real competition to GM is from the independent 
manufacturers. 
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The opinion has been expressed by other GM officials at other times 


that thev were entitled to 50 percent of the replacement market. 

2818 Senator O’ Mahoney thinks it important to get in the record ‘“‘as clear a 
picture as we can of the regional svstem set up by General Motors and 
the other companies and associations that may be involved, and the 
gone, so that we may compare these regions and zones with the boundaries 
of the States.” 

2819 He felt most of the car dealers were not too enthusiastic about going 
into the wholesale-parts business, but were pressured into it. They 
were more interested in selling automobiles. 

2820 The car dealers have gone into the parts business, however, because if. 
you have a franchise ‘“‘you generally do what the major vehicle manu- 
facturer suggests that vou should do, and especially in recent vears when 
a dealership has been a very economic aid to anvone in that business.” 

~ The manufacturer would not resurt to threats of cancellation of fran- 
chises, but would say, “You have been very successful as a General 
Motors dealer. The corporation knows what is best for you and what 
we have decided is the thing that will make you money and that you 
should go into it.”’ 

2821 Some of the NSPA members say they have lost business because the 
dealers no longer purchase from them since the GM parts plan went into 
effect. They hear about this through a credit-reporting form sent out 
by GMAC to all independent wholesalers. 

2822 Some of their members have told them that GM zone managers go 
to a dealer and ask him why he is buying parts from an independent 
wholesaler when they have a GM division selling these parts. The 
NSPA members hesitate to put this sort of thing in writing, however, 
as thev fear they will lose more business. 

Not all GM dealers got into the parts business. As a matter of fact, 
they adopted a new plan in mid-1954. 

2823 It is his belief that from the credit reports GM or GMAC could 
determine something about the volume of purchases which the car 
dealer makes from independent sources. 

Mr. Wiggins cannot understand why GM would not have the necessary 
credit information on its dealers without having to resort to the use of 
credit reports from independent wholesalers. Most of the independents 
now refuse to answer these reports. 

In mid-1954, GM announced a new, drastic, policy change in its 
drive for a greater share of the replacement market. 

‘The sale of fast-moving parts manufactured by General Motors 
Corp.—these are things they manufacture themselves which we com- 
monly call captive parts—including transmission, steering, brakes, 
bumpers, grills, body hardware, and batteries, previously sold exclu- 
sively through General Motors car dealers and truck dealers, was pro- 
moted through certain selected independent wholesalers. These 

‘gelected wholesalers are sold what is called a GM package deal, varying 
in size from $10,000 to onc-half million or more, with the right to return 
all unsold merchandise up to 12 months from date of purchase.” 

2824 It is their understanding GM will select about 1,200 dealers to handle 
this plan. ‘‘About 600 to 800 wholesalers have already taken on the 
plan. In choosing these dealers, GM looks for the largest or most 
prominently known in the area.”’ 

This deal includes not only GM-made parts but parts made by an 
independent manufacturer—from whom the wholesaler may be pur- 
chasing anyway—but packaged in GM boxes. 

2825 Mr. Halfpenny calls this a drastic change because if a dealer accepts 
this package, his salesmen will be showing GM parts and the ‘“‘inde- 
pendent parts manufacturer’s product for the same vehicle; and he now, 
though, can sell the * * * General Motors car dealers, a General 
Motors part which he could not do before. 

“Looking ahead, it seems to me that they have put their foot in the 
door as far as the independent market. is concerned, that they can get 
strong enough so that they can almost dictate the terms; eventually 
that is going to occur as far as the independent wholesaler is concerned.” 
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Some of the manufacturer members of NSPA say they have lost “a 
certain percentage of the volume of General Motors repairs that they 
previously were getting.” The outlets they still have are ‘“‘the smaller 
and more expensive to serve.’”’ However, the plan has not been in 


. Operation long enough to know exactly what its results will be. 


In view of the statement made by a GM official, Senator O’ Mahoney 
said it is ‘very important for this committee to know whether or not 
ea new system has, in fact, circumvented the (FTC) cease and desist 
orders. ; 

Mr. Halfpenny said that although these orders have been upheld by 
the courts, they ‘‘have been ineffective as far as preventing the con- 
tinued growth and taking over of this replacement market is concerned.’’ 

On items where GM has strong competition they will give as much as 
50 percent discount. On captive parts, they will give a discount of 
only 15, 20, or 25 percent and sometimes up the price. This puts the 
independent manufacturer at a serious disadvantage. General Motors 
sets the price structure to the independents on replacement parts 
‘because of their tremendous advertising.”’ 

Historically, independent parts manufacturers haye had to follow 
GM’s list prices. ‘‘It is quite noticeable that on the replacement, auto- 
motive parts that are highly competitive, where there are strong inde- 
pendent manufacturers active in the business, there has been no appre- 
ciable change in General Motors’ pricing—even in the face of increased 
costs of labor and material. However, GM has greatly increased its 
prices on captive items, ‘“‘resulting in substantial profits.”” Questions if 
GM are using these profits to stifle independent competition. 

This $2.5 billion industry is in danger of being pushed out of existence, 
therefore, they appeal to the Congress. They feel that is the only place 
they can get relief, as they cannot get it through the States or under 
existing antitrust laws. 

“There is not any question but the vehicle manufacturers have done 
an outstanding job in putting cars on the road. But now are they 
entitled after you buy a car, that you are a captive of that corporation 
the balance of your life? Because a car is a necessity, most people 
buy it on time, and if they are going to have to buy all the repair paris 
and service through that corporation vou are going to be mortgaged to 
them for the balance of your existence * * *’’ © . 

‘It is Mr. Halfpenny’s contention that, ‘‘All the real developments in 
the industry have come from these independents working in back-room 
shops, and these alley garagemen * * *” 

the “full impact of what General Motors is doing in this replacement 
field has not been felt as yet.”’ 

In discussing the automotive field, Senator O’ Mahoney said, ‘If it 
should come about that onlv 1 or 2 great motor companies should survive 
and should have the complete control of the manufacture of parts, the 
distribution of parts, the repair of automobiles, then we would have a 
concentration in this industry such as has never before existed.’’ Mr. 
Halfpenny agreed. 

The independent. wholesalers and manufacturers have accepted the 
obligation of making and carrying slow-moving parts for repair of 
vehicles that are no longer manufactured. The y ohicle manufacturers 
do not assume such an obligation. | : oe 

It is estimated that 1 out of 7 people make their living out of the auto- 
mobile industry, in one way or another. 

“We do not believe that big business is the natural enemy of small 
business or that one prospers only at the expense of the other. How- 
ever, in the case of the major vehicle manufacturers, and especially 
General Motors, it would seem that now is the time when this Nation 
must decide whether the major vehicle manufacturers are to have com- 
plete monopolies in the manufacture, sale, financing, and repairing of 
their motor vehicles and trucks, or whether it is time to invoke divestiture 
proceedings * * * there have been divorcement and divestiture pro- 
ceedings instituted in industries that did not affect the public nearly as 
much insofar as this automobive industry is concerned.’ 

The farm machinery industry does not compare with the automotive 
industry. 


Page 
2835 


2836 


2837 


2838 


2841 


2842 


DIGEST OF TESTIMONY XLVIT 


He has no objection to their purchasing original equipment cheaper 
than replacement parts, because he thinks “‘that is necessary to put the 
car on the street. But when they go into the replacement market they 
should have to pay the same as the independent wholesalers for those 
ee parts, except whatever difference they could cost-justify.”’ 
-- Jt is their opinion that GM diverts parts bought for original equipment, 
at a lower price, into ‘‘the replacement market in competition with the 
independent wholesalers that purchase at a higher price.’’ 

There is no way the independents can prove this, however. 

If the manufacturers compared notes in an effort to back up this 
supposition ‘they would be in violation of the antitrust law.’”’ Most 
independents are so anxious to get the business they do not ask GM 
how many parts are actually to be used as original equipment. 

The price differential problem has not been as grevious as the genuine- 
parts sales approach made by GM. 

To keep up the standards of their products, the manufacturers repre- 
sented by NSPA maintain engineers and laboratories and are constantly 
meomnvee to ‘‘further develop and perfect whatever part they are mak- 
ing. It is a precision business, and almost all of the great improvements 
on the General Motors cars in recent years do not come from General 
Motors but from the independent manufacturers’ engineers.”’ 

Independent wholesalers and manufacturers have been losing percent- 
age of the market “‘very rapidly.” | 

Senator Dirksen point out that the GM package deal, with its 
returnable parts provision, was almost a consignment proposition rather 
than a purchase plan. 

Mr. Halfpenny said dealers could get financing from the local banks 
for the GM package deal that he could not get if it were being offered by 
an independent. 


Statement of Albert S. Holzwasser, president, Arrow Armatures Co.; 
accompanied by Harold T. Halfpenny, counsel, National Standard 
Parts Association 

Statement of identification. 

His company rebuilds generators and starters and rewinds armatures. 
They also make some new components. 

Some years ago there were about 12 manufacturers of starting, lighting, 
and ignition equipment. There are now three: “Ford Motor Co., who 

oduce generators and starters for their own vehicles; Electric Autolite 

o., who supply generators and starters to Chrysler as well as competing 
with General Motors in supplying the other independents such as Nash, 
Packard, and Willys. The third producer is General Motors, who 
through their subsidiary, Delco-Remy, supply equipment on all General 
Motors cars and trucks as well as competing with Autolite in supplying 
the independents. Since Ford appears to have no surplus production 
to sell in the general market, the field actually narrows now to but two 
suppliers. And in addition to supplying equipment for conventional 
vehicles, both Delco-Remy and Autolite supply equipment for military 
vehicles to all branches of the military.” 

He thinks Delco has 62 or 64 percent of the market. 

“The range of General Motors products runs from diesel-powered 
railroad trains all the way down to the subject of this discussion: gener- 
ators, starters, and armatures; and for several years General Motors 
has been rebuilding second-hand generators offering these to the trade 
as ‘genuine’ Delco-Remy rebuilt generators.” 

GM’s United Motor Service division, as a rebuilder of generators 
‘is now in competition with sveral hundred small businesses who do and 
have done generator rebuilding for 20 or more years. 

‘““Many of these small rebuilders have applied good business principles 
and aggressive selling tactics and techniques to their operations and have 
become reasonably successful and sound. After battling for vears 
against price cutting and chiseling tactics on the part of back-alley 
sharps, these small, more successful rebuilders are now confronted with 
@ more difficult competitor. General Motors in the form of their sub- 
sidiary, United Motor Service, presents an almost insurmountable 
problem,” 
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His price for a rebuilt generator is $6.95, as compared to $8.85 for a 
rebuilt Delco generator. 

There are approximately four times as many rebuilt generators sold 
in the replacement field as there are new ones, The difference in choice 
is mainly in price. 

Delco’s rebuilding generators is a recent operation. Previously, they 
had only made new products—they had not even done any servicing. 

‘‘A customer of ours in Massachusetts who also handles Delco-Remy 
was told by a United Motor Service salesman, ‘You have two lines of 
armatures on your shelf * * * what will it be, Arrow or Delco-Remy?’ ”’ 

Arrow sells to automotive parts wholesalers and electrical parts whole- 
saler specialists. Some of them handle GM. lines as well as independent 
lines of parts. However, the principal market of his wholesalers would 
be the independent. repair shops, filling stations, ete. 

“In another case, a Connecticut wholesaler after carrving Arrow gen- 
erators for about 2 years, wrote a letter in which he stated that before 
he handled Arrow, generators ‘were an orphan line’ with him, and that he 
didn’t sell many. We worked our merchandising program with him, 
increased his business many times since that letter was written, and then 
he bought the GM _ parts package deal. Since he went GM, his pur- 
chases of us have been cut more than half. 

“And here’s a report typical of many we get from our salesmen; this 
one is about a wholesaler in New York State. Our salesman says, ‘He 
is now a GM parts jobber, definitely not interested.’ ”’ 

Both of these recent statements since the GM package deal was offered. 

A dealer in GM parts does not give Arrow products as good a display 
as GM products. And not only are their rebuilt generators as good or 
better than Delco rebuilts, they are priced lower. However, ‘““While the 
subsidiary, United Motor Ser ice, includes and lists new generators in 
their price sheets, the stocks on the wholesalers’ shelves are all rebuilt 
generators. From this, one can only assume United Motor Service is 
interested in selling rebvilt generators only.” 

“Another problem hit us about a vear ago. For se.eral vears the 
Army and Air Foree Exchange Service. New York City, had been pur- 
chasing from us Arrow rebuilt generators, starters, and armatures. We 
had received and were working on several of their orders; in fact, some 
were packed in export cases ready for shipment when cancellations were 
received. Inquiry as to why the orders were canceled developed this 
stereotyped answer, ‘We got orders from the other side, they want new 
generators,’ 

‘‘We were even deried payment for expenses incurred bv us in produc- 
tion and in packing these orders in export cases. We are still working 
on this case, and hope some time to find out why our merchandise is being 
discrimirated against in favor of merchandise produced by so-called big 
business,” 

The total amount of money lost by these cancellations was not much, 
but it was to a small company like his. He does not know who ulti- 
mately got the business. 

In another case, a refueling vehicle at the Bedford, Mass., airbase 
broke down and Arrow was asked to supply another armature. They 
couldn’t find the part number or specifications in the books. A new 
armature had been ordered but Delco said it could not be delivered until 
January, which would have been 2% or 3 months. When this armature 
was brought in, along with another one from the same base. thev found 
that “while the part number on the armature owned by the Government 
meant nothing to us, the armatures were identical to armatures produced 
by Delco-Remvy for conventional vehicles under a different, but familiar, 
part number.”’ 

He thought it interesting that the ‘‘distributor’s charge to the Gov- 
ernment for supplving these armatures and rebuilding the complete 
starter motor, including all parts and labor, was about $33 each. A new 
part, as ordered, would have cost the Government in the vicinity of $70.’ 

No parts numbers or specifications were published by Delco on mili- 
tary vehicles, whether thev are strategic or nonstrategic. Thus, this 
material must come from the original parts DS pUTA Clr Es The re- 
fueling vehicle mentioned was nonstrategic. 
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Autolite. however, does not follow this practice. They use their 
“conventional parts numbers whether the part or the complete unit 
assembly is for a civilian or a Government-owned vehicle.” 

He outlined the difficulties they had in attempting to get business 
during and after the war. Not only did they not get the business, but 
the conditions which prevented it still exist todav. ‘‘Small business is 
excluded from selling to the military, most particularly in the case of 
parts for General Motors products, electrical parts,”’ with which he is 
familiar. 

‘‘Diserimination, if I mav call it that, persists. It precludes, the small, 
independent businessman from getting a share of business which js right- 
fully his. And the damnable part of it is, so far as the military busine:s 
is concerned, it is costing the Government many thousands of dollars, 
too.”’ 

The Defense Department has never given them any business, as they 
buy only new products, even though the rebuilt item will serve as well or 
better. 

Letter inserted by Mr. Halfpenny regarding low pricing on original 
equipment. 


Statement of Henry Trauscht, Evanston Auto Supply Co., accompanied by 
Harold T. Halfpenny, counsel, National Standard Parts Assuciation 


Statement of identification. 

He is a wholesaler of automotive parts and supplies. 

Previously he has testified before congressional committees on this 
sr da as Well as conferring with FTC and an Assistant Attorney Gen- 
eral. 

He questioned if anvthing would be done because of the experience of 
himself and others with a Small Business Subcommittee in the 80th 
Congress. He said, ‘“That was 7 years ago. And the situation remains 
unchanged to this date. 

“At this very moment the law prohibiting coercion in business is 
violated with the same impunity by General Motors, Ford, Chrysler, 
the major oil companies, and the major rubber companies, as it was in 
1948, and, verily, ever since the Clayton Act was enacted.” 

He knows of no instance in which ‘‘General Motors has been cited for 
violating the cease and desist order issued against them in 1941,” that 
they were not to use coercive tactics in selling their products. 

If a small-business man depends on a major car manufacturer or oil 
company as his major source of supply and does not. conform to its way 
of doing business, he soon loses his franchise or lease. 

Tt is well known this type of coercion exists because owners and 
employees of automobile agencies and service station operators discuss 
this condition ‘‘quite freely with wholesalers and their salesmen. Thev 
do not hesitate to admit to us that the retention of their franchise lease 
is contingent upon their buving the greater percentage bv far of their 
requirements from the factory or the major oil company, whichever the 
case may be.’’ He cited experiences dealing with antifreeze and 
undercoating. 

Frequently manufacturers ship merchandise to the dealers without 
specific orders. | 

The “‘little fellows’? have been able to survive so far only because of 
an expanding market. 

Some of the dealers who receive unordered supplies are GM dealers. 

The car manufacturers do not make either the antifreeze or the under- 
coating but “buy them, in most cases, from the saine producer as the 
wholesaler.’’ 

“In the case of permanent type antifreeze, our prices are almost. 
identical to those of the car inanufacturers. However. in the case of 
undercoating the price situation is different. So wholesalers do have a 
selling price advantage ‘over the car factories. Nevertheless, the car 
agencies are forced to buy from their respective car dealers.”’ 

Mr. Trauscht said ‘‘there is a school of thought among many small- 
business men which maintains that coercive selling and enforced business 
procedures are all right as long as the subjects of this svstem are the. 
recipients of nice profits. This thinking could be the outgrowth of an 
expression by an ex-General Motors Government official, which im 
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substance meant that anything which was good for them was likewise 
good for the country. 

“T submit that this thinking is grossly in error, because the principles 
of liberty and free enterprise are much deeper than dollar profits. If 
dictatorship is good in this business, why not in politics, why not in 
religion? at is good for big business is not necessarily good for the 
American people.” 

They have been told by the FTC and Antitrust Division of Justice 
Department that these offices did not have enough money to gather 
evidence and enforce the antitrust laws, and suggested the industry 
gather the evidence for them. 

Mr. Halfpenny told the subcommittee their complaints have resulted 
in the FTC’s taking action only against the small independent manu- 
facturers of the industry instead of the major vehicle manufacturers. 

These small independents have been charged with violating the 
Robinson-Patman Act. Cases are pending now agaiust Whitaker, 
Moog Industries, Niehof P. & D. Manufacturing, Standard Manufac- 
turing, to name a few. : 

Mr. Trauscht believes a further increase in fines for criminal antitrust 
violations and a prohibition of corporations’ paying penalties for their 
Officials would be helpful. ‘‘From my very limited layman’s viewpoint 
it has always occurred to me that our laws were adequate. However, 
there was a lack of coordinated enforcement, primarily because of a lack 
of sufficient funds to get the job done. A small-business man is not 
seeking the favor of preferential treatment from his Government. He 
only asks for justice under the law.” 

One dealer received a consignment of radios from GM that he had 
not ordered, This type of thing occurs with other products as well. 


eM of G. C. Morris, executive director, Automotive Wholesalers of 
exas 

Statement of identification. 

While he will direct his remarks to “certain aspects of General Motors 
policy and practice,’ the members of his organization are concerned 
about practices of other manufacturers as well. 

“Our problem, stated pointedly, is this: The independent automobile 
parts wholesaler—or jobber—is, in this greatest era of Prosperity of the 
automotive age being systematically, deliberately, and effectively 
driven out of business. The net profit has shrunk in the last 12 years 
from 15 percent to 2.5 percent, before taxes.’’ Gasoline refiners and 
marketers are responsible as well as the automobile manufacturers. 

They are asking for no special privileges—only for the rights to take 
the risks or enjoy the profits of fair competition. 

Distribution is asimportant to the American economy as is production. 

Competitiveness is disappearing today. “By their control over the 
outlets for parts, accessories, tires, and batteries, these major business 
concerns are able to exert indescribable pressures to force the holders of 
their franchises to provide the public with those parts or other items in 
which the majors have a financial interest.” 

GM dealers frequently complain about threats to remove their fran- 
chises if they procure parts and supplies from other sources than GM. 

In his opinion “‘this business of representing certain parts as ‘genuine’ 
parts is one of the most fraudulent advertising campaigns ever foisted 
upon the public.’ As an example, he showed an ad for “genuine’’ 

hevrolet pistons. Chevrolet is not making pistons. Many times “it 
is made by the same manufacturer who makes pistons that are sold to 
the independent automotive wholesaler.’”’ The only difference may be 
in packaging. 

‘The same specification, design, and engineering is used in the manu- 
facturing of automotive wholesale parts for both wholesaler and car 
manufacturer. 

“For reasons known only to them, however, the Federal Trade Com- 
mission has occupied itself with many pursuits but never with the major 
manufacturers’ deliberate misrepresentation of their parts as the only 
genuine parts. det, 

‘“‘The profit to be made from selling this idea to the public, is, obviously, 
enormous. It should be pointed out, however, that the public stands to 
suffer. If the car owner is ultimately denied any right of selection in 
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choosing parts, batteries, and so forth, then he has no competitive protec- 
tion regarding quality.” 

It is his view, and the view of most wholesalers of his acquaintance, 
‘“‘that this committee could render few services of greater value than to 


_cause the FTC to look honestly at the misrepresentation of the so-called 


genuine-parts advertising. Whether GM or Ford or Chrysler is involved, 
the abuse of the public faith and the public pocketbook obviously merits 
attention it has not received. In my own case,’”’ Mr. Morris said, ‘‘the 
only response I have been able to muster from the FTC has been a 
brushoff.”’ 

Read into the record a letter from one of the members of his organiza- 
tion complaining about General Motors practices. ‘‘Hundreds of in- 
stances are known where the car dealer buys merchandise from his 
automotive jobber and literally hides it away from the car manufacturers 
representative, who will put on the pressure if he finds the dealer doing 
business with the jobbers. 

Read portions of another letter from a member attacking GM’s pricing 
policies to its dealers and to independents. 

Prior to January 1, 1954, General Motors car dealers could buy re- 
placement parts from the company or from independent automotive 
wholesalers, though some pressure was exerted even then. ‘‘Today, that 
vast array of establishments is, for practical purposes, no longer a market 
but is, instead, virtually a major competitor.” January 1, 1954, was 
the date the GM package deal plan went into effect. 

“Tf General Motors is out to secure more than 50 percent of this busi- 
ness, they have—in our part of the world—made tremendous head- 
way. We have no quarrel with the size of the organization. We are 
not against them because they are big. We are against them because 
they are unfair, because they are using an economic gun in the stomach 
to force their dealers to do business with them, and in this way, they are 
eliminating our right to compete.” 

The independent wholesalers have not only lost business from dealers, 
but have lost business from the independent repairmen who now buy 
from the GM dealers. 

‘“‘We say that the honesty of their advertising needs examination— 
more than it has received. We say, likewise, that their resort to coercive 

ressures needs examination and action. It requires no great talent to 
oresee the making of a monopoly.’” At present, laws and staffs avail- 
able for their enforcement are inadequate. 

“T believe a thorough study by this committee would establish that 
while the manufacturers—along with the gasoline retailers—have sought 
to capture and control the replacement-part market by eliminating the 
wholesaler no effort has been made to reduce the ultimate consumer cost. 
‘The manufacturers are anxious to gain—not reduce—the wholesaler’s 
markup. They want to eliminate the wholesaler, but not his margin. 
In other words, the ruling philosophy seems to be that what’s good for 
the independent businessman can be made even better for General 
Motors—at the public’s expense, of course.’’ 

Mr. Halfpenny said that although the FTC had been told repeatedly 
about the genuine-parts advertising, he knew of no action that been 
taken. 

It is believed that procurement of parts marked “‘genuine”’ will ulti- 
mately hurt the independent manufacturer, also, because the car manu- 
facturer will make more and more of his brand products. 


Statement of Edward J. Perreault, president, Perreault Auto Parts Corp. 


Statement of identification. 

“What is GM’s fair share and how will they attain their goal? These 
are two vitally important and as yet unanswered questions. Quite 
frankly, as a small-business man, I find myself wondering what my 
future is in the automotive service industry. Before General Motors 
arrives at its goal, I feel quite certain that many smaller wholesalers will 
go ‘by the boards’.”’ 

As a small wholesaler, he questions his ‘‘protection from retaliation by 
either authorized car dealers to whom I presently sell, or possibly even 





. General Motors itself.”’ 
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He believes it can be shown the Big Three set not only prices but dis- 
counts for automotive parts. But even more dangerous, GM not only 
fixes ‘‘the selling and buving price—they have virtually forced independ- 
ent manufacturers to produce a competitive product for less money than 
thev actually receive themselves. Duality of merchandise, believe me, 
is identical.”’ 

Discussed some of GM’s pricing and discount practices. 

Said it was not the independent distributors or garagemen who will 
suffer but the car owners. 

GM _ has discontinued the historic 2 percent cash discount practice. 
“In 1954, the average net profit after taxes for automotive distributors 
ranged from 2.06 to 3.61 percent. With 2 percent cash discount re- 
moved from quoted net profit. figures, the bottom of the barrel can now 
be seen from all angler.’’ 

Mr. Perreault handles no GM lines at all, so this doesn’t hurt him 
immediately, but if this becomes a practice throughout the industry, 
it will. 

He does not know if GM intended it to be so or not, but “‘it is historic 
in our business when something is kept in percentages and then trans- 
ferred to net prices, the wholesaler definitely suffers; he has always 
suffered, and he will always suffer.” 

A smaller wholesaler has a higher gross profit. than the larger firm. 
“With full knowledge of gross profit necessary to keep the independent 
distributor in a liquid state, or sufficiently profitable, to perform all the 
services required of our complex industry, does it not seem logical that 
if General Motors pegs resale and cost slightly below national gross 
profit averages, that eventually they can dry up the working capital of 
the independent. wholesaler?’’ 

Prior to the introduction of GM’s parts program, he was grossing 
35 percent on Chevrolet mufflers; he has now been reduced to 27 percent. 

He believes GM may be gradually raising retail prices on some items. 

The economic necessity of high turnover of stock in his industry keeps 
inventory costs very high, and the number of new models coming out 
each year just increases the burden. His company had to add 82 stock 
numbers on exhaust-system parts for 1955, but found only 31 numbers 
that could be discontinued because of old age. ‘‘Year after year, rep- 
etition of this same pattern will actually force the average automotive 
wholesaler out of business.’ 


TUESDAY, NOVEMBER 22, 1955 


Statement of FE. L. Schofield, president of FE. L. Schofield, Inc., accompanied 
by C. F. Story, vice president, and W. W. Brown, sales repre- 
sentatiwe 


Statement of identification. 

The company manufactures and sclls automotive hot-water heaters. 
One of their important lines is custom heaters for Chevrolets. 

“Late in 1954 we announced a new model heater designed for the 
1955 Chevrolet car and almost immediately began to receive orders 
for substantial quantities from established Chevrolet dealer accounts. 
Shortly after the first of the vear, however, sales diminished drastically. 

“Upon investigation it was found that General Motors zone and 
district managers in certain major metropolitan areas were refusing to 
approve orders for 1955 Chevrolet cars without factory-installed heaters. 

“The sittation soon became so bad that we found it necessary to 
lav off employees and to divert our efforts to other products and for 
other markets in order to keep our business alive. In the meantime 
our sales organization has dissipated simply because salesmen could 
not make a living due to General Motors’ practices.”’ 

Thev sell through manufacturers’ agerts—not independent whole- 
salers or jobbers. 

They did so well with the Chevrolet heater in 1954, the first vear 
they merketed it, that they expanded the selling program throughout 
1954. This also encouraged them to develop the heater for the 1955 
model. 
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Prior to 1955, it is believed Chevrolet never installed heaters in dealer- 
delivered cars. Their dealers got them from the GM division. It is 
the Harrison Division of General Motors that makes the heaters. 

In anticipation of a dealer’s sales, GM had usually furnished him with 
a 90-days’ supplv of heaters. 

His heaters were quite a bit cheaper than the Harrison heater, giving 
a customer 4 savings of about $16, meanwhile maintaining high quality. 

In October 1954 when GM announced the 1955 Chevrolet, they said 
“that through January all cars would have factory-installed heaters; 
after January the cars would be available without heaters.’”’ However, 
this did not come to pass. In a large portion of the United States, 
Chevrolet continued installation of the heaters, although it was possible 
to get cars without heaters in some areas. 

He had talked to a switch manufacturer in Boston, Aetna Products, 
from whom he had bought switches since 1948, and was told they could 
no longer supply him; that Aetna had been told by the GM purchasing 
department that if they sold switches to any other heater manufacturer 
GM would stop doing business with them. 

It is assumed that GM owned dies or tools that the Aetna Co. used in 
making their switches. Schofield bought a stock switch, but in the past 
had followed this practice and had, in fact, offered to pay for tools and 
dies used in manufacture of their switches. 

He is surprised at General Motors adopting this policy on such an 
insignificant item. It might be ‘‘a forerunner of what they would do if 
they could control everything.” 

he FTC has issued a cease-and-desist order requiring GM to stop 
requiring their dealers to take cars with GM accessories, such as heaters. 

By March 1955 their business was so bad they consulted legal counsel 
who advised ‘“‘that the practice of forcing the sale of heaters (listed by 
General Motors as optional equipment) as we alleged, if true, would 
constitute a violation on the part of General Motors, of section 3 of the 
Clayton Act, 15 United States Code 14.” 

Cited the provisions of the FTC cease-and-desist order issued in 1942. 

Attorneys for Schofield ‘prepared an abstract of reports furnished 
us by our salesmen in which names and locations were omitted because 
they had been given us in confidence. This abstract was submitted 
to L. H. Bridenstine,’”’? a GM counsel, at a personal conference March 
24, 1955. 

Submitted pertinent sections of this report, explaining why Chevro- 
let dealers no longer wanted Schofield heaters, to the committee. 

He had not seen any General Motors zone managers himself. He 
prepared this report from reports of his salesmen. 

Not only were car dealers canceling orders with Schofield but were 
returning heaters they had ordered previously. 

“Upon receiving this report from us on the heaters, Mr. Bridenstine. 
speaking for General Motors, stated that it is not General Motors’ 
policy to hold up or not accept orders for cars without heaters, and 
that if we would submit definite evidence of such practices it would 
be examined immediately by the corporation.” 

They still experienced ‘‘severe sales resistance’? so on April 15, 1955, 
identical telegrams were sent to Alfred P. Sloan, Jr., chairman of the 
board; Harlow H. Curtice, president; and Henry M. Hogan, chief 
counsel, General Motors Corp., asking if it were the policy ‘‘to require 
Chevrolet dealers to purchase and deal exclusively in General Motors 
accessories, and whether or not it is General Motors’ policy to equip 
all 1955 Chevrolets at the factory with General Motors heaters.”’ 

The reply from Mr. Hogan said, in part, “It is not the policy of General 
Motors Corp. to require Chevrolet dealers to purchase and deal ex- 
clusively in any General Motors accessories or products including 
heaters. 

“Also, it is not the policy of the corporation to equip all 1955 Chevrolet 
passenger cars and trucks at the factory with General Motors heaters.” 

Equipment is installed only on order from the dealers. Hogan, how- 
ever, asked Mr. Schofield to submit any “specific information and facts, 
relating to specific instances,’”’ that he might have. 

Mr. Schofield said: ‘‘While it is extremely difficult to obtain this sort 
of information requested by Mr. Hogan due to dealers’ feat of reprisal 
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should their names be used. we were, nevertheless, able to furnish certain 
information which was relayed by our attorney’s letter of May 19, 1955, 
to General Motors. In that letter our attorney informed General 
Motors that he had personally made calls with our Chicago repre- 
sentative on several of the larzest Chevrolet dealers in the Chicago 
metropolitan area, and had found that while they were interested in 
using the Schofield heater they had been unable to obtain 1955 Chevro- 
lets without heaters.’’ 

Mr. Schofield then quoted from the attornev’s letter to GM, setting 
forth specific complaints, not only from the Chicago area but the Kansas. 
City. St. Louis, Boston and New England areas as well. 

After waiting a month, during which time two telegrams were sent to 
GM asking for a reply, they contacted their Senators and Congressman 
asking for help. 

After a further followup by Schofield attorneys, a letter from Mr. 
Hogan, dated June 23, was received. He reiterated their policy of 
installing equipment only on order from the dealers and said Schofield 
representatives “either implied or represented to Chevrolet. dealers, at a 
time when heaters were in short supply, that new Chevrolet cars would 
not have factory installed heaters.’””’ Mr. Hogan further stated ‘this 
seems to be the pattern of explanation on the part of the Chevrolet 
dealers mentioned in vour letter.” : 

Copies of Mr. Hogan’s letter were sent to the Senators and Congress- 
man, each of whom took up the matter with the FTC. Representatives 
from the Commission’s Washington and Chicago offices met with Scho- 
field people on August 4, and told them ‘‘it has been extremely difficult 
in the past to secure evidence to substantiate complaints similar to that 
which we were making. Thev said the Commission has been unable to 
get car dealers to witness against the companies issuing franchises; 
that it has likewise been unsuccessful in getting former car dealers to 
testify.” 

The Federal Trade Commission report to Senator Dirksen and Senator 
Douglas, which he presented to the subcommittee, ‘‘is indeed dis- 
appointing.” 

This FTC report stated that all of the information upon which 
Schofield based its allegations was in the form of oral statements made to 
Schofield representatives. 

Mr. Schofield said: ‘Our officers and attorneys advised the Commis- 
sion’s representatives that they were not free at that time to release 
certain confidential material which had been furnished them in writing. 
They also advised the Commission’s representatives that they would 
get nowhere in interviewing dealers unless the dealers testify under oath. 
Until this is done, the Commission will be relatively ineffective in com- 
plaints of this nature. Our attorneys reported to us that the Commis- 
sion’s representatives had expected to be given a fully documented 
brief, but were told by our attorneys that we could not make their 
investigation for them.”’ 

Mr. Schofield read from a letter from an unnamed dealer, supporting 
the Schofield position. 

Returned to the FTC report. 

Name two other companies that make custom heaters for Chevrolets. 
He has no knowledge of their sales figures, but knows through sales 
representatives they are having the same difficulties. 

Mr. Brown agreed to testify under oath, waiving the rule that more 
than one member of the committee must be present. 

Pure remainder of Mr. Schofield’s prepared statement was inserted at 
is point. 

Chevrolet dealers have told Schofield people: ‘‘Orders for cars with- 
out heaters have been returned to dealers with instructions to change 
the order to specify that heaters are included; prompt delivery will be 
promised of cars with heaters, while there will be delays in delivering 
cars without heaters; and that only a portion of the number of cars 
ordered without heaters would be delivered without heaters.” 

The FTC report stated: ‘‘Each dealer reported that it bought some 
Schofield heaters in the latter part of the 1954 model year as there was 
® general shortage of heaters 4t that time. No shortage has developed 
during the current model year.” 
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Mr. Schofield agreed that, as far as it went, it was true. “However, 
no reasonably prudent manufacturer would design, tool, and manufac- 
ture a product as complicated as a custom heater for an ephemeral 
shortage market.” 

_ Further disputed Federal Trade Commission contentions. along. this 


e. 

FTC found that, for three reasons, dealers preferred factory installa- 
tion of heaters. Mr. Schofield denied these were valid reasons. 

FTC report says dealers think Chevrolet-Harrison heater to be better: 
than “‘competing heaters and that while the competing heaters were of 
a slightly lower cost, the price differential was not sufficient incentive to 
overcome the advantages of a factory-installed heater as noted above.’” 
Schofield said it is not so. 

Contrary to dealer-expressed opioion, it is not improper to install a 
competing heater in a Chevrolet. The public cannot make a choice of 
heaters if no choice is offered. 

Schofield believes they need not see their “business rapidly crumble’’ 
if car dealers are truly independent. ‘‘Despite all the ‘good’ reasons. 
which are advanced for exclusive franchises, it is our opinion that ex- 
clusive franchises destroy the dealer’s autonomy and make him a vassal. 
of the car manufacturer.” 

Mr. Browr was sworn. 


Testimony of W. W. Brown, sales representative, E. L. Schofield, Inc. 


He has case histories of his contacts with dealers in the Chicago area. 
Although he has had other experiences, he selected 17 cases as examples.. . 
No names of dealers are used. 

‘‘Case No. 1: Subject company purchased heaters during the 1954 
season. Considerable interest expressed in heaters for 1955 cars. 
Several sales contacts made with this firm during the 1955 seaso., but 
no sales were made because subject company was unable to purchase 
cars without heaters from General Motors Corp.” 

Subsequent questioning developed the point that dealer may not have: 
said he was unable to get cars without heaters in so many words, but 
may have done so by inference. 

In the second case, “This company placed many orders and used 
large number of Schofield heaters during 1954 season. Statement was 
made that they would use approximately 1,500 Schofield heaters during 
1955 season.”’ 

The company gave “every indication of the fact’? they would buy 
Schofield heaters. A company official made a phone call in Mr. Brown’s 
presence to a person assumed to be a GM representative asking for cars 
bia heaters, but could not get them. Mr. Brown did not get the 
order. 

Mr. Brown tried for some time to get an order from this company, 
but the official ‘“‘became less and less warm as a prospect, and toward the 
last few contacts.I made.with.him, gave me the opinion that it probably 
wasn’t worthwhile for him to try to buy heaters from me because the 
savings were not worthwhile. It was very convenient to have them 
installed at the factory, and so on.’’ He does not recollect this man’s 
ever saving the Schofield was an unsatisfactory heater. 

Mr. Brown personally went through a company lot and saw that all 
the new cars had heaters. 

Described contacts made with dealers with Mr. Amidon of the sub- 
committee staff along. After introducing Mr. Amidon fully, one dealer: 
said he preferred the factory-installed heaters. When asked why then 
he had bought Schofield heaters the dealer could not make satisfactory 
answer. 

In another case they went to see 9 parts man and, before Mr. Amidon 
could be introduced, the man said, ‘‘Hey, Brown, what in the devil am 
I going to do with those 13 heaters that I have left over from the first 
order we gave you? * * *” At about that time he finished introduc- 
ing Mr. Amidon and the parts man told them he had nothing more to say. 

In talking to the boss of this firm, he said he would be able to get 5 
cars without heaters, but would have to take 8 of the 13 with heaters. 
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In another case, 8 man who had previously bought large quantities 
of Schofield heaters called the zone manager in an attempt to get cars 
without heaters, but was unsuccessful. When Mr. Brown and Mr. 
Amidon called on this man, he gave them off-the-record information, 
“and the reason he wanted to be off the record is because, in turn, he 
was planning to have an agency of his own, and he made the statement 
that he didn’t want any reprises! action to be taken. That was made 
in front of Mr. Amidon and myself.” 

A car rental man told them he would like to buy cars without heaters 
but was unable to get them. 


Mr. Robert H. Amidon, staff attorney, was sworn as a witness 


He told the committee the statements made by Mr. Brown are “sub- 
stantially correct.””’ He elaborated on some of Mr. Brown’s testimony. 

In the case of the man who was trving to get an agency of his own, 
his attempt was to get a smaller agencv. When Mr. Amidon asked if 
he could use this man’s neme, he replied, “TI would like to, but if I let 
you use mv name I know it would be hopeless to get another Chevrolet 
dealership, and it is a pretty good business.” 

At this point Mr. Brown’s statement giving 17 case histories of 
contracts with General Motors dealers was inserted. It was thought 
unnecessary to go into the details as they were similar in substance to 
those already discussed. 


Statement of John W. Duke, general manager of Auto Supply Co., Ine., 
Nashville, Tenn., accompanied by Harold T. Halfpenny, counsel for 
National Standard Parts Association 


Statement of identification. 

They are probably the largest automotive wholesaler in the area. 

It was his feeling that in appearing before the subcommittee he was 
“committing suicide.’”?’ He said: ‘I am of the opinion that I will face 
reprisals from the division of General Motors with which my company 
does business, and the AC spark plug division. Then, too, when I 
return I must face the wrath of many friends who are stockholders in 
this corporation.” 

Because of his appearance, he stands ‘“‘to lose a lot and at this moment 
the advantages are purely speculative.’ But he felt: he must come, as 
he is president of the Nashville Automotive Wholesalers, and @ member 
of the legislative committee of the Automotive Wholesalers of Tennessee. 
The statement was approved by the board of directors of the Tennessee 
Wholesalers. 

Mr. Duke said: ‘Some 2 years ago I first communicated with the 
Department of Justice, the Federal Trade Commission, the Department 
of Labor and our Senator Kefauver. At that time I expressed the 
belief, and I have not changed it, that GM’s present plan of parts 
distribution was in violation of a cease and desist order issued back in 
1941. I also stated I felt that certain practices they were engaged in 
were monopolistic and not in the best interest and welfare of the public. 
I also feel that the wholesale distribution of automotive parts in inter- 
state commerce is covered by the fair labor standards act notwithstand- 
ing that administration bulletins have specifically exempted the car and 
truck dealers and in so doing have placed a financial burden on the 
wholesale part jobber.” 

Believes the automobile market. is greatly overextended, that there is 
overproduction as well as overselling, and that the ‘“‘pressure is on the 
dealer by the car manufacturer to take the cars and then do something 
with them.” 

Explained how the GM wholesale parts distribution plan has hurt him 
by explaining how the GM functional discount on parts works. 

GM _ has used ‘an economic squeeze” to ‘coerce’ dealers into buying 
from them. He believes this violates the FTC cease and desist order. 

Discussed the background of GM’s decision to get back into the re- 
placement parts business, referring to the practices in effect immediately 
prior to the war. 
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During the war, the major producers went into defense work, but many 
small independent parts manufacturers continued production on & 
limited scale. ‘‘During this period the car-truck dealers were our best 
customers. These car dealers found themselves installing replacement 
parts of identical quality and often the identical part,’’ but bearing the 
name of an independent manufacturer. 

‘‘Even the most skeptical car owner who had always been led to believe 
that anything but a genuine part was of inferior quality saw that this 
nxnown part did its job aud the prestige of the so-called ‘genuine parts’ 
had lost its identity.” 

He cannot understand why the Government has allowed this adver- 
tising of ‘‘genuine parts’? to continue. ‘‘This misnomer and false ad- 
vertising has been to the detriment of independent wholesalers for 

ears.” 

After the war GM again started the manufacture of consumer goods. 
“They must again start from the bottom in retelling their story that only 
‘genuine parts’ fit properly, give the performance, and that their warranty 
is void if they do not use GM genuine parts.”’ 

In an attempt to regain the parts after market, GM ‘‘busted the resale 
price to the bottom.’’ 

General Motors helped to get its dealers to participate in its parts dis- 
tribution plan by selecting independent wholesalers to participate in the 
plan. He would not be interested in this GM plan, however, “for, at 
best, it would only be attractive until the dealer organizations insisted 


- that it be-stopped. GM protected itself by reserving the right to repur- 


chase the stock, cancel it under certain conditions, not make the fran- 
chise transferable and withdrawable at their bidding.” 

He believes the larger a company the more its chances to engage ip 
monopolistic practices. ‘‘A concern the size of GM can use a $10 million 
war chest and with our present tax structure the Government would 
contribute indirectly the larger part of such a sum. GM could, at its 
will, knock out, as competitors, one by one, any segment of the industry 
which supplies it or the other car manufacturers.”’ 

An example cited was the Stant Manufacturing Co., a supplier of oil, 
radiator, and gas caps. When GM decided to offer caps to wholesalers, 
they reduced comparable prices from 8 to 15 percent, and Stant had no 
choice but to follow suit. He said, ‘I haven’t seen Stant’s operating 
statement, but I doubt that they had a profit in excess of the amount 
they had to cut to be competitive in the face of rising costa of raw 
materials.’’ 

He also related a story of GM’s buying up rebuilt fuel pumps and 
burying them in a field. 

M markets auto lamps as a “genuine’’ GM part, but the boxes 
showed they were made by Westinghouse. GM markets these lamps 
from 10 to 25 percent lower than Westinghouse or General Electric, 
although they are the same. 

He feels it will not be long before the prices of the AC (GM) lamps will 
be raised, however. 

It is possible GM has been obtaining the Jamps from Westinghouse at 
a low price, ostensibly to be used as original equipment, then diverting 
them to the replacement market. 

GM tries to keep rebuilt engine blocks off the market by getting old 
ones on trade-ins and then destroving them. 

Many of the parts GM advertises as ‘‘genuine’”’ are not, because they 
originated with some other manufacturer. A fender, for example, 
would be genuine because GM made it. 

He does not know of any special tests or checks GM makes that other 
manufacturers in the replacement market do not make. 

Discussed GM’s discount plan, pointing out that the discounts given 
on captive parts were about half those given on competitive parts. 
“I have every reason to believe that Ford, Chrysler, and the other motor 
manufacturers are watching with interest GM’s progress in its practice 
and if GM is not halted, these other motor manufacturers, too, will have 
a ser bats plan; in fact, Ford has announced a parts program of incentive 
rebates. 
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When it sold a fleet of diesels, GM’s truck and coach division gave a 
100,000 mile warranty ‘‘with the restrictions that only genuine GM 
parts be used and the work done at their authorized dealers.”’ This 
type of practice causes independent truck builders to go out of business 
or merge. | 

“If GM expands, it receives a large part of its costs in tax writeoffs or 
rapid depreciation. Its size permits it to borrow money to expand into 
the financing and insurance business at the most favorable terms, and 
the interest is deducted as a business expense * * *. It has the pro- 
tection of public opinion because the newspapers and magazines would 
not dare offend them lest they be denied a share of their advertising 
budget. Their directors are so intermingled with other industries that 
they are in a position to dictate our economy.”’ 

he motorist is protected from GM through the tire dealers because 
‘they, too, are giants.” 

Mr. Duke suggested that the public and the industrial economy might 
be better served by establishment of a regulatory commission of the 
motor industry similar to the ICC or FCC. 

He also believes ‘‘the best interests of the public would be served if 
GM and the other giants were divested of their finance business, inter- 
mingling of directorships, and ownership in dealerships * * * .” 


Statement of L. E. Creel, Jr., legal adviser to the Bureau of Litigation 
Federal Trade Commission; accompanied by Donald P. MacDonald, 
attorney 


Statement of qualifications. 

He was “assigned as counsel in support of the complaint Jn the matter 
of General Motors Corporation and the AC Spark Plug Company, docket 
No. 5620.”” Mr. MacDonald had also testified regarding this matter. 

The FTC on November 17, 1948, issued its complaint against GM 
and AC Spark Plug Co., a wholly owned subsidiary, charging these 
companies with price discriminations in violation of the Robinson- 
Patman Act and with exclusive dealing practices in violation of section 3 
of the Clayton Act. ‘(The complaint also charged resale price mainte- 
nance in violation of section 5 of the Federal Trade Commission Act, but 
the complaint was dismissed as to that charge in view of the passage of 
the McGuire Act during the pendency of the proceeding.)”’ 

The practices complained of were in “connection with the sale and 
distribution of AC products, which included spark plugs, cables, fuel 
pumps, fuel-pump parts, oil filters, oil-filter cartridges, and oil-filter 
elements. General Motors was | of the 3 largest concerns manufacturing 
these products, the other 2 being Champion Spark Plug Co. and the 
Electric Auto-Lite Co. Together these 3 firms produced and sold 
90 percent of the spark plugs produced and sold in the United States. 
The remaining 10 percent of production was divided among a number of 
other small producers. In addition, about 98 percent of all cars made 
in this country had AC fuel pumps as original equipment.”’ 

On July 10, 1953, the FTC ‘Gssued an order requiring General Motors 
to cease and desist from engaging in certain of the price discriminations 
challenged in count I, and to cease and desist from using the exclusive 
dealing contracts challenged in count IIT. The allegations with respect 
to the other price discriminations, charged in count I, and with respect 
to the allowances alleged to have been in violation of section 2 (d), were 
dismissed. On December 29, 1950, prior to issuance of the order, AC 
Spark Plug Co. was dissolved and its business was continued by General 
Motors acting through the AC spark plug division.” 

AC products were sold for original equipment at much lower prices 
than those sold for replacement parts. ‘These pricing practices were 
alleged to give rise to three areas of discrimination: (1) Between different 
purchasers buying for original equipment; (2) between purchasers buying 
both for original equipment and replacement and purchasers buying 
only for replacement; and (3) between different purchasers buying for 
replacement. Only the latter area of price discriminations was found to 
be unlawful.” 

Discussed these allegations in more detail. : 
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As a result of GM’s pricing practices, ‘‘Substantial discriminations 
resulted between (1) purchasers buying directly from respondent; (2) 
purchasers buying indirectly from respondent; and (3) purchasers buy- 
ing directly and purchasers buying indirectly from respondent; and ir 
each of these three categories, the unfavored purchasers were in com- 
petition with the favored purchasers. 

“The Commission found that there was competitive injury to the 
unfavored purchasers in each category,’’ and rejected the contention of 
GM “that such discriminations were justified on the basis of good faith - 
meeting of competition.”” Also rejected the contention that these dis- 
criminations ‘‘were functional differentials, reflecting compensation for 
the alleged differences in services performed, and hence not subject to the 
act, notwithstanding the injury to competition.” 

Also prohibited by the cease and desist order were exclusive dealing 
contracts. “Until 19-10, the requirement of exclusive dealing was 
written into General Motors’ distributor contracts. In 1940 and there- 
after, the exclusive dealing requirement was eliminated from the con- 
tracts, but General Motors continued its exclusive dealing pclicy. 

“In 1940 this policy was made known to its distributors in an official 
statement. In the war years the policv more or less lapsed because of 
the demand-supply situation. In 19-!6, however, General Motors re- 
vised its policy and granted special prices to some distributors in con- 
sideration of their dealing exclusively with General Motors. It also 
threatened some distributors with contract cancellation if they did not 
conform to the policv and a number of such contracts were cancelled 
for nonconformitvy. However, not all of General Motors’ distributors 
were forced into exclusive dealing.”’ 

GM filed a report stating its compliance with the order on March 31, 
1955. However, the FTC ordered a field investigation to determine if 
it were in fact being complied with. The investigation is still pending. 

The complaint issued in 1948 was based on current practices, “but, of 
course, the charges and the evidence and the order all covered past prac- 
tices.”” It brought the complaint up to date. 

Discussed AC pricing practices for spark plugs. 

There was evidence presented that smaller independent manufacturers 
were unable to “‘sell either at cost or below cost for a considerable period 
of time,’”’ and were unable to get into the market. Some of them were 
driven out of business. 

They had a “somewhat unique arrangement” with International 
Harvester involving a sliding ecale for pricing. 

One rebate check International Harvester received from GM was for 
een ae To the best of his knowledge, this rebate practice was not 
general. 

At one time in 1940, ‘“‘the warehouse distributors’ net price after all 
discounts was 26.2 cents, and one of the national distributors, Goodyear 
Tire & Rubber, was 23.5.” 

; coe was quite a difference in prices GM charged distributors and direct 
jobbers. 

nae from statement of policy on exclusive dealerships issued by GM 
in 1940. 

Explained a rider agreement attached to GM distributor contracts, 
showing exclusive dealing. 

Inserted in the record the two documents mentioned. 

Inserted in the record the Federal Trade Commission findings and 
order in the case. 

Inserted in the record a document issued by AC division for guidance 
of its distributors, ‘‘telling then that they get a special price for being on 
an exclusive basis.” 

The order issued on July 10, 1953, is not final—a violation of the 
order must first be shown to obtain a decree of affirmance and enforce- 
ment. Even if the decree were thus obtained, it would not be possible 
to impose a penalty for violation then and there. If a violation were 
shown, they would only be in contempt of the court’s order. 

Mr. Creel personally agrees with the Commission’s recommendation 
“that the Clayton Act be amended so that the orders under the Clayton 
ren would be final as they are under the Federal Trade Commission 

ct. 

If a cease and desist order under the Clayton Act is to become enfore- 
ible, the FTC must take the initiative 
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A STUDY OF THE ANTITRUST LAWS 


TUESDAY, NOVEMBER 8, 1955 


Unrrep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:10 a. m., in room 
424, Senate Office Building, Senator Joseph C. O’Mahoney presiding. 

Present: Senators O’Mahoney (presiding), Wiley, and Langer.. 

Also present: Joseph W. Burns, chief counsel; Donald P. McHugh, 
assistant counsel, Joseph A. Seeley, assistant counsel, Gareth M. 
Neville, assistant counsel, and Jesse J. Friedman, economic consultant. 

Senator O’Manoney. The committee will be in session. 

Let me announce to the television operators that the rule of this 
committee has been from the very outset that television with the 
lights would not be allowed, because the lights are frequently an 
annoyance to witnesses. 

It is very important in the view of the committee that witnesses 
should be so treated by the committee that their testimony can be 
given without any interference likely to disturb them, either in making 
original statements or in answering questions. 

I understand that you gentlemen of the television, however, were 
permitted to erect these lights and put ee cameras in place before 
my approval this morning, so we will make an exception for the begin- 
nir g of this session. 

With the understanding, however, that the pictures will stop after 
the opening statements have been made, we will allow you to remain 
and take such as you can get during the opening statements of the 
acting chairman and those Senators present who desire to make com- 
ments. 

If the United States is to lead the world to peace and freedom, it 
must first successfully stabilize a free economy in this Nation. 

The hearings which open today are an attempt to continue the re- 
view of the antitrust laws which was initiated in the summer of 1953 
by the present Attorney General of the United States, Mr. Herbert 
Brownell, Jr. The committee which he appointed consisted of 
lawyers, economists, and professors. Their report was submitted to 
the Congress on March 31 this year, and the Antitrust and Monopoly 
Subcommittee of the Senate Judiciary Committee, headed by Senator 
Harley M. Kilgore of West Virginia, has been studying that report 
ever since. Many hearings have been held, at which the heads of 
great business corporations, including corporations engaged in the 
automotive industry, have testified, and today we launch a study 
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of the General Motors Corp., the largest manufacturing company in 
the world. 

I have noted in the press and in some communications which have 
been received by our staff a suspicion that it is the purpose of this 
committee to institute a prosecution of General Motors, and I want 
to make it clear at the outset that this is not our purpose. 

The first antitrust laws were written at a time when agriculture 
rather than industry was the dominant calling of the American people. 
No one doubted at that time that combinations in restraint of trade 
should be prohibited or that contracts which were made for the pur- 
pose of restraining trade or creating a monopoly were unlawful. That 
was the traditional conviction of the American people and, when the 
Constitution itself was written, the drafters of that instrument, seek- 
ing to erect a popular government, or as Abraham Lincoln described 
it, a government “of the people, by the people, and for the people,” 
placed all legislative power in the hands of Congress. Then to make 
certain that Congress should have the power to regulate the economic 
affairs of the people as well as their political affairs, and to protect 
them from abuses from any source, the writers of the Constitution 
provided in section 8 of the first article of this great document that 
Congress should “have the power to regulate commerce among the 
States, with foreign nations, and with the Indian tribes.” 

From the very beginning, whenever Congress attempted to assert 
this power, the business to be regulated always resisted. When the . 
First Congress wrote the act to regulate commerce by water among the 
States and with foreign nations, the industry to be regulated carried 
the case to the Supreme Court. In that tribunal, however, in the 
famous decision of Gibbons v. Ogden written by Chief Justice 
Marshall, whom no one would dare then or now to call a radical, name- 
ly, John Marshall, it was held that the power of Congress to regulate 
commerce was complete—plenary was the word that the great Chief 
Justice used—including transportation of passengers as well as trans- 
portation of freight, and that the power extended even to that com- 
merce wholly within a State which affects national] or international 
commerce. 

No one will deny now that big business in the United States does 
affect all of the domestic and foreign commerce in which our people 
are engaged, and upon which they depend for their employment, for 
their profit, for the commodities which they desire to use. 

Every State, every community, whether a big city or a tiny village, © 
is affected by thiscommerce. Particularly is this the case with respect 
to the automotive industry. That it is of the utmost importance for 
Congress to study the effect of big business upon the life of the people 
was clearly indicated by the testimony before this committee by Judge 
Stanley N. Barnes of California, now the head of the Antitrust Di- 
vision of the Department of Justice. He told our committee that in 
his opinion “producer concentration lies at the heart of the antitrust 
problem in the automotive industry.” ‘Those were his words. 

He told the committee how he gave his approval to the merger of 
the Studebaker and Packard corporations, and the merger of Hudson 
and Nash. Nobody on the committee had any doubt that he gave this | 
approval because he believed it was necessary that these four com- 
panies should be strengthened by combination if they were to be saved 
from economic death. At about the same time, the Federal Trade 
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Commission gave its approval to another merger in the automotive 
industry, namely, that of the Kaiser and Willys companies. The rea- 
sons. were the same. | 

It was clear, however, that what Judge Barnes did was merely to as- 
sure the managers of these respective original companies that he would 
ee institute prosecution under the antitrust laws 1f they were to com- 

ine. 

It was clear also that what the Federal Trade Commission did was 
to exercise the delegated power of Congress, and to say that it would 
not prosecute the merger of Kaiser and Willys. | 

Nobody on the committee expressed the slightest criticism of the 
action of Judge Barnes, and we do not now. 

Nevertheless, it was clear that the decision here made was merel 
the decision of a man that those mergers would not violate the anti- 
trust laws. It was not the application of a clear law. 

Big business has complained for years that the antitrust laws are 
vague and uncertain and that they should be more clear. It is evident 
that business has grown to such an extent, mergers have been takin 

lace with such rapidity, and economic power is bein concsntrnted 
in fewer and fewer hands to such a degree, that the iaslative and 
executive power of this Nation should come quickly to an understand- 
ne to a formula for clarifying the antitrust laws by which we can 
stabilize our economy. 

It has been the judgment of this committee that that is precisely 
what the Attorney General was seeking to do when he selected, by his 
own choice, these lawyers, these professors, and these econcmists who 
made the report which this committee, on application to the Depart- 
ment of Justice, finally secured. 

Big business should have definite rules to mark its powers and its 
responsibilities. The people and small business should also have 
definite rules which will guarantee that they will not be snuffed out of © 
existence by the abuse of the power of giant industrial combinations, 
or even from their size and inherent power; and it is clear to every 
constitutional lawyer that there is no legislative force in the country 
which can write these rules except the Congress of the United States. 
Heretofore, business has done a pretty big job in writing its own 
rules, because it receives its charters when it is organized into corpo- 
rations from the States and not from the Congress. 

What we on this committee seek is a formula by which all segments 
of the American economy, local, national, and international, may work 
together and prosper with mutual confidence in each other. 

Congress must accept a large share of blame because the present 
concentrated control of our economy has grown so great. It is only 
necessary to point out that no corporation can exist unless created by 
the authority of some government. The population of this Nation 
and of the whole world is made up of natural persons, but the corpo- 
rations are artificial persons created by authority of law. 

The seared of our time, as I have already indicated, is that, 
although the Federal Constitution vested the regulation of interstate 
and foreign commerce in the Congress and took the power to regulate 
that commerce away from the States, these same States continue to 
create the corporations that carry on interstate and foreign commerce 
which they cannot regulate in the public interest, and the public 
interest comes first. 
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There is now pending in the Federal court in Colorado a suit brought 
by the General Motors Corp., which is a Delaware corporation, attack- 
ing the constitutionality of a Colorado law passed by the Colorade 
Legislature this year seeking to protect automobile dealers in Colorado 
against the 1-year unilateral contract by which their economic exist- 

ence hangs. 

When a corporatien, organized in one State, which operates through- 
out this land and across the seas, can enter the Federal courts in the 
attempt to destroy the statute of another State enacted to protect its 
own citizens, it is evident that the question of bigness is with us and 
must be settled. | 

I have no hesitation in saying that if it is not settled, if we are 
unable as a people and as a Congress to stabilize the economic law and 
keep it free, we shall be unable to convince any nation in the world that 
we are the spokesmen of liberty. 

In opening this hearing I wish to invite the executives of General 
Motors to sit around this table with its own chosen representatives to 
discuss this problem with our members, our staff, and with the people 
and with the witnesses. 

It has been said in the press that we made some mistake in asking 
Mr. T. K. Quinn, former vice president of General Electric Corp. and 
now president of Monitor Equipment Co., of New York, to testify. 
It has been said by some who fear to take off the blindfolds and look 
boldly at the facts that Mr. Quinn has changed his mind. I know of 
many others who have changed their minds, and I know that they resort 
to personalities will not help us in the shghtest degree to solve this 
problem. What we need are facts and considered opinions without 
-emotion. 

I want to make it a matter of record, however, that before the wit- 
nesses for today were announced, our staff diligently sought to per- 
suade professor of business economics of the University of Michigan, 
Clare EK. Griffin; Dean Russell A. Stevenson of the School of Business 
of the University of Michigan; and Professor of Economics Lawrence 
Seltzer of Wayne University in Detroit to testify. These gentlemen a 
few years ago made a study of General Motors for the Brookings 
Institution, the well-known private economic research organization 
whose headquarters are in this city. 

The Brookings Institution thought that the question of size in eco- 
nomic organization was a matter of such importance that it should be 
studied by the experts of that institution. 

These gentlemen whose names I have given were invited by Brook- 
ings to participate, and a few years ago they made the study of Gen- 
-eral Motors. 

They told us that they gave a pledge of confidence both to Brook- 
ings Institution and to General Motors not to reveal certain facts 
which came to their attention. Our staff assured them that we would 
honor that confidence, that we would not ask them to name any indi- 
vidual who had given them any confidential information. While I 
support the staff in its assurances, I still feel that it would be most 
helpful to the members of our committee, and to the Congress, if we 
could have made available to us the results of the study by these well- 
known and very capable economists. 
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We have letters from the professors and from Brookings Institution, 
and we have a telegram from Henry M. Hogan, vice president and 
alae counsel of General Motors Corp., all of which express the 

eeling that there is a bond of confidence which should not be broken. 

I append hereto a telegram which I sent yesterday to Brookings 
Institution in which I assert the belief that we should feel certain that 
the Congress, which the Constitution makes the umpire of fair dealing 
m commerce, is entitled to the cooperation of the Brookings Insti- 
tution and of the professors we invited to testify with respect to the 
effect of big business on the national economy. 

I make this statement to show that our committee has made every 
effort to gather information reflecting every point of view, and to 
dispel the misconception conveyed in some newspapers that the com- 
rey has been unfair to General Motors and not impartial in this 
study. 

I am glad to be able to say, however, that the members of the staff 
have assured me that they have received cooperation at the hands of 
the executives of General Motors when they visited the various offices 
of these executives. We have no complaint upon that part. 

This is the telegram which I sent yesterday, on reading the letter 
from Brookings Institution. It was addressed to Mr. Robert D. 
eae Brookings Institution, 722 Jackson Place NW., Washington 
6, D. C.: ? 


The staff of the Senate Antitrust Subcommittee, as you know, in October 
requested Dean Russell Stevenson of the University of Michigan, Prof. Clare 
Griffin of the University of Michigan, and Prof. Lawrence Seltz2r of Wayne Uni- 
versity, to testify before the Subcommittee on Antitrust and Monopoly of the 
Senate Judiciary Committee. As indicated by your letter to Chief Counsel 
Joseph W. Burns dated November 4, 1955, you are aware that Mr. H. M. Hogan, 
general counsel of the General Motors Corp., “has indicated that if the corpora- 
tion is requested to do so by the Brookings Institution, it will waive any pledges 
of confidence made to them and will ask for a waiver from any personnel or 
any suppliers of information which were consulted.” 


These quoted words I took from the letter of Brookings Institution. 


Prof. Clare Griffin, in a letter dated October 26, 1955, to Mr. Burns said that at 
the time he and D2an Stevenson interviewed officials of the General Motors 
Corp., they acted as staff members of the Brookings Institution. Professor 
Griffin also advises that at the time those interviews were made “the top officials 
of a limited number of large corporations agreed to cooperate with the Brook- 
ings Institution in its study of the economic and social significance of big 
business.” 

Our staff has indicated to all the professors involved and to you that it is not 
our purpose to ask these professors to reveal the names of people who furnished 
them information or the specific replies made by any of the persons interviewed. 
Our only object in this study is to secure the best information available to us 
of the economic and social significance of big business. That is a function 
which the Constitution placed under the exclusive jurisdiction of the Congress, 
which is the only branch of government, State or Federal, which has the power 
to regulate commerce among the States and with foreign nations and with the 
Indian tribes. It seems clear from the letters we have received from you, from 
the professor, and from the wire sent by Mr. H. M. Hogan, general counsel of the 
General Motors Corp., that a fear is entertained that the purpose of the com- 
mittee is somehow to institute antitrust proceedings. I can assure you that 
my position has not changed since I was chairman of the Temporary Natio:ial 
Economic Committee, and that I would be glad to recommend abandonme:t of 
all Government charges of violation of the antitrust laws by big business, if by 
so doing, we could bring about a full public disclosure of the methods and prac: 
tices of big business. We want no names, we want no quotations from what 
may have been stated by General Motors officers, employees, or supplies. We 
want only basic facts as to the manner in which this business is carried on in 
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interstate and foreign commerce, the economic area which the Federal Constitu- 
tion has vested in the Congress of the United States, for regulation. 

I am confident that upon reviewing the requests made by members of our staff 
‘and the conversation you had with them, it will be your desire to release the 
gentlemen in question from any inhibitions they may feel so that the Congress 
of the United States and the people of this country may have the benefit of the 
objective study of big business which your institution recognized as a problem 
of such significance that you undertook to study it. 

This I signed as acting chairman of the Subcommittee on Antitrust 
and Monopoly of the Senate Judiciary Committee. 

I have received no response as yet from this telegram. The staff has 
received no response ? 

Mr. Burns. Not yet. 

Senator O’MaHoney. I hope that a response will be forthcoming 
before the day is out. 
~ Senator Wiley, do you have any statement? 

Senator Witey. Mr. Chairman, I am glad to compliment you on 
your statement, and I want to follow with a few remarks with regard 
to the purpose of this phase of the subcommittee’s work. 

Unfortunately, I will have opportunity today of attending only 
a small part of this particular session. I have to leave. I am 
scheduled right now to fulfill a series of engagements in my home 
State, and am taking the 12 o’clock plane. 

I shall, of course, follow the work of the subcommittee as I have in 
the past, with the deepest of interest, and will join with you again at 
the earliest opportunity. 

I believe that the phase which is opening today can render a most 
important contribution to our subcommittee’s overall work, and I 
trust you will get a favorable reply to the wire you have sent, sir. 

It can, I believe helpfully aminate problems which may exist 
today not simply in one industry but in many industries—this hearing, 
I am speaking of. 

I know that it is the purpose of our chairman, of our colleagues, and 
of the staff to get the most objective possible testimony, especially 
during this phase of our hearings. | 

I hope that if there are any deficiencies, any omissions in this 
testimony, as it is presented, that expert witnesses will willingly step 
forth, as the chairman has invited, to help fill in any gap. 

_ I want the best possible balance of competent witnesses to submit 
their views on all phases of the problem before us. 

An underlying purpose of this committee’s study 1s, of course, as you 
have stated, and well stated, to assure for American business as defi- 
nite, accurate and as complete an understanding as possible of the 
rules under which it must operate. 

The plain fact is that American business today experiences very 
considerable confusion and uncertainty as to interpretation of the 
various antitrust laws. It is an axiom that no one can possibly com- 
ply with the letter and spirit of the law if he does not have a reason- 
able opportunity to understand that law. | } 

You stated, sir, when we first opened up this hearing, and I must 
say that in 1890, when the first antitrust law was passed—and it was 

assed by a Republican Congress—our economy was quite different 

rom what it 1s today. 

I cannot help but say that even 17 years ago when I came to Con- 
gress, we had a national income of $70 billion. Now we have a na- 
tional income of $327 billion. . 
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We had a gross national product then of about $90 billion—that is 
only 17 years ago; now we have a product of close to $400 billion and 
of course, bigness is a relative term; but in my understanding of the 
language, bigness is what power is lodged there, what power for good 
or evil. 

Certainly, if in 1956, the Congress is going to try to make the rules 
for competition still more effective and certain, it 1s necessary to © 
understand how our complex economy—with its $400 billion of gross 
national product—actually runs today. Accordingly, it is necessary 
to study the relationship of the technological advances which have 
resulted in big business—their relationship to the needs of our people, 
and of our Government, of national defense. 

With respect to our Government, let me say that one key factor 
which we must never forget is the role which enterprise—large or 
sma]l—plays in connection with the vital national defense program. 

Now, finally, I would be less than frank if I failed to refer to this 
fact. I feel a deep sense of obligation, as I feel any other thinking 
person would, to make sure that, although we are fast coming upon 
a highly political election year, that we keep partisan politics or any 
political consideration whatsoever, out of these and related hearings. 

This subcommittee has one of the most important jobs facing it of 
any subcommittee in the 84th Congress. 

Our job basically is to recommend legislation. I hope that we will 
be in a position to do so in a completely nonpartisan fashion, so that 
out of the important effort which has been made will emerge sound 
and enduring statutes which will best serve the changing needs of 
the American free enterprise system. 

We have under our chief counsel, Joseph W. Burns, a staff which 
was well selected with the standard of its technical competence in 
this vast field of law, and one which has, I believe, tried to carry out 
its mission in a factual, objective way. 

I am happy this morning, Mr. Chairman—after listening to your 
statement, which I think has straightened out some of the miscon- 
ception that has been published in the press about the objectives of 
this committee, and also, I think, about the standard of the men who 
constitute it—to make such a comment. You have well phrased it 
this morning, that we are here to do a constructive job. 

With these comments, therefore, I conclude with the hope that there 
will be complete cooperation with the subcommittee, so that it can 
come up wtih a sound, well-balanced and completely factual and help- 
ful record. 

Thank you, Mr. Chairman. 

Senator O’Manonry. Thank you, Senator Wiley. 

Senator Langer ? 

Senator Langer. I have no comments, Mr. Chairman. I think you 
know my position. 

Senator Wiley mentioned politics. I do not think there has been 
any difference really whether it has been a Democratic or Republican 
administration. The antitrust laws have not been enforced ; they have 
been a joke. 

In 65 years, not a single man has been put in the penitentiary for 
violating the Sherman Antitrust Act or the Clayton Act. It does 
not make a bit of difference whether you have a Republican adminis- 
tration or a Democratic administration; the result has been the same. 
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I am glad we are having this inquiry, and I hope that we may get 
somewhere with it. 

Senator O’Manoney. Thank you, sir. 

, Mr. Burns, chief counsel of the committee, you have an opening 
statement ? 

Mr. Burns. The task of this subcommittee is to appraise the anti- 
trust laws to determine, first, what their objectives should be, and, 
second, whether any amendments are needed to make these laws mere 
effective instruments for accomplishing these objectives. 

One of the major questions included in this task is what the national 
antitrust policy should be with respect to big business. 

A res anole body of opinion points to the very high standard of 
living which we now enjoy, and attributes it in large part to the tech- 
nological and mass distribution achievements of large corporations. 

Conversely, another responsible body of opinion believes that the 
growth of large companies threatens the economic foundation of a 
free society. 

‘These persons see a progressive concentration of economic power 
in the hands of fewer and fewer corporate giants, and a corresponding 
decline in competition. 

Many factors in our business system contribute to, and in certain 
cases even necessitate or make inevitable, large size or a high degree 
of concentration. 

We must understand how these factors operate in the case of specific 
companies and specific business situations 1f we are to deal intelli- 
gently and realistically with the fundamental purposes of the antitrust 
laws, to assure a healthy climate in which business may grow and pros- 
per in the interest of the people. 

To study this problem the staff endeavored to obtain from Govern- 
ment agencies and private organizations all available information 
about the larger corporations. None of the Government agencies 
charged with responsibility in this area have within recent years made 
an overall economic study of General Motors Corp. 

The subcommittee decided that the General Motors Corp. would 
provide a useful case study of the phenomenon of bigness and concen- 
tration in our economic system. We shall seek to develop the factual 
information which is essential to a clear and realistic understanding 
of this problem. . 

General Motors Corp. was organized in 1908 for the.purpose of com- 
bining in a single corporation a number of leading manufacturers of 
automobiles and parts. 

Within 2 years, 26 previously independent companies were merged 
into the General Motors structure. The result was to make General 
Motors the largest producer in the industry at that time. 

Today General Motors is the largest manufacturing company in 
the world, with approximate annual net sales of $10 billion, net profit 
of $1 billion, and assets of $5 billion. 

General Motors alone produces more passenger cars than the rest. 
of the industry combined. It is also, by far, the most important pro- 
ducer of automotive parts and accessories in the United States. It 
is a principal producer of trucks, buses, diesel ch nae and locomotives. 
It is a major factor in the manufacture of refrigerators, stoves, air 
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conditioners, and a wide range of other products. It is also the largest 
suppher of goods procured by the United States Government. 

It will be important to trace the growth history of General Mootrs 
and to learn how and why this tremendous enterprise has reached its 
present size. 

We wish to find out historically the relative importance of mergers 
and acquisitions, vertical integration, banking affiliations, certain trade _ 
practices, advertising policies and expenditures, research and develop- 
ment, and other factors which have contributed to the preeminent 
position achieved by this company and, in particular, we are inter- 
ested in determining (1) whether or not the present size and scope 
of General Motors’ operations are the result primarily of superior 
efficiency and competitive skill; (2) whether or not the great power 
associated with its size and scope, however achieved, carries with it 
the opportunity for abuse and (3) whether or not, without abuse, the 
very magnitude of the corporation makes competition almost 
impossible. 

We are also anxious to determine whether the predominant position 
of General Motors is the result of technological production, distribu- 
tion, or other factors required by the economic character of the indus- 
try or is the result of the company’s free choice of business policies 
whi-h are not economically inevitable. 

This is one of the central issues involved in the relation of the anti- 
trust laws to business size and concentration, as indicated by several 
court opinions in major antitrust suits brought by the Government. 

Undoubtedly, the present size of General Motors is the result of a 
number of different factors. These hearings will endeavor to de- 
termine what these factors are, and their relative importance. 

For example, General Motors has been a defendant in several anti- 
trust suits brought by the Government. We shall study these suits 
to learn to what extent agreements or practices involved contributed 
to the present size and power of General Motors. 

Did the practices and agreements involved in these suits or the 
cumulative effect of several of them play a significant part in Gen- 
eral Motors’ development? Were the decrees entered by the courts 
adequate to terminate the effects of these practices and agreements or 
were the advantages gained by General Motors of such a nature that 
they could not be dissipated by court action ? 

n important aspect of our study 1s the role played by General 
Motors in the manufacture and sale of automotive parts. Is the 
domination of General Motors in the manufacture of automobiles 
being extended into the automotive parts industry? Are the op- 

ortunities for small business, small manufacturers, and independent 
jobbers in this field being restricted by General Motors’ activities? 

A pertinent subject is the power exercised by General Motors over 
the distribution of its cars to consumers through nominally inde- 
pendent dealers. 

Does the present franchise system vive General Motors dictatorial 
contro! over its automobile dealers? Does the system handicap small 
automobile manufacturers in their ability to compete, and impede the 
entry ve newcomers? Are the consequences detrimental to the public 
interest ! 
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The size and power of General Motors is not limited to the auto- 
mobile industry. It is a major producer of many other important 
roducts. We shall inquire into the extent to which Genera] Motors’ 
arge size affects competition in these other industries. 

s it economically necessary or desirable for a single corporation 
of such size to extend its activities into diverse and unrelated indus- 
tries? Would the separation of any one of these operations from Gen- 
eral Motors adversely affect production or distribution efficiency ? 

We shall look into the nature of General Motors’ activities in the fi- 
nance field. Do these activities give it an unfair advantage over its 
competitors in the manufacture and sale of automobiles and other 

roducts? Have these finance operations played a significant role 
in General Motors’ growth? 

Has its wholly owned subsidiary, General Motors Acceptance Corp., 
profited at the expense of other finance companies because of its affilia- 
tion with General Motors? 

Mr. Chairman, today we have requested Prof. Corwin D. Edwards, 
of the University of Chicago, to testify, to give us some of the eco- 
nomic background based on his many years with both the Depart- 
ment of Justice and the Federal) Trade Commission. 

Senator O’Mauoney. Thank you. 

Is Mr. Hogan in the quidliencel 

Senator Lancer. Mr. Chairman, I want to say that in what I said 
I did not in any way intend to reflect on Judge Stanley Barnes. I 
think he has done a very good job since he has been in charge of the 
Antitrust Division. 

Senator O’Manoney. Ofcourse. Is Mr. Hogan, general counsel for 
General Motors, in the room ? 

(There was no response. ) 

Senator O’Manoney. I understood he was to be here today. I want 
to invite him to take a place at the table where he shall have the best 
opportunity of hearing what the witnesses have to say. 

Is there any other executive of General Motors present, who desires 
to come forward ? 

(There was no response. ) 

Senator O’Manoney. Are there any representatives of General 
Motors in the room ? 

Mr. StTence.. Yes, sir. | 

Senator O’ManoneEy. Well, please do not be backward. Won’t you 
come forward ? 

Mr. Stencen. I am very happy where I am, Senator. I am not an 
executive, sir. That is the reason I did not speak before. 

Senator O’Manoney. Would you be good enough to give your name? 

Mr. Stencen.. Douglas Stengel; I am the public relations represent- 
ative in Washington. 

Senator O’Manoney. You are the public relations man in Washing- 
ton. Yes; I should have known that. 

Very well. Senator Wiley, I thank you so much for being present. 
It has been very helpful, and I appreciate your statement. 

Are you ready, Mr. Burns? 

Mr. Burns. Yes, sir. 

Senator O’Manoney. Proceed. 

The committee will come to order, please. 


4- Jol 
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STATEMENT OF CORWIN D. EDWARDS, PROFESSOR OF BUSINESS 
AND GOVERNMENT, SCHOOL OF BUSINESS, UNIVERSITY OF 
CHICAGO 


Mr. Burns. Professor Edwards, you are now on the faculty at the 
University of Chicago? : : 

Mr. Epwarps. That is correct. 

Mr. Burns. What is your title? 

Mr. Epwarps. Professor of Business and Government in the School 
of Business. 

Mr. Burns. Will you tell the subcommittee how long you have been 
engaged in this field of economics ? 

Mr. Epwarps. You mean in my present office and post? 

Mr. Burns. No, in your entire experience. 

Mr. Epwarps. Somewhere between 20 and 30 years. 

Mr. Burns. Has a great deal of that time been devoted to the 
problems connected with the administration and enforcement of the 
antitrust laws? 

Mr. Epwarps. Yes, sir. I have been an economist both in the Anti- 
trust Division of the Department of Justice and in the Federal Trade 
Commission. 

Mr. Burns. Will you give the years when you were with the De- 
partment of Justice? as 

Mr. Epwarps. I joined the staff of the Department of Justice in 
1939, and left there in 1944. 

I joined the staff of the Federal Trade Commission in 1937 and was 
there until 1939. I returned to the Commission in 1948, and was 
there until 1953. | | 

Mr. Burns. During your years with both of those agencies, will 
you just describe briefly the nature of your contacts with the economic 
problems arising under the antitrust laws? | 

Mr. Epwarps. In the Federal Trade Commission I was at first 
economic adviser to the Commission, with special responsibilities for 
the newly passed Robinson-Patman Act; subsequently Assistant Chief 
Economist. 

Upon returning to the Commission I was Director of the Bureau 
of Industrial Economics. 

In the Department of Justice I was at first an economic consultant 
and, subsequently, Chairman of the Policy Board of the Antitrust 
Division. 

Mr. Burns. In addition to your connection with those two depart- 
ments of Government, have you served on any commissions or com- 
mittees which have studied the antitrust problems from the interna- 
tional standpoint? - | | 

Mr. Epwarps. Yes. 

In 1946 I was head of the Mission on Japanese Combines which 
was sent to Japan to work out ways on implementing policy toward 
the Japanese big-business organizations. 

In 1951 I was United States representative upon an ad hoc commit- 
tee on restrictive business practices organized under the United Na- 
tions Economic and Social Council. a 

Mr. Burns. Have you written any books or articles on various of 
these antitrust problems with which you have dealt? 


2250: STUDY OF THE ANTITRUST LAWS 


Mr. Epwarps. Yes, a good many articles; one book, which is pub- 
lished, Maintaining Competition. 

Mr. Burns. When was that published ? 

Mr. Epwarps. 1948 or 1949, I forget which way it fell from the turn 
of the year. 

There is a book now on the press, Big Business and the Policy of 
Competition which is supposed to be out early next year. 

Mr. Burns. Now, in connection with that study and your activities 
in Japan, did you find anything in the economic structure of business 
in Japan which provide any lessons for us in this country ? 

Mr. Epwarps. The problem of concentration in Japan centered 
upon what were called the Zaibatsu. This, I understand, literally 
translated means money clique. 

Zaibatsu were not monopolies in any ordinary sense. Most Japa- 
nese industries had 8, 10, 12, 14 firms in them. But wherever you 
looked it was the same firms. 

Each great Zaibatsu corporation spread across a very large seg- 
ment of the Japanese economy, and collectively this small number of 
firms controlled the economic life of Japan. 

This was so true that two of them were reputed to have taken turns 
for years in designating the Minister of Finance; others had various 
other perquisites in the Japanese Government. 

Japanese industrial legislation was drafted by the Zaibatsu and 
passed with their assent, and except on the rare occasions when the 
Zaibatsu broke with the military, they pretty well determined the 
course of industria] evolution there. 

From observing that phenomenon, I came back with a different view 
about the significance of monopoly. 

It seemed to me that the form which we had traditionally experi- 
enced for the concentration of economic power, that is, the large com- 
pany having dominant power in a single industry, was not the only 
form that dominant power could take, and that one needs also to be 
concerned with the question of whether conglomerate business organi- 
zations, spreading over wide portions of the economy, have attained 
too much power. 

Mr. Burns. Have you studied, in preparation for this book or just 
as part of your experience, our own development of large corporations, 
and have you noticed indication of any danger signals about which we 
should be aware? 

Mr. Epwarps. It is quite clear that we do not. have today the Zaibatsu 
pattern of organization. 

The best measure of how close we come to it lies, I think, in those 
overall figures of concentration, not by industries but as against the 
whole manufacturing economy or the whole economy. 

The most reliable recent study with which I am familiar is that made 
by the Federal Trade Commission which indicates the degree of con- 
centration in manufacturing in 1950, and also compares it with 1935. 

For 1950 the Commission showed that the 200 largest manufactur- 
ing companies made 40.5 percent of the manufacturing sales; that a 
hundred of them made 3314 percent ; that. 50 of them made 26.6 percent : 
and 5 of them made 11.4 percent. 

The Commission also showed that the 200 had increased their place 
by 2.8 percentage points since 1945. 
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It is obviously a controversial question as to just how far concentra- 
tion of that sort can go before it creates great dangers. 

It is obvious that the rate of growth reflected in the Commission’s 
figures is a relatively slow one which, if it were to continue, would 
give us a place of about 50 percent for the largest 200 in the year 2000. 

But it 1s, to my mind, very important to know at what rate and in 
what direction that sort of concentration is changing. 

Mr. Burns. Do you feel that we have sufficient data with respect to 
the concentration of industry in order to draw the conclusions which 
will enable us to determine what policy the country should have toward 
concentration ? 

Mr. Epwarps. No. I think our knowledge in this field is quite 
defective. In the first place, there is no Government agency, either 
the Federal Trade Commission or any other, which carries a regular 
responsibility for measuring the trend of concentration at regular 
intervals, 

The Commission has made it an interest, but has been able to do 
something about it only when it could secure an ad hoc sum of money 
for a particular study at a particular time. 

There has been so little pressure behind this sort of information, 
indeed, that a study undertaken by the Commission, if I recall cor- 
rectly, about 3 or 4 years ago has been repeatedly sidetracked and. 
I think, it is questioned when it will be out. 

Beyond that, the concept itself is difficult. There should be an 
exchange of views among technical people in and out of Government 
and among Government people concerned with the antitrust laws, an 
business people concerned with business problems as to how one best 
measures concentration, and what measures ought to be continuously 
kept current. 

articularly, we have no effective measure of the conglomerate, and 
we have no effective measure of vertical integration. 

These are both things that present technical difficulties on which 
there has been no meeting of the minds. | 

Senator O’Manoney. Would you be good enough to define “con- 
glomerate” ? 

Mr. Epwarps. I mean by the conglomerate—— 

Senator O’Manoney. I am hoping that these hearings will be widely 
read, and I want nobody to misunderstand points which are being 
made by unfamiliarity with the words of the economists. 

Mr. Epwarps. I will try to speak as nearly ordinary English as 
possible, Senator. 

I mean by the conglomerate, a company which has interests spread- 
ing across a number of different industries so that its bigness is not 
property attributable only or primarily to a single industry. 

Mr. Burns. Have you any suggestion as to a specific method by 
which the type of necessary information can be obtained in order to 
enable us to make the seiilies which are a requisite to forming con- 
clusions on the problem? 

Mr. Epwarps. Most of the basic information now reaches the Bureau 
of the Census regularly. 

The Federal Trade Commission has adequate statutory powers to 
get any information that is not thus obtained. The problem is pri- 
marily one of spending very modest sums for processing what the 
Government already gets in order to throw light on-new problems. 
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Mr. Burns. Mr. Chairman, I think that Professor Edwards has 
indicated one of the sources of information from the Bureau of 
the Census which we have discussed, and which our subcommittee 
should endeavor to make arrangements to obtain. 

Of course, it may require additional appropriations for the Bureau 
of the Census, but if economists who are keenly interested in this sub- 
ject indicate that we are Jacking in the final data which are available 
in rough form, probably the subcommittee should endeavor to have 
that information made available. 

Senator O’Maunoney. Perhaps it should be made a part of the 
record. When the Department of Commerce appropriation was under 
consideration in the Senate im the last. session, a question arose as to 
whether or not such sufficient appropriations had been made to secure 
some pertinent data from the Census of Manufacturers. | 

The Bureau of the Census, of course, and its Director, have a problem 
of finance. They wish to know whether when they undertake a par- 
ticular study or the assessment of figures that they shall have a sufh- 
cient amount of money to carry through the project to a conclusion. 

The assertion was made upon the floor of the Senate by Senator 
Holland, of Florida, who was in charge of the bill, that if this par- 
ticular study could not be accomplished with the funds appropriated, 
the committee would gladly undertake in the consideration of the defi- 
ciency bil] to see that the work went through completely. 

I think we shall probably have no difficulty in the next session of 
Congress in obtaining funds for the Bureau of the Census to make 
available to the people of the United States the statistics which have 
already been sathered in the Census of Manfacturers, and which will 
indicate the degree to which concentration of the economy has pro- 
ceeded in the United States. 

_ Mr. Burns. Now, Professor Edwards, how does the power asso- 
ciated with large size manifest itself in the business world’ 

Mr. Epwarps. In many different ways, Mr. Burns. 

_ Mr. Burns. Will you illustrate some of the ways that you have 
found from your experience that it is manifested ? 

Mr. Epwarps. A large company is an aggregate of financial strength. 
This strength is felt by suppliers, by distributors, by the Government, 
by all who deal with the company. It shows itself in different ways 
with reference to these different groups. 

_ In dealing with suppliers, for example, a big company is usuall 
a make its own determinations if it thinks that is wort 
while. 

The possibility of self-supply puts the company in a position where 
it can strike hard bargains with its suppliers. 

In a good many circumstances, that may mean that the supplier 
has an incentive to give a special low price for a specially attractive 
service or something of the sort. 

Senator O’ManHoneEy. Would it be appropriate to say that the fa- 
miliar rule of business that the customer is always right can be trans- 
ee ” this circumstance to mean that the big customer is particularly 
right ? 

. Epwarps. It often works out that way, Senator. 

Senator O’Manoney. Whatever the facts may be. 

_ Mr. Epwarps. In dealing with distributors, some big companies are 
in the position to name the policies of the distributors in great detail. 
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The distributor may be given quotas to sell, even if he can sell them 
only at cut prices. He may be required to sell along particular ways, 
and according to particular policies. 

He may even, on rare occasions, I think, and he has been, required 
to adopt policies that have little or nothing to do with the article 
he sells. There is in history, for example, an instance of one com- 
pany’s distributors who were required to handle a newspaper express- — 
ing the views of the head of the large manufacturing company that 
supplied them. 

In dealing with Government, the big company has certain special 
technical capacities. It can maintain a large enough staff at the seat 
of Government to know when issues are going to arise before agree- 
ing who will make the decision, and when he will make the decision, 
and to bring to bear upon him exactly the materials which will be most 
pertinent and influential in stating the company’s point of view. 

This can be so important at times that a former chief of mine once 
detined big business for operative purposes as one large enough to 
have a Washington office. 

Those are illustrations; I think there is no point in elaborating 
further. 

Mr. Burns. In the book that you referred to, which you wrote, en- 
titled “Maintaining Competition,” you made this statement at page 
945: 


When one enterprise is large, there is a question whether an increase in the 
size of its rivals makes the market more or less competitive. On the one hand, 
every such increase reduces the total number of enterprises and increases the 
incentive to adopt collusive and restrictive policies. On the other hand, as dis- 
parities in size and power are reduced, coercive leadership by the large concern 
becomes less probable, but the choice between 1 monopolist and 2 or more quasi- 
monopolists is not a choice between monopoly and competition. 

Will you illustrate those principles by reference to the present struc- 
ture of the automobile industry ! | 

Mr. Epwarps. Well, as you know, Mr. Burns, I have made no special 
study of the automobile industry. 

On the other hand, as was noted in the chairman’s opening remarks, 
there have been difficult problems for antitrust agericies in recent years 
as to whether they should regard mergers among second-line auto- 
mobile companies as contributing to competition by strengthening 
those companies against the largest ones or as detrimental to com- 
petition in the sense that they reduce the total number of different 
manufacturing interests in the industry. 

Mr. Burns. Do you know whether either the Federal Trade Com- 
mission or the Department of Justice has made any overall economic 
study of the General Motors Corp. ? 

Mr. Epwarps. I can speak with some confidence as to the Federal 
Trade Commission, that there has been no such study. There had 
been none in the Department of Justice while I was there, and I know 
of none since. 

Mr. Burns. Now, in general, would you say that the relations be- 
tween large companies competing with each other in the same in- 
dustry differ markedly from the relations between these companies 
and iieie smaller rivals? 

Mr. Epwarops. If I understand the import of the question, the 
answer is “Yes, I think they do differ, as I see it.” 
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In an industry which has a few large companies and many com- 
panies very decidedly smaller, the small companies are seldom in a 
position to afford much effective check on the policies of the large, 
whereas the large are in position, if they are competing with each 
other, to check each other very much. 

May I add one more thing: I should like to make clear that I 
assume the relationship in which there was a big gap between the big 
and the little, and there can also be cases of kinds of a stairstep grada- 
tion in size to which my remark was not intended to apply. 

Mr. Burns. In the situation where there are a few large companies 
in the field, does the nature of the competition take on more or less 
of the aspect of live and let live? 

Mr. Epwarps. It sometimes does, not always. I think the assump- 
tion that academic economics sometimes makes that therefore the rela- 
tionship between them must be that which is described as oligopoly, 
that is, of mutual forbearance, is an oversimplification. 

Mr. Burns. I assume you are familiar with the theory of “counter- 
vailing power” which was advanced by J. K. Galbraith in a book pub- 
Tee a few yearsago. Do you agree with the theory that he-exprssed 
there 

Mr. Epwarps. It happens that I have discussed that theory in the 
forthcoming book to winch I referred. May I read into the record a 
short passage from the discussion ? 

Mr. Burns. Certainly. 

Mr. Epwarps (reading) : 

The countervailing power stressed by Professor Galbraith as a system of 
checks and balances alternatives to competition does curb the power of some 
large companies in some circumstances. But such checks and balances do not 
mesh very well. Concessions obtained by large buyers tend to be discriminatory 
and not to protect small buyers. The biggest manufacturers tend to sell to small 
distributors, the biggest distributors to buy from small manufacturers when the 
big deal with the little countervailing power is at a minimum. 

Moreover, the compromise between powerful antagonists does not necessarily 
protect the interests of third parties. A big union and a big company may agree 
upon a wage increase for which funds are to be provided by a price increase 
unwelcome to small consumers who have no adequate countervailing power. 
Thus countervailing power is an insufficient principle to assure a balanced eco- 
nomic performance. 

Mr. Burns. In another recent book by David Lilienthal entitled 
“Big Business: A New Era,” he makes this statement: 

One of the attractive aspects of modern big business is that it creates oppor- 
tunities previously nonexistent for a multitude of small-business enterprises, and 
broadens the area wherein small businesses can find opportunities that are 
neither profitable nor suitable for the big. 

Would you comment on the significance of this statement with re- 
spect to the problems posed for the antitrust policies by business size 
and concentration ? 

Mr. Epwarns, Mr. Lilienthal seems to me to attribute to big busi- 
ness all of the progressive and growing forces of our economy. My 
own statement would be that in a growing economy, unless it is far 
more monopolized than ours, new opportunities for businesses of all 
sizes necessarily appear in considerable abundance, and that that is a 
very healthy thing. To attribute that appearance particularly to big 
business seems to me to bea peculiar kind of oversimplification. 
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Mr. Burns. In your own study which was entitled “Conglomerate 
Bigness As a Source of Power,” which I believe was published this 
year, you made this statement: 

An enterprise that is big in this sense obtains from its bigness a special kind 
of power, based upon the fact that it can spend money in large amounts. If such 
a concern finds itself matching expenditures or losses, dollar for dollar, with a 
substantially smaller firm, the length of its purse assures it of victory. In. 
encounters with small enterprises, it can buy scarce materials and attractive: 
sites, inventions and facilities; preempt the services of the most expensive tech-- 
nicians and executives ; and acquire reserves of materials for the future. It can 
absorb losses that would consume the entire capital of a sinaller rival. 


Does the spending power of big business assure it of competitive 
advantages over smaller business rivals? 

Mr. Epwarps. I would have to hesitate over that word “assure.” I 
should say that there is a distinct tendency for the small concern to be 
at a relative disadvantage where there are problems of preempting 
scaree resources, either human or physical. : 

You don’t expect and you don’t find that the small companies in 
the steel industry have as assured a future of or supply of high quality 
as the largest companies, and those of the small companies that have 
managed to do fairly well in that respect have managed it only 
by organizing joint ventures. 

Mr. Burns. Asa general rule, is the spending power factor in your 
opinion, of greater or lesser importance than so-called efficiency of 
large-scale operation as a source of competitive advantage 4 

Mr. Epwarps. I haven't any reliable information with which to 
determine the importance of the efiiciency of large-scale operations, 
Hee for that reason I can’t compare it quantitatively with these other 

actors. 

Mr. Burns. What are the economic arguments which are most fre- 
quently advanced in support of claims concerning the superior effi- 
ciency of larger business enterprises as compared with smaller units? 

Mr. Epwarps. Well, there is a great deal of self-serving declaration 
from large business enterprises to the effect that the big company is 
obviously efficient. It usually doesn’t go mto much detail. 

In my opinion, if big companies can make a convincing demonstra- 
tion of that point, they are neglecting their own interests in not sup- 
plying adequate details to prove the point. 

“here are conceptual difficulties and statistical difficulties for any 
outsider who tries to measure this sort of thing. In the first place, it 
is almost impossible for the outsider to distinguish efficiency from 
gains that are traceable to bargaining power. You can get rid of a 
cost either by reducing it or by transferring it to someone else. I have 
in mind an illustration from NRA davs. 

The upholstery industry asked for a relaxation of its code designed 
to permit it to operate more irregularly. When this proposal became 
2a matter of controversy, the industry’s support for its proposal con- 
sisted essentially of the statement that the automobile industry bought 
automobile upholstery irregularly and changed its purchases on such 
short notice that upholstery had to be produced in this irregular 
pattern. 

I know nothing about the facts of the case other than what we were 
presented in NRA, but the prima facie showing was that the efficiency 
of the automobile industry was being maintained by thrusting in- 
efficiency upon the upholstery industry. 
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To identify that sort of pattern and distinguish it from other pat- 
terns of efficiency would be difficult for an insider, and is practically 
impossible for an outsider. 

enator O’MaHoney. Mr. Edwards, I have had some interest in the 
farm problem, and in recent weeks I have been trying to determine 
for myself what the effect is upon the prices of farm economies of 
large organizations of processors and distributors. 

r received a very interesting letter from a man in the turkey 
industry in the West, not in my State, who told me that one of the 
big processors of turkeys followed the policy of asking for bids for 
turkeys and then rejecting all bids, then a week or two later, again 
calling for bids and again rejecting all bids. 

Three times in the past few weeks he said this had taken place, with 
the inevitable result that the price to the producer was inevitably 
reduced. Is that the sort of operation pricewise that you have in 
mind with respect to the results of the use of large purchasing power ? 

Mr. Epwarps. I should say if the company was doing a large part 
of the total buying of the market, that Pel be a possible pattern. 
It would require that it be doing a very large part. 

Senator O’Manoney. Well, in this particular instance, it was doing 
a very large part of the buying in the market. 

Mr. Epwarps. The company apparently had what economists call 
monopoly power, that is, power for the buyer equivalent to monopoly 
on the seller. 

Mr. Burns. In evaluating claims for the superior efficiency of large 
companies, is it appropriate to distinguish between the big single 
plant that produces large quantities of goods under one roof, and 
the large corporation that operates several separate plants? 

Mr. Epwarps. I think so. A business enterprise is typically free 
to build plants of any size that it wishes to build and, mistakes aside, 
it presumably will build a big plant only when the technology of a 
big plant is more efficient for its purposes than that of a smaller plant. 

The size of a firm, however, is not always determined by a competi- 
tion keen enough to cut down companies that are too big, and hence 
the presumption that you make that plants of large size must be more 
efficient than smaller ones, if they exist, would not apply with equal 
force to firms of large size. 

Mr. Burns. Now using the automobile industry for purposes of 
illustration, could you describe how this evaluation would be 
applicable ? 

Mr. Epwarps. I must repeat that I have made no special study of 
automobiles. There is a possibility of economy, but a possibility of 
waste in a large company organization, and both these economies and 
wastes have relatively little to do with technology. Thev fall into a 
managerial category instead. 

The big company can functionally specialize its management, it 
can develop specialized service departments and can get. a cross-fertili- 
zation of ideas among specialized people making large sums of ex- 
penditures on equipment, research, advertising, and various other 
things. Those may all be elements of eff.ciency. 

The big company has a bigger gap between top management and 
operations than most small ones. This necessitates costly information 
services and chain of command that bridge the gap. It requires 
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policy decisions that may be bad because there is not a good enough 
tlow of information, or there may be undue rigidifying within the 
concern. 

A chain of command may produce redtape and buckpassing and 
intrigue and what not. Those are all elements of inefliciency. Almost 
certainly the importance of these elements differs greatly from one 
company to another. But you notice that none of those that I have 
mentioned had anything to do with plant technology. 

Mr. Burns. From your experience and studies, can you tell us what 
are the economic advantages of central business management in our 
lurge corporations operating many plants? 

Mr. Enwarps. Well, I tried in the first part of my previous answer 
to list some things that might be advantages. 

Mr. Burns. Could you state what you find to be the disadvantages 
beyond those that you stated? In that answer, of course, I was ask- 
ing about the automobile industry, which you said you were not ex- 
perienced enough with tocomment on. But I want to make sure that 
you are answering from a full scope of your studies as to the economic 
advantages of central business management as well as the dis- 
advantages. 

Mr. Epwarps. I think my previous answer is as good as I can do 
onashortone. I might add one point: that the answer had to do with 
elements of efficiency and inefficiency which are of concern, of course, 
both to the company and to the economy. 

But on beyond these questions of efficiency, there is a question of 
the exercise of power which must be answered also before you have got 
the story of big business in proper focus. 

Mr. "Beane I believe you are familiar with the book by Peter 
Drucker, entitled “Concept of the Corporation’ ¢ 

Mr. Epwarps. Yes. 

Mr. Burns. Do you know whether that book was based largely 
upon the management organization policies of the General Motors 


Corp. ? 

Mr. Epwarps. If I recall correctly, Mr. Drucker says that it was. 

Mr. Burns. Now in your own book, Maintaining Competition, you 
quote a letter from Mr. Drucker to you as follows: 

My point was that what big business possesses is not a physical superiority 
but a managerial superiority. The physical job of production could in many 
cases be done fully as well in a small unit. The managerial, intellectual, and 
theoretical job of planning for this production of interpreting and coordinating 
it could not, I maintain, have been done without the leadership and experience 
of big business management. 

Now, will you comment on this statement as to the managerial 
superiority of big business ? 

{r. Epwarps. Well, the large companies can pay their managers 
well, both directly and indirectly, through bonuses, and I would 
imagine on the whole they are able to get the most able managers. 

Whether the ability of those managers goes up faster or less fast 
than the complexity of the task that they face in managing very |:rge 
companies, I am not in a position to say. 

I should think, however, that one recurring experience of Jarge 
companies may throw some light on the matter. There is apparently 
an increasing emphasis upon decentralization within the management 
of our largest companies, that is, they apparently feel that the large 
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organizations can be held together with reasonable efficiency only if 
there is very substantial delegation of authority. 

This raises a question as to just what are the remaining central 
functions which it is so important to have done centrally rather than 
in smaller organizations. That there may be some, I am willing to 
admit, but I don’t think it is a clear and overwhelming case for one 
type of organization. 

Mr. Burns. Now, again quoting from your book, Maintaining Com- 
petition, at page 119, you stated : | 

In the light of this analysis, much can be done to reduce the size of the larger 
American business units without the danger that public advantages derived from 
bigness will be thereby destroyed. * * * Even if every plausible claim to pre- 
serve bigness on grounds of efficiency should be granted, the concentration of 
economic power could be decidedly less than it is now. It is probable that with- 
out impairment of efficiency we could end many of our industrial monopolies and 
greatly reduce the power of our conglomerate business giants. 

Can you suggest an approach by which the objectives implicit in 
these statements could be achieved ? 

Mr. Epwarps. This is to ask me for general outlines of the approach 
I would like to American policy toward big business. 

Mr. Burns. Yes. 

Mr. Evwarps. As I see it, there are two problems that should be 
kept separate. One is the problem of the particular large company 
which has and abuses excessive power. There the specific examination 
under the antitrust laws and specific correctives such as are possible 
under the laws seem to me the proper procedure. 

I think it quite hopeless to find such uniformity of pattern in those 
companies that one could apply an overall automatic rule, such as a 
ceiling on size. 

The second problem has to do with keeping free of Zaibatsu-like 
tendencies for the economy as a whole. ‘There, as I said before, I 
think the best measure is probably the measure of overall concentra- 
tion, such as the place of the largest companies. I would like to see 
us keep very close watch on that trend, and I should like to see gov- 
ernmental policy aimed at accomphshing the result that the big busi- 
ness enterprises, as a group, grew somewhat less rapidly than the 
economy, rather than somewhat more rapidly. At present they seem 
to be growing slightly more rapidly. 

Now, this is a tough line of policy, this second one, because in doing 
it, one should not disturb the incentive for particular enterprises, big 
and small, to try to grow. That is on the whole a healthy incentive, 
and opportunities for growth must be there if the incentive is to be 
preserved. 

Hence, we should turn to an effort to block the types of growth 
which are least likely to be useful to the economy. Greatly increased 
emphasis upon the recently passed antimerger law seems to me one 
of the most obvious moves he this line, and I am myself disap- 

ointed and distressed by the slowness that appears to be inherent 
In action under the standards of the law as now written. 

A second thing which seems to me to be very much worth exploring 
is the provision of incentives for large companies to slough off volun- 
tarily portions of their size. It is incredible to me that no big com- 
pany ever makes a mistake regarding a particular venture as properly 
a part of a big organization. 
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I thmk there are probably lots of things which start well under 
the big company, but sooner or later can stand alone. Until recently 
we had a tax system that penalized a large company that tried to 
slough off a part of its structure. Weno longer do that. 

We don’t yet have a system which creates any encouragement for 
such sloughing off, and I think it would be highly desirable to explore 
the possibilities of that sort of policy. 

Mr. Burns. Have there been some indications of situations where | 
a business might very well have separated certain segments from the 
main part of the corporation, but 1t would be so expensive taxwise 
that it was discouraged from taking such action ¢ 

Mr. Epwarps. Well, it seems to me obvious on the face of the tax 
laws as they stood until recently that that must have been the reason. 

Mr. Burns. So that any effort to solve the problem of dividing up 
large corporations into more economic units or units which would 
better serve the whole nature of the economy will have also to involve 
nu consideration of the tax consequences and a program which takes 
into consideration various statutes and not simply the antitrust laws? 

Mr. Epwarps. We should at least try to see to 1t that our objectives 
in the antitrust field are not thwarted by our policies in other fields. 

Mr. Burns. We have to achieve uniformity along several lines of 
legislation, not simply within the one field. 

Mr. Epwarps. That is right. 

Mr. Burns. Now, are the antitrust laws as presently on the statute 
hooks adequate to cope with the problems posed by the nature ani 
extent of business size and concentration ? 

Mr. Epwarps. You are asking there for an overall evaluation of 
the law. I should say that the basic principles of the basic statutes 
ure sound. I would hate to see them changed. 

I have already said that I think the merger law as it now operates 
is disappointing. Perhaps it could be made to accomplish the func- 
tion which was envisaged for it 1f the Congress were willing to increase 
the resources underlying the enforcement of it on the general order of 
» or 6 times the present amount. 

That is not very large. I understand that in midsummer the Fed- 
eral Trade Commission was using the equivalent of the full time of 
about 18 employees on this statute. But short of some such change of 
scale as that, it seems to me one needs to rethink the merger law into 
fine categories of mergers which can be dealt with by a process less 
extended and elaborate than that which is now provided under the 
statute. 

Senator O’Manoney. What do you mean “less extended and elab- 
orate” ? 

Mr. Epwarps. Well, Senator, the present principle 1s that a merger 
is unlawful if it has a reasonable probability of substantially reducing 
competition. Now this reasonable probability must be inferred merely 
from a change in business structure. 

Senator O’Manoney. Well, that reduces it to guesswork, does it 
not ¢ 

Mr. Epwarps. It reduces it in practice to an extremely elaborate 
background economic study which takes a long time. Meanwhile the 
merger has been consummated and the eggs have gone far toward 
being unscramblable. 

67272—56—pt. 6—6 
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Senator O’Manoney. Well, isn’t it just the type of law which is so 
vague that it is really incapable of being enforced properly ? 

Mr. Epwarps. I think that vagueness is needed for certain categories 
of merger problems in which you really don’t know where—— 

Senator M’Manonrty. Why should vagueness be needed in any cir- 
cumstance ? 

Mr. Epwarps. I accepted the word “vague” from you. I mean by 
“vacueness,” if you will let me translate it into my language—— 

Senator O’Manonry. But you said it was needed. I did not say 
it was needed. I believe that laws should be anything but vague. 
It should be direct, simple, and capable of understanding by all persons 
to whom it applies. 

Mr. Epwarps. What I am saying is needed, Senator, is to make the 
illegality of a merger depend upon a forecast of economic effect. 

I think that is necessary for types of mergers in which the effect 
is quite problematical and in which you must not step in with a general 
prohibition, and yet can’t in advance, specify more exactly just what 
you want to prohibit. But when one comes to mergers—— 
~ Senator O’Manoney. Well, that comes down, does it not, to a dec- 
laration that the law must depend, in an area which is full of possi- 
bilities and probabilities, upon the varying judgments of the econ- 
omists who give it attention ? 

Mr. Epvwarps. I am afraid the economists will be very thoroughly 
reviewed and fettered by the lawyers and the judges. 

Senator O’Manoney. Well, you can get a lawyer on every side of 
every question. That is what makes the profession. Every client 
‘who goes into court is entitled to have a lawyer to put forth his case 
as successfully as possible. 

Now what you seem to be saying is that every business which is 
involved in the question of unlawful merger had better get an econ- 
mist to defend him as well as a lawyer. 

Mr. Epwarps. They do, Senator. 

Senator O’Manonry. And he won't have any trouble in finding 
economists to take the contrary positions; will he? 

Mr. Epwarps. Experience thus far suggests that they do get not 
only one but several. : 

enator O’Manoney. I am prompted at this time to call attention 
to the fact that when the Constitution of the United States was drafted, 
there were scarcely more than three big corporations in this country, 
if I remember my history correctly ; most corporations were banks at 
that time, and whenever any group of individuals sought to establish 
a corporation at that time, they were required to lay their case before 
the State legislature and get a bill passed giving them a charter. 

Now, the old charter laws stated specifically in most cases that no 
corporation should engage in more than one business. In our time 
when business, as a result of the development of technology and com- 
munication, 1s necessarily spread all over the Nation and then across 
the seas and now through the air over the whole world, it resulted in 
a change of State laws, no Federal law having been passed, and these 
groups of individuals who wanted to establish corporations got blank 
charters from several States to do anything they pleased. 

That resulted in the development of what you have called today the 
conglomerate corporation. There are mergers now in which corpora- 
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tions come together, although the businesses in which each is active is 
thoroughly unrelated one to the other. There are numerous instances 
of that kind. . 

Would there be anything wrong in setting a limit upon the number 
of different businesses in which any particular corporation should 
engage # 

Mr. Epwarps. I would be afraid of that, Senator. May I illustrate 
my point? 

Senator O’Mauoney. Oh, yes; of course, I would like to have you 
doit. You said a little while ago that you thought it would be unwise 
to puta ceiling on size. 

I am inclined to share that point of view because nobody can predict 
the growth of this country, the growth of the economic system, nor 
the size that may be necessary to serve the best interests of the people. 

The only thing that we all ought to agree upon is that the corporate 
structure should be designed to serve the public interest and not pri- 
niarily the interests of those who create the corporation. 

Therefore, as it seems to me, if we are unwilling to put a ceiling 
‘on size, we might perhaps consider the possibility of determining the 
number of diverse industries in which a particular corporation should 
be permitted to engage. 

Mr. Epwarps. There seems to me to be two dangers in that line of 
attack. One lies in the fluidity of technology. 

It. is no longer clear, as it once was, where industrial boundaries 
ought to fall, and I think they would quite readily come through tech- 
iological change not to fit any pattern of industrial classification 
which might be used in administering such a statute. 

There is a second and, I believe, more fundamental objection. Some- 
times, as I see it, the danger in a large company lies in its conglomerate 
~pread across a number of industries which put the smaller and more 
specialized businesses at its mercy in any one industry. 

But there is an alternative pattern, the case in which within a single 
industry there are technical obstacles to getting as many companies 
in competition as you want, and in which one of the competitive forces 
ix the threat that that industry will be invaded and perhaps the fact 
of its invasion from another industry by other concerns. 

Now under the antitrust law principle, you may attack the use of 
the conglomerate’s power in the case where that is the important thing 
while leaving the opportunity for one industry to invade another, and 
thereby intensify competition there open. If you did not leave it open, 
1 think you oad lose badly in particular cases. 

May I say one more thing. My previous statement that you needed 
2 test of economic effect in certain cases was intended to be no more 

than the statement that the principle of the Clayton Act is a proper 
principle for certain classes of ae lems, that principle being to rest 
upon the probability of future effect 

Senator O’Manoney. I am frank to say I don’t follow you in your 
response to my question. I probably didn’t make myself clear. 

i corporation grows by success, by efficiency, acquires great fiscal 

wer. It is able to purchase an industry or a company which may 

small but engaged in an utterly different business from that in 
which the original company is engaged. And then by the use of its 
financial power and its purchasing power, it can build that new enter- 
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prise in size so as to push out of the field small companies that have 
not been brought under the tent of the giant. : 

Now, when you find that these two are utterly different industries, 
there is nothing related one to the other, why should we stand by and 
permit the merger of such companies or make the merger depend 
upon the judgment of experts in a Government bureau who are merely 
and necessarily indulging in a sincere attempt to prophesy what the 
economic future is going to be ? 

Mr. Epwarps. My principle would be almost the exact opposite of 
that, Senator. 

It would be that where the company was acquiring competitors or 
companies otherwise very closely related to its existing operations, 
we would have the greatest likelihood that the acquisition would reduce 
competition. 

Senator O’Manoney. Oh, yes, of course; that is perfectly apparent. 

Mr. Epwarps. So that it would be in that field rather than in 
the case of the unrelated merger that I would want to make my law 
tightest. 

“Senator O'Manonry. Well, if you are dealing with a corporation 
which has the possibilities of continued growth, even without abuse 
of the antitrust Jaws, and can go into any number of different busi- 
nesses and bring them under one management, remembering at the 
same time that in this era the owners of the corporation are not the 
managers of the corporation, management and ownership has been 
separated in our time, would it not then be the necessary result that 
the power to regulate commerce, which the Constitution gave to 
Congress, would rest in the hands of management, with no limit? 

Mr. Epwarps. I don’t disagree with you at all. 

Senator O’Manoney. That is a good place to stop, then. 

Mr. Epwarps. It misrepresents my position if I stop there. 

Senator O’Manoney. Proceed. 

Mr. Epwarps. I don’t disagree with you at all in your assumption 
that there can be a type of case worth stopping, along those lines. 

I would feel very uneasy about converting that into an across-the- 
board rule that unrelated mergers could never take place. And, indeed, 
I don’t think you would get away from the judgment of your well- 
meaning bureaucrats. 

Senator O’Manoney. I didn’t say unrelated mergers should never 
take place; I didn’t say that. 

I can understand, for example, how important it might be to a 
local community with a seasonal industry operating there, which, 
because it is a seasonal industry, closes down for several months of 
the year, how important it would be for the owners of that plant and 
the operators of that particular industry to develop some other utterly 
unrelated industry wich might be capable of using the plant during 
the season of shutdown. That, I think, would be in the public interest. 
That is not the sort of merger that I am talking about. 

My basic question was whether or not we shouldn’t consider the 
advisability of placing some limit upon the number of conglomerate 
industries that could be brought under one management. 

Mr. Epwarps. I wouldn’t know how to determine any such limit. 

Senator O’Manoney. Well, it is evident that you haven’t as yet 
had the opportunity to go into that subject, Dr. Edwards, so I will 
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let you give it some thought, and invite you to write the committee 
a letter about it. 

Mr. Epwarps. All right. 

Senator O’Manoney. Mr. Burns, you may proceed. 

Mr. Burns. Now, if a business has grown to a large size, and if that 
size has been achieved without resort to unfair or predatory prac- 
tices, under what circumstances, if any, should the Government have 
the right to step in and regulate or control that size? 

Mr. Epwarps. The appropriate test, as I see it, is the test of power. 
When a concern has such power that the opportunities and freedom 
of action of those who deal with it are objectionably curtailed, the 
Government should have the procedure for intervening. Historically, 
we have recognized that kind of power in the monopoly situation. I 
have suggested here today that it is also possible along the Zaibatsu 
line, and whichever way it appears the Government should have the 
right to furnish a directive. 

Mr. Burns. In connection with limitation of mergers in order to 
avoid increasing concentration, should not Congress state standards 
or guides which should govern the action of the executive agencies 
in passing upon the desirability of mergers? 

Mr. Epwarps. The Congress has stated a guide now where the ef- 
fect may be to substantially lessen competition and tend to create a 
monopoly in a line of commerce, in any section of the country. That 
standard seems to me to result in an overelaborate development of 
eases that ought to be handled more summartly where the acquiring 
company is big and where there is a competitive relationship of some 
sort involved in the merger. 

Your question invites an answer along the Senator’s lines: Can 
there not be other standards stated for other classes of mergers? I 
would not know how to formulate them today. Rather, I would like 
to see the burden of proof shifted on particular classes of mergers. 

Where the presumption is very strong that a merger will have an 
adverse effect on competition, we might make it a rebuttable pre- 
sumption in the law for certain classes of mergers, thereby enabling 
the enforcement agencies to move somewhat faster. 

Mr. Borns. If that pohcy were adopted, wouldn’t it be advisable 
to provide machinery for advance approval or disapproval of these 
mergers, rather than wait until after they had been achieved and 
attempt to reach them through proceedings after the fact ? 

Mr. Epwarps. As you know, Mr. Burns, the proposals for amend- 
ing the merger law for a number of years included such a plan of 
advance notice in bills before the Congress. That proposal was 
eventually deleted because there seemed to be no chance of passing 
the bill containing it. 

My suggestion a moment ago was an intermediate, not that there 
should be advance approval of all mergers, but that the Commission 
should be empowered to disapprove certain particularly dangerous 
classes of mergers by a rather summary process, unless the companies 
involved took the burden of showing that the apparent danger did 
not really exist. 

Mr. Burns. But, in those cases, would that be what we might refer 
to as advance examination, advance approval, or disapproval ? 

Mr. Epwarps. This would have some of the effect that was hoped 
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for from advance approval. It would not, however, require in itself 
that merging companies file notices with the Commission. 

In practice, the Commission can find out that mergers are going to 
take place when they are large and significant usually before they 
take place. : 

Senator O’Manoney. Isn’t that what we now have, in effect, under = * 
the antitrust laws? i 

Mr. Evwarps. What? ao 

Senator O’Manonry. Advance approval or disapproval of proposed 
mergers. 

I Tec this morning the automobile cases of mergers which were a 
approved, and you referred to it in your testimony. Those were ven 
approved because it was believed by Judge Barnes that they would im 
promote competition. vat 

I clidn’t refer to the fact that in his testimony here Judge Barnes 
also told of his refusal to approve a merger that Bethlehem Steel and 
Youngstown Steel wanted to effect. Their argument—and they made 7 
the argument at this table—was that if Bethlehem and Youngstown ae 
were permitted to merge they would provide more effective compe- - 
tition. ae 

But the Antitrust Division declined to approve that merger. ' 
Bethlehem and Youngstown were, therefore, faced with the choice of 
proceeding with the merger and running the risk of being proceeded 
against in an antitrust suit or just giving up the merger, and, mean- 


while, of course, United States Steel went on at the head of the steel “lay 
companies. ue 

Mr. Evwarps. There are two differences between the advance con- we 
sideration to which you refer and the advance-approval proposal aes 
which I understood Mr. Burns to be referring to. oe 


. The first is that at present such matters as the Bethlehem- Youngs- oer 
town merger come up for consideration before the fact if the com- i 
panies concerned want that consideration. Under the advance- oe 
approval proposal that used to be in the bill, companies would have 
been required to obtain approval before they merged. 26 

The second difference—— NC 

Senator O’Manoney. May I interrupt you there with respect to that | 
difference ? 

If I am not mistaken, the reason why that proposal was eliminated = 
from the bill was because Congress did not want to give the power ~r 
to any bureau to grant such approval because of the lack of a standard 
to determine the judgment. 4 

Now, that is one of the things which I think this committee must 
try to search out—the possibility of drawing a standard of merger 
which could be settled by litigation in the courts instead of being 
settled by commissions to whom Congress had delegated its legisla- 
tive power. 

If we are working on the legislative power of Congress to settle this 
economic problem of monopoly and size and opportunity for growth - 
by the individual, I cannot avoid the conclusion that we must make 7 
some definite attempt to get a definition that will be capable of being J 
comprehended by all who are affected, and comprehended in the courts. 7 

I interrupted you as you were about to state the second difference. . 

Mr. Epwarps. The second difference is that under the present pro- 
cedure, as you indicated, Senator, a company which doesn’t wich to 
rest upon this informal advance opinion proceeds, with no necessary 
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illegality, if the advance opinion should turn out to be contrary to that 
stale courts, whereas the proposal for advance approval in the bill, 
as I understood it, would have made it unlawful to merge without that 
ss Ghats so that the decision would be useless. 

enator O’Manoney. That’s right; I agree with you. 

Mr. Burns. You indicated that you saw some desirability, 1n cer- 
tain types of mergers involving the larger corporations, in placing 
the burden upon them of establishing the justification. | 

Now, aside from the merger but just dealing with the proper ap- 
eae to the continuation of their present size, do you think that the 

urden of proof might be placed upon the large enterprise to justify 
its existence In any procedure which might be set. up to cope with the 
problem ? 

Mr. Epwarps. To me, that question turns on the question of the 
trend of concentration. In 1932 Burley and Means made the first 
analysis of this trend, and came to the conclusion that we were in a 
galloping concentration which, had it continned, would have put. 70 
percent of industrial activity in the hands of 200 companies by 1950. 
Obviously, their forecast. was wrong. 

But had that forecast been correct, short of a willingness to see con- 
centration reach such heights as would be inconsistent with our com- 
petitive policy, we would have had to take drastic action quickly, 
without too much care as to its detailed appropriateness. 

If the trend of concentration is what the Federal Trade Commis- 
sion’s recent study suggests, an increase in the general order of about 
10 points in half a century, we have the time to be more discriminate, 
and hence I should like to see our present line of policy rest upon di- 
vestiture and dissolution of big companies for cause, where there is 
cause, rather than upon any wholesale slashing. _ 

But it is precisely because the concentration problem is keyed to the 
severity of a policy and to the amount of leeway one has that I would 
like to see concentration figures much more reliable and much more 
continuously collected than they are now. 

Mr. Burns. Are you familiar with the recommendation of Prof. 
Louis Schwartz in his dissent from the report of the Attorney Gen- 
eral’s committee, in which he proposed that a Government agency be 
established with the power to prevent integration not justified by pro- 
duction or distribution economies and to compel the reorganization of 
excessively large enterprises accordingly? Would you comment on 
his proposal ? 

r. Epwarps. I would be troubled by two things init. First,I don’t . 
think we know enough yet, objectively enough, about production and 
distribution economies, to make that a reliable standard for a Gov- 
ernment bureau’s administration of such 2 law. 

Second, that seems to me a delegation of power, which must be called, 
like NRA, delegation run riot. This is, in effect, to say that a Gov- 
ernment bureau shall have the authority to reorganize the economy 
into an efficient one, as it sees fit. I can think of no broader delegation 
than that, and it would scare me right out of my boots. 

Mr. Burns. Have you any suggestions for a positive approach to 
the problems of business size and concentration, such as measures for 
strengthening smaller enterprises or facilitating the entry of new en- 


terprises to industries where such entry now seems effectively fore- 
closed # 
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Mr. Epwarps. I have already mentioned two points: promoting vol- 
untary divestiture, and strengthening the merger laws. 

I might add one more aspect of the latter. I think that the:problem 
under the merger law is going to be increasingly one that was not 
clearly envisaged in passing it, that of the joint subsidiary organized 
by two or more companies pooling their technology from different 
fields to do a job that seems to call for that technology. 

The petrochemical industry is a good illustration. Here there are 
obvious advantages in such pooling and obvious dangers that it may 
substantially increase concentration in the new field. The problem 
needs to be thought through as such, and not handled as a kind of a 
corollary of other types of merger diate cae 

I am also somewhat concerned about the possibilities of the growth 
of pension funds among large companies which as these funds grow, 
seem to me to invite intercorporate investment of the investment trust 
type on what might turn out to be a very large scale. 

I doubt if the present merger law is an appropriate instrument to 
face the problems that arise in that field. 

For the most part, my interest in modifying the antitrust laws 
consists in early study of new problems like this, in order that, by the 
time they are important to us, we shall know what line of policy to 
follow on them. 

Mr. Burns. In answer to one of our questions with respect to the 
adequacy of the antitrust laws, you stated that you felt that the basic 

rinciples involved were proper. Will you state what your conception 
1s of the basic principles of the antitrust laws. 

Mr. Epwarps. One is that there should not be agreements, combina- 
tions to restrain trade. 

The second is that the concentration of power in the hands of a sin- 
gle organization should be curbed when that power becomes great 
enough to interfere with the freedom of action and a reasonable oppor- 
tunity to bargain on the part of those with whom the concern deals. 

That latter is my paraphrase of the monopoly principle, in order to 
extend it to the Zaibatsu situation, as well. 

Senator O’Manoney. Mr. Burns tells me that the staff questions 
have been concluded, and I have interrupted them so frequently during 
your presentation that I don’t wish to take any time now, since you are 
under obligation, as I understand it, to take a plane to go to Chicago 
where you have a class in business sometime this evening. 

Mr. Epwarps. That’s right. 

Senator O’Manoney. We thank you very much for your appearance 
here, and I am very grateful for the presentation that you have made. 
It may be that later on when we can get this discussion extended to 
take in executives of business, as well as members of the committee and 
the staff, we would like to have you back again. 

a Epwarps. I shall try to hold myself at the committee’s dis- 
rosal. 

Senator O’Manionry. Thank you very much. 

Then let me say that the committee will stand in recess until a quar- 
ter of 2. We hope to finish with Dr. Moore and Mr. Quinn this after- 
noon. 

(Whereupon, at 12:15 p. m., the subcommittee recessed, to re- 
convene at 1:45 p.m. of the same dav.) 
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AFTERNOON SESSION 


Senator O’Manyoney. The committee will come to order. 

Mr. Burns, are you ready to proceed ? 

Mr. Burns. Yes, Senator. 

Senator O’Manoney. Who is your first witness ¢ 

Mr. Burns. Prof. Donald A. Moore, of Michigan State University ; 
and Assistant Counsel McHugh will interrogate. 
elas O’Mauoney. We are glad to have you here, Professor 

f{oore. 
Mr. Moore. Thank you, sir. 
Senator O’Mauoney. Mr. McHugh, you may proceed. 


STATEMENT OF DONALD A. MOORE, DEPARTMENT OF ECONOMICS, 
MICHIGAN STATE UNIVERSITY 


Mr. McHvucw. Do you want to begin reading your prepared state- 
ment, Professor Moore? 

Mr. Moors. Yes; it is somewhat overlong and may be dull; should 
I read all of it?. 

Mr.-McHoucu. Why don’t you begin it, and we will interrupt with 
questions from time to time. 

Mr. Moore. All right. 

Mr. McHueu. Will you state for the record, Professor, who you 
are and your background. 

Mr. Moore. My name is Donald A. Moore. I am a member of the 
department of economics of Michigan State University, whose foot- 
ball team we all know is going to the Rose Bow] this year. 

Senator O’MaHoney. ‘| beg your pardon ? 

Mr. Moore. Hadn’t you heard, sir? [Laughter. ] 

Senator O’Manuoney. I wish that team could get in the same bow] 
with Wyoming some time. [Laughter. | 

Mr. Moore. I am the author of a chapter on the automobile in- 
dustry in Prof. Walter Adams’ book, The Structure of American 
Industry, published by Macmillan in 1954. 

Mr. McHvueu. Professor, in addition to this chapter in Professor 
Adams’ book, have you ever made any other independent study of the 
automobile industry ? 

Mr. Moore. I have, in collaboration with Professor Koo, a short 
article on the question of pricing and distribution through dealers, 
and no one has seen fit to publish this article yet; and Professor Koo 
and I also have another study that we are beginning on pricing. 

Mr. McHuau. In the course of your study, have you examined 
only second source material or have you studied original source in- 
formation? 

Mr. Moore. The one we have completed is purely theoretical. The 
one we are starting is going to oer sources in the form of ques- 
tionnaires and interviews with dealers. 

My statement will be confined to some observations on the structure 
of the automobile industry. By “structure” of the automobile in- 
dustry, generally, I mean the sizes, number, and firms in relation 
to each other and to other business units with whom they deal. 

The present structure of the industry is the result of a complex 
mixture of technology, business organization, and public acceptance 
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of the product. The analysis of the industry is divided into four 
steps. First, its present composition will be described briefly. Second, 
seven requirements for the survival of a firm as a designer and as- 
sembler of automobiles will be suggested. Third, the history of the 
industry will be outlined, with special emphasis on the growth of 
firms whose organizations and products meet these seven requirements 
for survival. Last, some implications of the present structure of the 
industry will be explored. 

The automobile-assembly industry may be described as an oligopoly, 
characterized by competition between 6 firms; a Big Three and 3 in- 
dependents. Jlowever, this is neither a static picture nor a very 
alae description of the job, of the business, of producing auto- 
mobiles. 

The industry has never been static in structure for many months 
at atime. Firms have changed in relative sizes, their organizations 
and their product lines have always undergone rapid changes, and 
the number of firms has changed frequently. — 

Karly in 1953, there were 6 independent producers, In 1953, the 
Kaiser Motor Co. purchased the Willys-Overland facilities, and the 
American Motors Corp. was formed by merger. In 1954, the Packard 
Motor Car Co. and the Studebaker Corp. were merged. The Kaiser 
Motor Co. sold negligible quantities in 1955; there is some reason to 
doubt whether it will continue as a domestic producer of passenger 
cars. Approvals of the 1953 and 1954 mergers by the Department of 
Justice and the Federal Trade Commission were based on the proposi- 
tion that the mergers would help to maintain competition in the in- 
dustry by strengthening the remaining small firms. 

The product lines have been changed considerably since 1953. Ford 
and Chrysler have each added a luxury model. Ford is considering 
a fifth mode] to fit between the Mercury and the Lincoln. The merged 
independents have consolidated their offerings, and some of the small- 
sized models have been dropped. The sport cars produced by Ford, 
General Motors, and American Motors may develop a significant new 
market, besides serving as trials for new body styling and other fea- 
tures. The line-expansion activities of the Big Three may increase 
the difficulties of the remaining independents, who have in the past 
relied upon the distinctiveness of their models when compared to the 
mass-produced cars. 

Extensive reorganization has been going on within all of the firms 
except General Motors. One of the principal objectives seems to be a 
decentralized, staff-and-line type of organization. Greater vertical 
integration seems to be an objective of several firms. Diversification 
into nonautomotive products is characteristic of most firms and is being 
pushed vigorously by some of them. 

As Ford and Chrysler vie for second place in the industry, and as 
the Chevrolet division and the Ford division battle for first in sales, 
the total sales of the Big Three rise—sometimes at the expense of the 
independents. Furthermore, if automation is widely adopted, and if 
the impact of an annual wage supplement were to be felt in declinin 
markets, the advantages of large size might become more pronounced: 
In short, it 1s a brave man who will radict the structure of the auto- 
mobile-assembly industry for more than a year or two ahead. 

One might interject at this time, yesterday the Wall Street Journal 
contained a statement by Henry Ford II or his representative that 
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within 10 years they expect to be the largest firm in the industry, to 
ee how some people feel about the changing character of the 
industry. 

I might say that I would hope that it is that dynamic, and that that 
would occur, not that I have anything against the firm that is now the 
largest, but I would like to see the possibilities of changes in 

Senator O’Mauoney. Did that statement have anything to do with 
the announcement that Ford Motor stock is going on sale to the public? 

Mr. Moore. That, in my judgment, it certainly has. 

This is still only a view of the surface of the industry. Like an ice- 
berg, most of it is out of sight. The Bureau of the Census lists 1,904 
firms engaged in the production of automobiles and parts. This does 
not include suppliers of glass, tires, upholstery, or paint. General 
Motors alone is said to purchase from 21,000 concerns, oush it has the 

greatest degree of vertical integration of all of the producers. 

There are more than 44,000 automobile dealers, 85,000 nondealer 
repair shops, 188,000 filling stations and between 9,000 and 10,000 auto- 
motive wholesalers with repair facilities. The relationships which 
exist. between the auto manufacturers and these firms, particularly the 
parts manufacturers and the auto dealers, involve some of the most 
interesting intraindustry competitive patterns that one can find. 
These will be considered later. 

The seven conditions for survival 

Senator O’Manoney. Before you leave this first chapter, I am im- 
pelled to ask you whether you think it would be appropriate to describe 
the situation which you have defined here, with General Motors said to 

be purchasing from 21,000 different concerns, with 44,000 automobile 
dealers, 85,000 nondealer repair shops, 188,000 filling stations, and be- 
tween nine and ten thousand automotive wholesalers with repair facili- 
ties, it would be appropriate to say that we have something in business 
resembling what might be called economic colonialism with a lot of 
little outfits dependent upon the big, just as many nations in the past 
have been the colonies of vast empires ? 

Mr. Moore. Senator, in the sense that there are a lot of very small 
firms who depend for many things upon large firms, I certainly agree 
with you. I do not know about the term “colonialism.” I would have 
to think about the use of that term. The relationships between small 
firms—— 

Senator O’ManoneEy. Well, I use it in the sense of the dependency 
uf many of these firms necessarily upon the big ones. 

Mr. Moore. In many cases they depend very, very closely upon the 
policies of the large firms. 

This is not true in all of the cases, not true, perhaps, even in the 
majority of the cases. 

But in the case of the firms, such as where the automobile dealer 
relies upon the franchise for his privilege of selling the automobile, 
the relationship is one of dependency upon many of the firms, the large 
firms’ policies; that is correct. 

Senator O’Manoney. Proceed. 

Mr. McHucu. Professor Moore, are there some parts suppliers who 
furnish all of their capacity exclusively to a single producer, or nearly 
all of their capacity # 

Mr. Moore. I do not know. 
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Certain conditions must be met by any firm which hopes to survive 
as an automotive manufacturer. Clearly, success does not require all 
firms to meet these conditions in equal degree. Some would argue for 
a shorter list, or for a longer list, or would argue that outstanding 
success in certain directions would exempt a firm from meeting other 
requirements. Yet no firm can—on penalty of failure—ignore the 
importance of these seven requirements. 

Briefly stated, the survival conditions are (1) a diverse product 
line covering a considerable part of the price range; (2) the ability 
in most years to sell a sufficient quantity of autos and other products 
to realize the economies inherent in the mass-production process; (3) 
adequately financed, dependable, and geographically well-distributed 
dealer and service facilities; (4) financial resources adequate to bear 
the cost of inventories, research, model changes, and occasional bad 
years; (5) an optimum combination of vertical integration and out- 
side supply sources; (6) the engineering and marketing knowledge 
necessary to innovate without. departing from the market’s notion of 
an acceptable automobile; and (7) the existence of a satisfactory used 
car market for the product. 


(1) A DIVERSIFIED PRODUCT LINE 


Ignoring for the present the importance of nonautomotive products 
and the sale of parts and accessories, one cannot but agree with Wil- 
liam C. Durant, in the formation of General Motors, who said that 
the automobile offerings should be varied. Some models do not sell 
in some years. The fixed costs incurred in bringing out a model are 
so great that financial failure might result—as it has for many small 
firms. Several models not only provide “cushions,” but, by appealing 
to every purse, they maximize the general public interest in the firm’s 
line. In fact, unless a firm can successfully invade the lowest-price 
bracket, where more than one-half of all cars are sold, it may not be 
able to achieve sufficient total volume to survive. 

All three of the independents now offer cars in the low-price class, 
but they have not really successfully invaded this market. Also, there 
are many economies in research, design, financing, sales, and tooling 
that can be spread over all models. General Motors clearly illustrates 
this with its 3 basic bodies for 5 cars, its “motoramas,” et cetera. A 
principal objective of the mergers of the independents was the rational- 
ization of mode] design, production, and promotion. 


(2) VOLUME ADEQUATE TO REALIZE THE ECONOMIES OF MASS PRODUCTION 


The industry was built on the low-price, large volume principle. 
Though the emphasis on the low price has been replaced by an empha- 
sis on product improvement, the large volume is even more important 
today. It has been estimated that the industry spent $1 billion in 
development and “tooling” for the 1955 models. Such radical model 
changes generally occur only once every 3 years, but annual face- 
hfting and promotional expenses must be incurred. Such costs are 
not proportional to the volume of production, but are nearly fixed. 
The small firm must be as active in innovation as the large one, in 
order to sell its models; hence a lower limit to size may be set by this 
factor alone. 
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The production process itself requires a continuous large volume 
in order to achieve low cost. Possible automation of many of the 
processes may require even larger volumes—the effect of this develop- 
ment on the structure of the industry cannot yet be predicted. 


(3) ADEQUATELY FINANCED, DEPENDABLE, AND GEOGRAPHICALLY WELL 
DISTRIBUTED DEALER .AND SERVICE FACILITIES 


The customer does not deal with the manufacturing oligopoly, but 
with the dealers, who form a series of imperfectly competitive mar- 
kets serving every town and village in the country. 

While there seems to be enough candidates for dealer franchises, 
the task of assembling and maintaining a system of dependable sales 
and servicing outlets for every community 1s not an easy one. Small 
producers find that if their dealers are not able to depend upon sales 
for large parts of their income, they become primarily repair shops, 
used auto dealers, or farm implement dealers, to the disadvantage 
of the promotion and servicing of new autos. A new producer finds 
this a significant barrier. Also, dealers with small volumes have 
great difficulty meeting the price competition of large-volume dealers. 

The producers early in the history of the industry discovered the 
importance of the dealers. In fact, many new firms secured signifi- 
cant portions of their financing from the cash deposits of their deal- 
ers. As the industry became more complex, the producer-dealer re- 
lationship became even more important, though the financing of new 
car inventories has been taken over by others. 

The franchise which now ties the dealer to the manufacturer is a 
peculiarly one-sided document. This, Senator, I think is one of the 
instances to which you referred. 

In return for the right to sell one make of car, the dealer agrees 
to handle only the one make (or some combination of one manufac- 
turer’s makes), to meet minimum financial requirements, to maintain 
specified showroom service and parts facilities, and to conform to 
standardized accounting procedures. The franchise may be canceled 
by the manufacturer for specified cause, or for “failure to represent the 
manufacturer.” 

In 1953 the Supreme Court affirmed the right of the manufacturer 
to cancel a franchise with or without good faith. As early as 1933, a 
Federal! circuit court ‘declared that it could not protect parties from 
contracts which they have made. Thus there seems to be no 
legal relief for the one-sided nature of the agreement—and dealers 
seem to be willing to enter such agreements. In fact, the manufac- 
turers’ claims that cancellation is necessary to protect the public 
against “sharp” dealer practices is probably not without merit (as- 
suming continuance of the present dealer franchise system.) 

The dealers also complain of various “forcing” practices of the 
manufacturers. The two complaints are related, for cancellation 
may in fact be based upon failure to accept required volumes of cars 
and/or “genuine” parts. Producers have been legally barred from 
forcing the use by dealers of specified finance companies. 

However, there is nothing to stop the forcing of automobile 
“quotas” upon dealers. In practice there is consultation and con- 
siderable mutual agreement on sales quotas. Yet, when the selling 
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becomes difficult, one hears frequent complaints by dealers, and there 
is evidence that they are selling more than they would voluntarily 
choose to sell. The practice of “bootlegging” is one kind of evidence 
of this. 

Senator O’MaHonry. How do you describe bootlegging ? 

Mr. Moore. Senator, that is the term that I always put in quotation 
marks. It is used to describe the practice of a new-car dealer selling 
a new car which he gets from the manufacturer which he represents, 
to another kind of automobile dealer, or a used-car dealer, who is not 
authorized to be an agent to sell this automobile representing the 
manufacturer. 

Senator O’Manoney. It isa common practice, is it not 

Mr. Moore. I believe it is quite common, Senator. I have observed 
many instances of it, and read of many instances of it. 

Senator O’Manoney. Do you know how it originates? 

Mr. Moore. Does the Senator mean do I know why dealers do this? 

Senator O’Manoney. Yes. What forces them to bootleg cars? 

Mr. Moore. Their anxiety to continue to sell volumes of cars that 

lease the manufacturer whom they represent, in my judgment. They 
have cars that they cannot sell to regular customers at prices they 
expect to charge, so they find other customers who pay lower prices. 
Some of these customers may be people who want to resell. 

Senator O’Manonry. Well, what is the function of the allowance 
for old cars in this business? 

Mr. Moore. The allowance for old cars performs the function of 
actually adjusting the price in the transaction. 

epee O’Mauoney. I mean, is that increased by the bootlegging 

ractice 
. Mr. Moore. I fail to understand the question, Senator. 

Senator O’MaHoney. Does bootlegging of cars involve increased 
allowances for old cars? 

Mr. Moore. No. As I understand the way the term has been used 
in the trade, it does not cover the practice of so-called overallowing 
for trade-in, which is a form of price reduction. 

Senator O’Manoney. Well, some complaints have come to me, for 
example, that in some instances the manufacturers allow special prices 
oo privileges to their officers and to their employees for the purchase 
of cars. 

Does that have any part in bootlegging, if it exists? 

Mr. Moore. No, sir; it is not described as such by the industry. 
This is a practice which manufacturers use to simply give this privilege 
to their employees. 

Senator O’Manoney. Have you had any information that dealers 
sometimes protest sa it and say that it causes an invasion of their 
own field of selling 

Mr. Moore. I recall reading such comments in the news some time 
ago. 

Senator O’Manoney. It has not come within your own investi- 
gation? 

Mr. Moors. No. 

Senator O’Manongy. Proceed. 

Mr. McHueu. In this connection, Mr. Moore, are you saying one of 
the principal causes of bootlegging 1s the forcing by the manufacturer 
of cars upon the dealer ? 
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Mr. Moors. Yes. I am saying that it is the primary cause. 

The forcing of accessories, on which both the manufacturer and the 
dealer make higher margins than on autos, is another practice that 
does not lend itself to regulation. It is a matter of the use of sales- 
manship by factory representatives and by dealers. The dealer is 
satisfied with his margin when he can sell accessories, and accessories 
are relatively cheap sales devices when he can give them away to 
secure automobile sales. 

The forcing of “genuine” parts is a more delicate matter, involving 
arrangements for exclusive dealing which may injure other manu- 
facturers of parts. Prewar dealer franchises sometimes required the 
exclusive use of factory-handled or factory-authorized parts. 

In July 1953, the Federal Trade Commission issued a cease-and- 
desist order against the exclusive dealing arrangements made by the 
A-C division of General Motors and Champion Spark Plug Co. with 
their outlets for spark plugs. The rule against exclusive dealing had 
been established in a 1939 order enjoining General Motors’ A-C divi- 
sion from exclusive dealing in spark plugs and oil filters. Recent 
dealer franchises tend to be silent on the question of exclusive dealing. 


Obviously all vehicle manufacturers stress the stocking of “genuine” parts— 


genuine ea are defined as those sold by the manufacturer of the 
automobile for which the part was intended. Since the automobile 
manufacturers are not fully vertically integrated, these parts may be 
manufactured by anyone actually. 

Obviously all vehicle manufacturers stress the stocking of “genuine” parts, 
but it is believed that less and less reliance is placed on the franchise provision 
and more reliance is placed on the manufacturer’s selling force to obtain dealer 
cooperation. The following provisions of one vehicle manufacturer-car dealer 
franchise are illustrative: 

1. No specific dollar amount of inventory was mentioned in the franchise but 
the dealer agrees to stock “genuine” parts to whatever extent is necessary to 
service adequately his zone of influence. In executing this policy the dealer 
is expected to work with the manufacturer’s representative and an agreement 
is to be reached as to what is an appropriate level of inventory. 

2. The dealer also agreed to use genuine parts in his repair work. At the same 
time, there was no stipulation against purchasing parts from sources other than 
the vehicle manufacturer. 

This is from Professor Davisson’s book on The Marketing of Auto- 
motive Parts. 

There is a long history of misunderstandings, but it is clear that the 
dealers as a group are of vital importance to a manufacturer, though 
any one dealer may be considered dispensable. In recent years, ac- 
cording to management sources, the dealers have gained more power, 
and often participate in the formulation of general dealer policy. 


(4) ADEQUATE FINANCIAL RESOURCES 


This is not a requirement peculiar to the automobile industry. How- 
ever, the contrast between the shoestring operations of early producers 
and the enormous financial requirements of today’s firms is striking. 
Assembly plants of efficient size are costly, and they are becoming more 
costly. ith or without vertical integration, inventory requirements 
are great, in spite of the fact that dealers still pay cash to manu- 
facturers for cars. Development and promotion costs have become 
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larger than for most other industries. Last, but not the least, is the 
occasional necessity of surviving bad years, caused by an unsuccessful 
model or by depressed business conditions, 

The history of the Kaiser Motor Co. illustrates this great need for 
funds. The other Kaiser enterprises, a war-surplus plant, RFC 
funds, a $5314, million stock issue, and bank loans all contributed to 
this undertaking. Yet lack of funds may have been a handicap, and 
few others could be expected to come so close to success. It may turn 
out that Chrysler Corp.’s entry in 1923 is the last successful one. 


(5) A COMBINATION OF VERTICAL INTEGRATION AND RELIANCE ON OUTSIDE 
SUPPLIERS 


The early producers designed a car, rented factory space, set up a 
production line, and placed orders for the components to be assembled. 
This is roughly descriptive of the Ford Motor Co.’s beginning in 
1903, and also of the Kaiser Motor Co.’s start in 1946. 

Yet all of the producers found that some vertical integration was 
essential. Various reasons might be given: (a) A new process or part 
can be developed, (0) the techniques of mass production can be applied 
to a part or a subassembly, (¢) parts suppliers should be “disciplined” 
or given more vigorous price competition, (d) excess or complemen- 
tary plant capacity can be utilized profitably, (¢) retained earnings 
can be invested profitably in parts making, (/) greater diversity of 
product provides some security against fluctuations in automobile 
demand, and (¢) no single source of supply should be relied upon. 

These are all possible explanations of the reasons why vertical inte- 
gration has taken place bit by bit on the part of these dims 

Whatever the reason or combination of reasons, each firm seems to 
find some vertical integration necessary. The resulting ability to 
apply its own research and production techniques to parts production, 
and thus to keep suppliers’ costs and prices in Jine, may be sufficient 
reason. 

Vertical integration is seldom complete for any one part or subas- 
sembly. It is certainly not carried far into the production of mate- 
rials and supplies. Thg'vertical integration of parts production ma 
be described as “tapered.” There are good reasons for this, in addi- 
tion to the disciplinary reason and reluctance to rely upon one source. 
Since automobile sales vary considerably from year to year, and from 
season to season, occasional idle capacity cannot be avoided. Taper- 
ing shifts a large part of it to the outside suppliers. 

By tapering I mean that a firm tends not to produce its total supply 
of any one part. They will produce some of that part or subassembly 
that goes into the car. 

In addition it will buy a portion of its needs. The function that 
this performs in declining markéts is that a larger percentage of the 
automobile manufacturer’s capacity can remain in utilization. It 
is the outside supplier whose capacity becomes idle. As the total need 
for these subassemblies decline—— 

Mr. McHveu. Do all the car manufacturers have some type of 
tapered production? 

Mr. Moore. I believe that is a good description. In the bodymak- 
ing that was once the case. That seems to be disappearing in body- 
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making, as the firms acquired enough bodymaking facilities to com- 
pletely satisfy the needs. 

But for most things this is bound to be true so long as markets are 
growing rapidly, the firm perhaps does not have the capacity at the 
time to . produce all of its needs for a particular subassembly, so it 
buys them from the outside. But that may be continued deliberately 
as a firm policy. They will continue to do that. 

For reasons other than meeting a bad market this way, for some of 
the other reasons I listed, they always provide a check against their 
own division as to its efficiency, by seeking what is the lowest price for 
which you can buy this on the market. You compare quality and price 
of your own division making parts, and the people fon whom they 
are buying them. 

Mr. McHueu. What check then, Mr. Moore, would the manufac- 
turer have if he is producing his own body exclusively, not obtaining 
any boclies side 

Mr. Moore. He would not have the same kind of a check, except by 
cost studies. 

Mr. McHveu. Then the only checks are accounting analyses? 

Mr. Moore. Accounting analyses would be the check; whereas the 
other is a practical market check in the sense that you actually com> 
pare market prices with your own costs. 

Senator O’Manonry. Proceed. 

Mr. Moorr. While one may conclude that no firm could survive 
without enjoying some of the advantages of partial integration, the 
extent to which it has been accomplished varies widely within the 
industry. Professor Davisson has constructed a convenient measure 
of relative degrees of vertical integration. He uses the ratio: amounts 
paid to suppliers over amounts paid to emplovees. While this is not 
a meaningful absolute measure (the ratios of value added to materials 
purchased very widely between different products in industry gen~ 
erally) it is a useful comparison betw een firms whose product struc- 
tures are similar. Three annual compar isons of five firms are shown 
in table 1. The Ford Motor Co.’s degree of integration cannot: be 
ieasured, but it is estimated to be below General Motors and above all 
other producers. : 

Senator O’MAHONFY. Why do you say the Ford Motor Co.’s degree 
of integration cannot be measured ? 

Mr. Moore. Because of the lack of published financial figures to tha 
same extent they are published for the publicly held corporations. 
ae will be corrected within a few months as the stock is publicly 

eld 

Senator O’Manoney. This table which appears to have been taken 
from Professor Davisson’s book, The Marketing of Automobile Parts, 
would indicate that Packard Motor Car Co. had the largest, 3-year 
average of integration; is that correct ? 

Mr. Moore. Had the largest 3-vear average of ratios. The large 
ratio here indicates a small degree of integration. 

Senator OManoney. The large ratio indicates a small meerees 

Mr. Moore. A small degree of integr ation. as 

Senator O’Manonry. So that General Motors, having the smallest 
ratio, 1.87 under the column “3-year average,” in fact had the largest 
amount of integration ? 7 | 
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Mr. Moore. The largest degree of integration. 

Senator O’Manoney. Yes. Next to that was the Nash-Kelvinator 
Corp. at 2.68 ? 

Mr. Moore. Yes, sir. 

Senator O’Manoney. After which comes Studebaker with 3.02; 
Chrysler with 3.65; and Packard with 3.71? 

Mr. Moore. Yes, sir. 

Senator O’Manoney. Thank you, sir. 


(6) FREQUENT MODEL CHANGES WITHOUT OFFENSE TO PUBLIC TASTES 


Mr. Moors. The most economical production is the continuous out- 
put of a fixed model. This has not been possible since 1925. Two 
types of compromise must be made between conservatism and radical 
style changes. First, major changes are undertaken only every 3 years 
orso. (The cycle of major style changes seems to be growing shorter.) 
Intervening years are marked by inexpensive decorative changes and 
expensive publicity about new models. 

he second compromise is made between the market’s insistence 
on change and its essential conservatism. Styling and design are deli- 
cate arts; the 1934 Chrysler and DeSoto Airflows failed, while the 
1947 Studebaker succeeded. It is interesting that although the Chrys- 
ler products of the early 1950’s were designed for rational consumer 
preference, they failed to appeal. A distinction must be drawn be- 
tween engineering and styling. Fine engineering cannot be seen; it 
must be attractively packaged. 

The small firms must be more skillful than the large firms, for 
several reasons. First, total design and tooling costs are not propor- 
tional to volume. Second, since small firms appeal to minority tastes, 
they must have special features. Third, being in the minority, their 
models are out of line if radically different. 

By that I mean that the automobile or a combination of automobiles 
making up the majority of sales, no matter what it did to its design, 
would not be regarded as queer, because the majority is, after all, not 
queer or strange ; whereas, a firm which sells 2 or 3 percent of the market 
might be regarded as a rather peculiar-looking automobile if it did 
not happen to appeal to public tastes, and the small ‘firms, I think, are 

uite restricted in their necessity of having some special appeal for 
their cars, at the same time to be sure that the public does not turn 
them down on the grounds that the design is in poor taste. 

Tooling and parts costs may be higher for small producers than for 
large producers. If forced to follow rather than lead, orders may 
have to be placed Jater—thus more overtime labor may be used by 
suppliers. Small orders are generally more expensive to supply than 
large orders, regardless of the time element. 


(7) A SATISFACTORY USED-CAR MARKET 


The concentrated structure of the industry may be due in large 
art to the behavior of the used-car market. One of the greatest. 
nt to a producer is a rapid decline in the resale values of its 
products. This was one of the Chrysler Corp.’s difficulties through 
1954. Small producers generally suffer this disadvantage. New 
producers and those rumored to be on the way out are especially 


STUDY OF THE ANTITRUST LAWS 9277 


troubled by it. The Kaiser Motor Co. did not overcome its newness 
in this respect before doubts concerning its life hastened the decline 
in its sales. 

It appears to be rational for used-car buyers to fear the products of 
new or rapidly declining firms, for service facilities are important. 
It is not quite so clear why used-car buyers discount the products of 
the sounder small firms as much as they do. A part of the explanation — 
is that their new models may be somewhat overpriced for their char- 
acteristics, and this is merely squeezed out on the first trade. Some 
deficiencies in servicing facilities may be encountered, but this is not 
serious for most of them. The theory that Big Three dealers delib- 
erately depress the trade-in values of independent makes is not sound. 
The self-interest of a dealer would prevent him from pushing this 
beyond a point justified by the realities of the market. Used-car. 
dealers report that the independent makes go cheaply at auctions— 
the auction buyers cannot be imagined to be acting in concert to 
depress the prices of these makes. The answer must be that an 
independent make has smaller potential market, hence a slower turn- 
over, either for a used-car dealer or for an owner. Thus success 
breeds success in the automobile industry, and a firm does not dare 
to become too small, lest it be criticized by the used-car market for 
simply being too small. 

Briefly to outline the history of the industry, we may better under- 
stand the existing pattern of, the industry, 1f we briefly review its 
history. This history may be conveniently divided into five stages, 
each of which has its peculiar significance for the growth of certain 
characteristics of the industry. 

The first period I designate as purely experimental, very little 
commercial-type production, through 1898. 

As early as 1865 one can identify a gasoline-powered vehicle built 
in Vienna by Siegfried Marcus. But he considered it of no practical 
importance. German, French, and American mechanic-inventors 
made important advances during the following 35 years, but the 
product remained an experimental one. 

The American pioneers—the Duryea Bros., Ford, King, Olds 
Winton, and others—were interested in the practical usefulness o 
their vehicles. There were many difficulties—the products needed 
a lot of rea Neda the public was suspicious of them, and there 
were virtually no adequate roads. Vehicles were manufactured on 
very small scale; often on order. Prior to 1899, commercial produc- 
tion can hardly be said to have existed in the United States. Experi- 
ment and development prepared the way for commercial production 
at the turn of the century. 

(2) 1899 through 1910.—Small firms producing for a limited mar- 
ket: 25,000 vehicles were produced in 1899; 187,000 were produced 
in 1910. Many small firms were able to enter this market, because 
of the small capital requirements and the growing demand. More 
than 1,000 firms are reported to have been formed to produce auto- 
mobiles between 1895 and 1926. Most of these were paper firms, 
stock-promotion schemes, or serious but stillborn efforts. Ralph Ep- 
stein’s figures—total of 181 firms in commercial production between 
1903 and 1926—is probably accurate. Failure of a single model—and 
most of them were experimental—could easily ruin such a firm. The 
Olds Motor Works was one of the largest of the firms, selling 25 
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percent of the market in 19038. Yet when Durant secured it for 
General Motors in 1908 it was declining. | 

In spite of the freedom of entry and the small sizes of the firms, 
the competition should be described, in Chamberlinian terminology, 
as “monopolistic competition.” The firm’s products were always dif- 
ferentiated, and sold as special products designed for special tastes 
and special urses. Vigorous selling efforts were yplee from the 
beginning of the industry. At this early stage it was discovered that 
a vigorous dealer organization was essential for the survival of a firm. 
The importance of dealers has not declined. Indeed, the strength 
of the dealer organization is now a crucial factor in the survival of 
any firm, no matter how large. The somewhat sensitive nature of 
dealer-manufacturer relations is due to the special needs of the 
manufacturer. 

An attempt at monopoly contro] by the Association of Licensed 
Automobile Manufacturers ended in victory for the Ford Motor Co. 
in January 1911. The unhappy spectacle of the Selden gre group 
trying to extract tribute from this infant industry had two major 
effects. 

First, the industry and the public learned to regard the business 
as one that should be free from monopoly controls. Ford, especially 
was delighted with his role, and continued to be an “uncooperative’ 
spirit in the industry—even avoiding the Automobile Manufacturers 
Association, one of the successors of the ALAM. Ford’s attitude 
intensified the vigor of the competition in the industry, especially 
under the stress of the 1930’s. 

Senator O’Manoney. By whom were the members of this Asso- 
ciation of Licensed Automobile Manufacturers, which apparently was 
overcome by the Ford Motor Co. in January 1911, licensed ? 

Mr. Moore. I believe the name was the Electrical Automobile Manu- 
facturing Co.—that isan approximate title. It held title to the Selden 
patent, and licensed it to manufacturers of automobiles. 

Senator O’Manoney. The word “license” in this connection then 
means a licensee of a patent ? : 

Mr. Moors. Yes, sir; that is correct. | : 

Senator O’Manoney. And the failure of this Association of Li- 
censed Automobile Manufacturers holding the Selden patent arose 
from the fact that the Ford Motor Co. was unwilling to subject its 
growth to the patent? 

Mr. Moors. That is right, sir. | 

May I elaborate just a little on that story? 

_ Senator O’Manoney. Yes; of course. : a 

Mr. Moors. According to testimony of Edsel Ford, the ticensing 
association one time refused a license to Mr. Henry Ford on the ground 
that he was a fly-by-night operator, and they were not sure whether 
he was going to be a stable manufacturer. 

Within less than a year they began actions against him for operating 
without a license, manufacturing his automobile without a license. 

The litigation continued for a number of years, and finally a suit 
against Ford was dismissed on the grounds that the Ford automobile 
was using the 4-cycle engine, while the Selden automobile, which was 
patented, used a 2-cvcle engine, and since all the automobile manufac- 
turers by that time were using a 4-cycle engine, this meant the end of 
the effective power of the licensing association. 
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Senator O’Manoney. And then there developed in the automobile 
industry the practice of pooling patents; did there not? 

Mr. Moore. Yes, sir. 

Senator O’Manonery. Has there been any recent change in that? 

Mr. Moore. That has become much less important since 1930. 

Senator O’Manoner. Why? 

Mr. Moore. Fewer of the patents had been contributed to the pool, 
as I understand it. Firms in the subsequent agreements, subsequent to 
1930, firms have not contributed all of the patents which they hold, 
and they themselves tend to regard it as less important vehicles for 
exchanging information. 

Senator O’Manonry. By and large, according to what you have 
said in vour testimony, the number of manufacturers in commercial 
production of automobiles fell from about 181 in 1903 to 6 about the 
present time? 

Mr. Moore. That is correct. 

Senator O’Manoney. Did the patent 

Mr. Moore. I am sorry that I spoke too quickly. The maximum 
number in existence at any one time was 88 in 1921; 181 is the total of 
firms who were actually in commercial production at one time or an- 
other between 1903 and 1926. 

Senator O’Manoney. What you meant by your statement was be- 
tween 1903 and 1926 there were 181 firms in commercial production 
at one time or another? 

Mr. Moore. At one time or another; that is right, sir. 

penator O’Manoney. But the highest number during that time was 
88 ? 

Mr. Moore. Was 88. 

Senator O’MaHoney. What year was that? 

Mr. Moors. That was in 1921. 

Senator O’Manoney. In 19212 

Mr. Moore. I believe is was in 1921; it could have been 1922. 

Senator O’Manoney. So that since 1921 or 1922 there has been a 
continuous reduction of the number of firms engaged in the manufac- 
ture of automobiles? 

Mr. Moore. Not quite continuous. There was a slight increase 
around 1929 or 1930. I have a chart on which I have plotted that. 
Should I bring that out at this time? 

Senator O’Manoney. I think it would be interesting to see that 
chart, if you have it available. 

Mr. Moore. It simply is illustrative. It is a line graph showing the 
number of firms in existence at any one time. It shows the rate of 
decline since 1921. It has not been continuous. 

Feb O’Manoney. But it has been, on the whole, a steady de- 
cline % 

Mr. Moore. Yes. 

This [pointing] graphically depicts the change in the number of 
firms producing automobiles at any one time. 

The lines at the bottom simply show the number of entrants and 
number of exits for the years up to 1922. 

In some years there were a large number of new firms, 10, 12; other 
years or sometimes the same years, as many as 10, 12, 13 firms who 


failed. 
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Senator O’Manoney. That would appear to indicate that entrances 
into the field ceased about 1925; is that right? 

Mr. Moore. Since 1923 there has been no successful entrants, suc- 
cessful in the sense that he is still surviving. There were a number 
of entrants, as you see. That was not quite continuous around 1930. 
I can recall only a few of them. Cord was one, American Bantam 

Senator O’MaHoneEy. There was a rise, and then a precipitous fall, 
and the entrances, as charted on this graph, took place, it would seem 
to me, about halfway between 1920 and 1930, which would be 1925; 
but your judgment is it was about 1923? 

Mr. Moore. That is right. 

Senator O’Manoney. The exits were very rapid during the early 
twenties ? 

Mr. Moore. Yes. 

Senator O’Manoney. And none are reported there after 1925, but 
there have been some exits—— 

Mr. Moore. Yes. 

Senator O’Manoney (continuing). Recently? 

Mr. Moore. Yes. My data are simply not continued beyond that 
point, Senator. 

Senator O’Manoney. Now, the heavy line means the number of firms 
remaining ? 

Mr. Moore. Number of firms remaining in that year; yes, sir. 

Senator O’Manoney. Back in 1923 you have the highest, which 
was 88. You were down to about 38 in 1929; there was a slight in- 
crease, and then there has been a more or less steady decline until 
now, according to this chart, the number of firms is less than 10? 

Mr. Moore. That is right. 

Senator O’Manoney. Mergers have been approved in recent years 
which reduced the number to six? 

Mr. Moorre. To six. | 

Senator O’Manoney. And the fight is not over yet? 

Mr. Moore. I do not believe it is. 

Mr. McHueu. Professor Moore, during the period in which there 
were the largest number of firms in the field, were there only a few 
producers doing the great bulk of the business? 

Mr. Moorr. Not to the extent that it is true today. My memory 
is not exact on figures. It was true in 1921 that the Ford Motor Co. 
produced more than 55 percent of the total, yet the remainder was 
divided up more equally than it is today. 

Mr. McHveu. Is that the largest amount ever done by any single 
producer ? 

Mr. Moore. So far as I know, that 1s the largest percent of the total 
market ever sold by a single producer. 

Those figures vary, depending upon whether the historian records 
total produced or total number sold; the figures in the Wall Street 
Journal yesterday indicated that he had more than 60 percent in 19215 
but those were figures of production and not of sales. Some of them 
were not sold that were made. 

Senator O’Manoney. Do you have in your paper a final conclusion 
of opinion as to the reason for this steady decline in the number of 
manufacturers ? 

Mr. Moore. Yes; I have. 
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Senator O’Manoney. I will not anticipate it by developing it. You 
develop it in your own way as you go along. I think it is important 
to describe that opinion as clearly as we can. 

Mr. Moore. I touch upon that in the description of the events in 
the 1930's. 

Senator O’Manoney. All right. 

Mr. Moort. May I paraphrase some of this? 

Mr. McHucu. Yes; if you would rather speak from your notes. 
: Ae Moore. This is rather long and, as I say, it might be rather 

ull. , 

Senator O’Manoney. Well, that being the case, the whole of your 
paper will appear in the record together with the paraphrase. 

Mr. Moore. Another outgrowth of the hcensing agency that was 
defeated by Ford was the formation of the Society of Automotive 
Engineers. This was a function that this group carried on. 

This Society of Automotive Engineers contributed a great deal to 
the technology of the industry, without any discernible ee 
effects, or none of which I am aware and, as has been already brought 
cut, patent pooling by the AMA was also important for a time, but 
not much since 1930. 

Two of the giants were created in this period, that is, up through 
1910. Each contained two ideas which were to be essential for ie 
growth of a successful firm. 

In 1909 Mr. Ford announced the model T Ford. This was to be 
frozen in design, produced on a moving assembly line in such large 
quantities and for such a low price that, as he put it, he would sell to 
the other 95 percent of the market, claiming that present producers 
were only touching the 5 percent of the elite buyer. 

The success of this principle was so marked that the transportation 
habits and living habits of the Nation were transformed. 

The highly standardized nature of the product had to be modified 
later. But the principle of producing in very large volume and shav- 
ing costs to the bare minimum is one of the important principles on 
which the industry has grown. 

His ideas on vertical integration became important to the industry. 
He integrated vertically on what I call an opportunistic basis. 

When he found that he thought he could utilize his own personnel 
or his own plant to produce a part better than it was being produced, 
he would try to do so, or when he thought that he could teach sup- 
pliers a lesson by showing them how to do it or shaving the costs of 
doing it, he would try to do so. 

Some of his vertical integrations defy explanation. Some of them, 
~many of them, as you know, were later dropped. 

Mr. McHuau. Mr. Moore, did Mr. Ford integrate by buying other 
companies ? 

Mr. Moore. Not that I know of, with the exception of the horizontal 
integration into the Lincoln. I do not know of vertical integration 
that involved the purchase of parts. They have occurred, but I have 
not run across them. 

Durant, William Durant, on the other hand, transformed General 
Motors Corp. in this period, and seems to have had two principal ob- 
jectives, that 1s, as far as the production of automobiles is concerned. 

He wanted a diversified product line; he wanted this cushion to be 
provided against the failure of any one model; and he felt that financ- 
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ing by bankers, by the stock market or by other industrialists, was im- 
portant to creating a stable firm. 

He succeeded in acquiring a line of successful automobiles with a 
considerable waste involved because he did discontinue more cars 
than he continued to produce. Some of them were quite experi- 
mental. He was only giving them a try, in his own terms. He 
wanted to acquire as many different kinds of cars as he could. 

Although he used the holding company device, as did many of the 
trusts of the period, I am unable to determine whether he had an idea 
of monopolizing the industry. 

He might have bought Ford, Reo, and Maxwell-Briscoe, but he was 
unable to raise sufficient cash. These people were willing to sell to 
him at one time, and he was anxious to buy. 

Mr. McHuven. In connection with this early history of General 
Motors, Professor, do you happen to know what the relative market 
position was of the Oldsmobile and Cadillac line which Durant added 
to his Buick? 

Mr. Moore. I do not know of the percentage in percentage terms. 
Cadillac was one of the outstanding cars—remember, these were all 
small firms in 1908. Ford itself was not a big firm at that time, but 
relative to the other small firms, Cadillac was important; Olds had 
been the most important. Reo was important among the small firms; 
Maxwell-Briscoe was, and he acquired the Oakland, which was one 
of the important firms at that time. A lot of others that he acquired 
were very unimportant. 

Mr. McHucu. When he acquired Oldsmobile, then, he was actually 
buying the company which was the largest producer in the field at that 
time ? 

Mr. Moore. No, sir; that is not true. It had been. It was—it had 
declined by the time he bought it. It had declined in relative terms 
sie in absolute terms, and Mr. Olds himself was out of the firm by 
then. 

Durant made the statement that is quoted somewhere that he paid 
$1 million for a name when he bought Oldsmobile. It was not one of 
the major producers in that year. 

Mr. Hardy, A. B. C. Hardy, quotes Durant, for instance, as to trying 
to analyze what Durant was doing, “I was for getting every kind of 
car in sight, playing safe all along the line.” 

Bv “playing safe,” he meant having a wide variety of producers. 
He did rot sav every car, but he said every kind of car, and Mr. Hardy 
interpreted this to be variety. 

Mr. McHvon. Professor. if Mr. Durant had been successful in his 
attempt to acquire Reo and Ford and Maxwell-Briscoe at that. time, 
what would have been the approximate percentage of the market he 
would then have controlled ? : 

Mr. Meore. I do not. know. 

Mr. McHven. Would not this—— 

Mr. Moors. A large number of firms in existence at that time was 
the situation. They were coming and going very rapidly. I do not 
know the production figures of that year, 1908, so I cannot answer that 
question. 

Mr. McHven. Would not. this have represented, though. all the 
principal producers of cars at that time? 
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Mr. Moore. It would have represented a large portion of the major 
peers of the best-known producers; that is correct. I do not 

ow Just what proportion. 

His need for funds in 1910 caused him to lose control of General 
Motors to bankers. From 1911 through 1922—— 

Senator O’Mauoney. Wait a minute, you are skipping the forma- 
tion of the holding company, the Chevrolet Motor Co., as purchased by 
the existing Chevrolet Motor Co., and then the entry of the Du Ponts 
with funds. 

Did the Du Ponts eject Durant ? : 

Mr. Moore. They did in 1920, Senator. I have not come to that 
section of it yet. I am just beginning the section on the period of 
history from 1911 through 1922 in which this occurred. 

Senator O’Manoney. That is what Iam reading. It is on page 18. 

Mr. Moorr. This is the part I was about to begin. 

Senator O’Manonrey. All right. | 

Mr. Moore. My emphasis in the period is the growth of two giant 
firms which were acquiring characteristics that have since become 
essential to the survival of an automobile industry. 

The total industry production grew until in 1922 it was 2,656,000 
vehicles per year. 

I have already indicated that in 1921 Ford had 55 percent of the 
total. 

The mass-production process, the moving production line was com- 
pleted, according to Ford, by 1914, and this principle of production 
came to be adopted by all of the firms that were able to survive. 

The rapid growth of the demand permitted the easy establishment 
and growth of new firms. 

The total number of producers reached a maximum of 88 in 1921. 

Durant was still active in the industry. He backed Louis Chevro- 
Jet’s development of a new, ight automobile to compete with the Ford. 

The Chevrolet and the Little, both produced by Durant firms, were 
moderately successful. 

In 1915 Durant established the Chevrolet Motor Co., of Delaware, a 
holding company. It first acquired all of the stock of the existing 
Chevrolet Motor companies. Then with funds supplied partly bv the 
Du Ponts, it acquired a majority of the outstanding common stock of 
the General Motors Corp., of New Jersey. 

Senator O'Manoney. Well, now, that is what I was trying to clarify. 

On page 17, at the end of the paragraph, paragraph 2, your last 
sentence says: | 

In any case, the need for funds in 1910 caused him to lose control to a banking 
syndicate under terms that were extremely favorable to the latter. 

Who was the “him” referred to in that sentence? 

Mr. Moorr. Durant. 

Senator O’Manoney. So Durant in 1910 lost control to a banking 
syndicate? 

Mr. Moors. Yes, sir. 

Senator O’Manoney. Then we turn’ to page 18, and there the con- 
cluding—the second sentence or the third sentence from the end of 
the second paragranh: 

“In 1915 Durant’—that is 5 years after he lost control to the bank- 
ing syndicate—“established the Chevrolet Motor Co. of Delaware—a 
holding company.” 
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Mr. Moore. Yes. 

Senator O’Manoney. This company then acquired the stock of the 
existing Chevrolet Motor companies. 

Mr. Moors. There were several in existence then. 

Senator O’Manoney. Then with funds supphed by the Du Ponts, 
_ acquired a majority of the outstanding common stock of General 

otors. 

What happened to the banking syndicate? 

Mr. Moors. The banking syndicate had made loans to General 
Motors Corp., and as conditions for the loans they had controlled the 
finances of the corporation, and some of their representatives were on 
the board of directors, and Durant himself was out as president—this 
is according to the stipulations made when the loans were made. 

Now, the funds that were raised by the Chevrolet Motor Co. were 
in turn, used to complete the commitments, commitments which were 
being made to the bankers by the operation of General Motors itself, 
and eventually the loans to the bankers were paid off. 

Senator O’Mancnry. When was Durant finally forced out, and by 
whom, the banking syndicate or the Du Ponts? 

Mr. Moore. In 1920 the Du Ponts and the Morgan banking firm, 
J. P. Morgan banking firm. 

Mr. McHvucn. Was not Mr. Durant out entirely between the years 
1910 and 1915, when the bankers had control of the corporation under 
a voting trust ? 

Mr. Moors. He was out entirely during that period. 

Mr. McHoveu. It was shortly after 1915 that Mr. Durant began to 
acquire an interest in the Chevrolet Co.? 

r. Moors. He had an interest in the original Chevrolet Motor Co. 
engaged in producing and selling Chevrolet cars; that was acquired 
during that period. I do not know just what dates, between 1910 and 
1915. In 1915 he formed a new Chevrolet Motor Co., which was a 
holding company. 

Mr. McFvex. But during the time he was acquiring his interests in 
Chevrolet, he was completely out of the control of the General Motors 


ie 
r. Moore. He was completely out of control of General Motors 
Corp. He owned stock. 

Senator O’Manoney. Proceed. 

Mr. Moors. Unable to persuade—this was after the formation of 
Chevrolet Motor Co., the holding company, and the purchase of the 
outstanding common stock of General Motors Corp. of New Jersey— 
unable to persuade General Motors directors to admit the Chevrolet 
Co., Durant voted Chevrolet’s GM stock and secured control. 

He became president somewhat reluctantly, when Charles Nash 
resigned, and Pierre du Pont became chairman of the board. . 

Genera] Motors Corp. of Delaware was organized—at first a holding 
company—with the right to pyramid. 

Now, the presumably small company, Chevrolet, actually owned 
General Motors. The General Motors holding company was formed 
to turn this upside down, and put General Motors on the top, as Durant 
thought it should have been. 

Most of the subsidiaries were then dissolved, becoming operating 
divisions of General Motors. 
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Under the leadership of Pierre du Pont and Alfred P. Sloan, this 
was developed into the famous decentralized management plan, 
whereby a maximum of divisional autonomy in operation was com- 
bined with central coordination of finance, research: accounting and 
inventory control. | 

The Du Pont interest in General Motors was increased by further 
purchase of stock, so that by 1920 it amounted to 23.96 percent of the 
outstanding stock. 

The Du Pont interest has remained at approximately 23 percent 
since that time. 

Seltzer notes that in 1923 the Du Ponts were called upon to sell the 
General Motors stock they had purchased from Durant, so it could be 
resold to General Motors executives. Instead they sold their stocks 
to their subsidiary, General Motors Securities, thus retaining undimin- 
ished control of General Motors Corp. 

He wrote in 1926: 

Control of the General Motors Corp. is possessed by E. I. du Pont de Nemours 
& Co., and its affiliated interests. 

Senator O’Manoney. Will you explain to whom they sold their 
stock in the subsidiary, General Motors Securities, and how, by the 
sale of that stock did they retain undiminished control of General 
Motors ? ; 

Mr. Moore. General Motors Securities had been formed, and Gen- 
eral Motors Securities owned a good deal of stock in General Motors 


rp. 

Senator O’Manoney. Well, General Motors Securities was a Du 
Pont holding company ? 

Mr. Moors. It was a Du Pont organization; it was a Du Pont sub- 
sidiary. It was owned by the Du Pont family, and the Du Pont Corp. 

The stock that they were to sell was some of the General Motors 
Corp. stock that they had acquired from Durant. 

I understand your questions better now, Senator, I think. There 
was a paragraph missing, which is the description of the—perhaps 
this comes later. I describe it very briefly later, the event of 1920 in 
which Mr. Durant—— 

Senator O’ManHoney. Well, sometimes paragraphs are dropped 
frora mimeographed statements. Will you see that it is read, for 
the record, please? 

Mr. Moore. In 1920 Mr. Durant tried to support the price of Gen- 
eral Motors Corp. stock in a falling market. He engaged in buying 
to the largest extent that he could, with his own resources and re- 
sources that he could borrow, pledging General Motors Corp. stock 
that he already owned, plus that which he was buying, in an effort to 
prevent the fall and decline in the price of General Motors stock. 

Eventually his indebtedness reached several million dollars. He 
was not himself quite certain how much he owed. 

The banks who had loaned him the funds began to become con- 
cerned over his position in the market, and the Du Ponts and J. P. 
Morgan banking firm together assessed the situation, found out how 
much he owed, and put funds into the purchase of this stock to clear 
up Mr. Durant’s debts, and to prevent the dumping of all of this 
stock that he owned on the market by foreclosure by the banks who 
had loaned him the money. 
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-’ Senator O’Manoney. Now, referring to the last sentence in the 
first paragraph of page 19, it reads: 

He wrote, in 1926: 

“Control of the General Motors Corp. is possessed by E, I. du Pont de Nemours 
& Co. and its affiliated interests.” 

Does that mean that that was the situation in 1926? 

Mr. Moors. That was the situation, according to this recognized 
historian of the industry. I quote this as an indication of judgment 
made in 1926 as to where the control lay. 

Senator O’Mauoney. As of that time? 

Mr. Moore. As of that time. 

Senator O’Manoney. Yes. Thank you very much. 

Mr. Moore. Neither the purpose nor the extent of this control is 
entirely clear. However, John J. Raskob, a Du Pont executive, once 
wrote this: 

Our interest in the General Motors companies will undoubtedly secure for us 
the entire Fabrikoid, Pyralin, paint, and varnish business of those companies, 
which is a substantial factor. 

Arthur Pound, in another history—his was the history of the for- 
mation of General Motors—placed this motive in a broader context. 
E. I. du Pont de Nemours, being primarily a producer of explosives 
at that time, was periodically faced with excess capacity and large 
accumulations of earnings, both being the results of having just sup- 
plied someone’s war needs. 

In 1915 it was clear that it would again be in such a position within 
a few years. A growing peacetime industry might provide a profit- 
able investment for funds, and a market for their expanded productive 
capacity. 

Accordingly, they entered the automobile business. 

Durant had needs that such a group might supply. He wanted to 
get on with the job of building a sound automotive giant. He needed 
money and power, and relief from the strictures of banker control. 
This was referring again to his 1910-15 exile from General Motors, 
due to the stringencies placed on him by bank loans. 

He needed the confidence of the banking community, however, which 
he feared he did not have. 

As a result of this combination, with the Du Ponts firmly in com- 
mand of finances, banker and public confidence in General Motors 
rose. 

Their presence insured that stability would have a strong voice at the council 
table— 
again, to quote Mr. Pound. 

The Du Ponts, in turn, were assured the power to protect their 
investment, and had the privilege of developing this market for their 
products. 

Mr. McHten. Professor, the Du Ponts bought into General Motors. 
Did this represent anything more than a purchase of stock from exist- 
ing investors or did they make a positive contribution in the form of 
capital to the company ? 

fr. Moone. As far as I know, the operation was one of buying stock 
that was already issued, or in the market. 

Mr. McHuen. It simply represented a transfer in ownership ? 

Mr. Moorr. As far as I know. 
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A serious financial misadventure resulted in Durant’s ouster. De- 
velopment of the corporation along the general lines laid out by Durant 
and the Du Ponts continued after his departure, however. 

E. I. du Pont de Nemours and its subsidiaries sold increasing quan- 
tities of their products to the growing firm. | 

Several features of the organization of General Motors operated 
against. their securing exclusive privileges with the General Motors 
divisions, however. 

First, since much of the horizontal and vertical integration had been 
achieved by the acquisition of firms and their personnel, considerable 
influence continued to be exerted by former owners of the subsidiaries. 

Second, the principle of decentralized management gave autonomy 
and ey oaibliy for costs and quality to division managers. Both of 
these factors resulted in resistance to total penetration by Du Pont 
salesmen. 

Third, a management principle was developed which advised against 
reliance upon a single source of supply for any product. 

Fourth, the principle of competitive procurement of parts and sup- 
plies tended to force the Du Pont enterprises to bid low if they were 
to retain their markets. 

Thus, although General Motors was Du Pont’s largest customer be- 
tween 1939 and 1949, only two-thirds of its finishing materials came 
from Du Pont. 

Senator O’Mauoney. Well, what would you consider a large 
amount ? : 

Mr. Moore. That is a very satisfactory amount, Senator. 

Senator O’Manoney. I should say so. The Du Ponts were not 
starving at that time, were they ? 

Mr. Moore. No. 

In 1949, the purchase of tires from United States Rubber Co. by 
General Motors divisions varied from 50 to 64 percent of the various 
divisions’ needs. These are, of course, highly satisfactory sales records. 

Senator O’Manoney. Do you have a list of the commodities which 
Du Pont was selling to General Motors? 

Mr. Moore. No, sir; I have nothing like a complete list. I have in 
the—— 

Senator O’Manoney. Here is the sentence: 

Thus, though General Motors was Du Pont’s largest customer between 1939 
and 1949, only two-thirds of its finishing materials came from Du Pont. 

Now, that means that somewhere, there is a reference here to the 
126 Federal Supplement 235—that is a legal case, the title of which 
is not given— thus it is plain that during this 10-year period, two-thirds 
of the finishing materials, at least, came from Du Pont. 

Mr. Moore. Yes, sir. 

Senator O’Manoney. Now, were there any other materials? 

Mr. Moore. There was coated fabric, which was a very important 
material. It declined in importance as the all-steel bodies were pro- 
duced, but returned again in some importance as upholstery materials 
turned from cloth to coated fabrics. 

There were more genera] industry chemicals, there were tires, of 
course, probably next in importance to coated fabrics and finishes. 

Senator O'Manoner. I take it that 
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Mr. Moore. This represents a summary of the evidence presented 
in United States versus E. I. du Pont de Nemours, General Motors, 
and United States Rubber. 

Senator O’Manoney. Through this reference you can get the entire 
list ? 

Mr. Moore. I would not say a complete list was presented to the 
court. I simply do not know how complete those lists were that were 
presented in the exhibits in court. 

Senator O’Manoney. If you can give us from your own research a 
statement of the commodities of all kinds, not finishing materials 
alone, but of all kinds, sold by Du Pont to General Motors, I think 
it will be helpful. 

Mr. McHvau. I think, Senator, we will have some more detailed 
information on that in connection with some subsequent testimony, 
probably this week. 

Senator O’Manoney. Very good. 

Mr. Moore. The next section is a rather long period, but I describe 
it as the period in which the Big Three developed. as important factors 
in the industry, and you have the term “independent” becoming more 
important, describing the small firms existing alongside three major 
producers. 

This is the period of extremely rapid decline in the number of 


S, 

The Chrysler Corp., formed in 1923, soon grew into a major pro- 
ducer by completing its product line, B deecoe p the Dodge Bros. 
properties, adding to the Chrysler and developing two of its own 
products, Plymouth and the DeSoto, to complete the price line, and 
advancing the notion of frequent model changes, and highly styled 
products, capturing the public’s attention in this way, plus the fine 
engineering that went into cars, becoming by 1937 more important in 
the industry than Ford, in terms of total sales. 

The intense rivalry between the Big Three blanketed the market to 
the extent that entry was virtually closed and the exit of a small firm 
eaceedingly easy. 

There is no evidence of any overt actions on the part of existing 
firms to prevent entry or to hasten exit. 

Professor Vatter puts it this way: 

_ Furthermore, the emergence of such immobility appears entirely possible in the 
absence of any significant “collusive,” deliberate, or “artificial” barriers to 
entry: The barriers are imminent in the very structure and modus operandi 
of markets characterized by fewness, together with heavy fixed equipment, 
plateaus in the secular trend of demand, technical complexity of the product, 
plant and product diversification, extensive marketing and/or servicing facilities, 
product diversification, and, in the case of the auto industry, retooling for major 
body changeovers. 

Mr. McHucu. Professor, does the difficulty a manufacturer has in 
obtaining an adequate dealer organization raise an important barrier 
to entry into the field today ? 

Mr. Mooreg. I would say it is of considerable importance. It takes 
time and experience in relations with dealers; it takes a volume for 
dealers to sell. 

There are plenty of candidates for dealerships if a new firm were to 
start. But unless they can begin quite soon to sell fairly large volumes 
of cars, they are not going to make their living selling cars. 


N 
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As I said earlier, they may be primarily farm-implement dealers 
or auto-repair shops, and as dealers they may, therefore, not be as 
competent, experienced as the existing dealers who live primarily by 
selling cars. , 

Mr. McHueu. Has the increased emphasis upon annual model 
changes, and the very high cost of tooling that that involves, placed 
a particular barrier against entry by manufacturers ? | 

Mr. Moore. An extremely important barrier because it is not a 
matter of successfully designing one car, setting up an efficient pro- 
duction plant to produce it. 

You have to design one every year, or at least every 2 or 3 years at 
rather large costs in engineering, tooling, and you must sell within 
that 3-year period enough cars to justify those tremendous design 
and tooling costs. 

The period of 1946 through 1954 I simply describe as the satisfaction 
of the deferred demand, and another leveling off period at the end 
of which we saw some more attrition in the number of firms. 

In addition to the mergers which reduced the firms from 9 to 6, a 
considerable reorganization of all the firms, except General Motors, 
that is, decentralized staff and line type of organization, seems to have 
been introduced into them. 

Their product lines have undergone considerable changes, and we do 
not know yet what will be the results of automation in part of the 
process, and the new types of labor contracts they have. | 

To quote Mr. Henry Ford II, to indicate what Mr. Ford has 
done, he estimated that 95 percent of Mr. Ford’s facilities are either 
now or have been modernized since 1946. 

Now, in 1955, looking into the future, I predict a period of intense 
rivalry and growth. It is likely that a fairly rapid increase in total 
sales will occur so long as the total economy enjoys prosperity. This 
will be a result of the rivalry between the remaining firms, who must 
continue to operate on the assumption that the structure of the in- 
dustry is not static. 

Intensive selling efforts of the type observed in 1955 will be 
employed. The objective of all but one of the producers is the achieve- 
ment and maintenance of. sufficient size to warrant some feeling of 
com fort. “Sg 

The objective of the largest firm must be to at least retain its rela- 
tive size, for the mores of the industry regard relative decline as evi- 
dence of failure. 

The contest is more difficult for the smaller firms, for they operate 
closer to the margin where small declines become rapid declines. _ 

Also, since all of the seven conditions for the survival of a firm are 
varieties of economies of scale, the small firms must use sharper 
pencils, be content with lower rates of nrofit, or both. 

Now, I then try to indicate some implications of the present structure 
eal industry, and I only suggest four possibilities, and explore them 
wiefly. | 


(1) RELATIVE PROFIT MARGINS AND ECONOMIES OF SCALE 


Cost figures are not available in sufficient detail to provide a test 
of the hypothesis that the survival conditions add up to significant 
economies of scale. 
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.- Crude verification is provided by relative rates of profit in the 
industry, however. Figure 2 shows relative profits as percents of 
stockholders’ investments. Figure 3 shows relative profits as percents 
of sales. 

'- May I let tables 2 and 3 be printed in the record? I do have a graph 
which presents pictorially table 3. Testing the hypothesis, there is 
a regular relationship between size and profit as a percent of sales. 
Crude as this is, as a measure of efficiency, this is one that is readily 
available. 

Arranging the firms in descending order of size, measuring size by 
1953 net sales, the height of the bars indicates profits as percents of 
sales. . , i 
. Senator O’Manoney. There are figure beside each column? 

Mr. Moore. Yes. 
+» Senator O’Manoney. How do you interpret those? 

. Mr. Moors. Those figures are profits as percents of net sales. 

The top figure here on the scale is 12 percent. So that in 1949 and 
41950, General Motors’ profits on its percent of sales were around 11 
or a little more than 11 percent. These are simply the figures taken 
from Moody’s Manual, as reported by the firms. 

Senator O’Mauoney. In other words the cash value, the cash return, 
which they received from the sale of cars, and under your description 
the dealers always pay cash for the cars to the manufacturer 

Mr. Moore. They do. 

Senator O’Manoney. These receipts were sufficient 1n these 2 years 
to produce a profit of in excess of 11 percent of the total sales for 
General Motors? 

Mr. Moorr. May I correct one statement, Senator? That is not from 
the sale of cars, but from the sale of all products. 

Senator O’Manoney. From the sale of all products. 

Mr. Moore. Yes. 

Senator O’Mauoney. Yes. 

Of course, all products, perhaps most of the products, go to the 
dealers, I suppose ¢ 
_ Mr. Moore. Yes, sir. 

- Senator O’Manoney. And that is by far the greatest percentage on 
any of the scales shown here of six different groups ? 

Mr. Moore. That is correct; that is the largest of the firms. 

Senator O’Manoney. And these figures were taken from Moody’s ? 

Mr. Moore. Moody’s Manual, industrials; yes. Those sales 
figures 

Senator O’Mauoney. These figures do not represent your judgment 
of what these saies were, or what the percent of the profits were, but 
this chart is built wholly upon 

Mr. Moore. Moody’s Manual. 

Senator O’Manonry. The report of Moody’s Manual? 

Mr. Moore. Yes. 

Senator O’Manoney. I think, Mr. Burns, we should make an ar- 
rangement to—— 

Mr. Burns. Photograph it, reduce it in size, and include it in the 
record. 

Senator O’Manonry. Yes; and the other charts that he may show. 

(The documents referred to follow :) 
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Mr. Moore. Both measures, that is, profits as to percent of sale and 
profits as to percent of stockholders’ investment, show an unmistakable 
tendency for profit margins and earnings in investments to vary di- 
rectly with size. It is not an invariant relation; differences in ef- 
ficiency do exist for reasons other than size. Also, short-run changes 
in the sales of a firm of given size have great effects on profits. 

There is still another defect to the use of profit as a measure of 
efficiency. We may grant that the products are sold in sufficiently 
competitive markets so that prices are accurate reflections of quality. 
Still, costs may be low for more than one reason. One reason is a 
legitimate economy in the use of resources. Another reason is that 
the resources may be purchased cheaply, not because of the economy of 
large ayant ee but because of the use of superior bargain- 
ing power. e labor resource is purchased in a market that is open; 
and on roughly the same terms for all manufacturers. Parts and sup- 
plies, however, may be subject to unequal bargaining in the industry. 
This possibility will be discussed below. 

If the economies of scale are as pronounced as crude measures indi- 
cate, this appears at first to be a classic case where monopoly is to be 
expected. If economies of scale continue to accrue to the largest firm 
as it grows, then it will continue to grow at the expense of all smaller 
firms. Fortunately, this is not quite the classic case, which assumes 
that the product of the largest firm will satisfy all segments of the 
demand. This is not true of automobiles. Professor Ejpstein’s con- 
clusion still holds, and this conclusion was drawn in 1926: 

Automobiles, however, are distinctly specialty products. Thus monopoly, in 
the sense of an all-exclusive control of the market, is almost unthinkable. 

The danger is that, since entry is virtually closed, a serious error by 
a small firm would be irremediable; the number of survivors could be 
reduced by one for each such error. 


(2) MONOPOLY POWER: PARTS AND SUPPLIES 


A firm whose power dominates a market in which it buys may enjoy 
more than the normal economies of large size. It may enjoy a specious 
sort of economy if its bargaining for a certain automotive part forces 
the price below the cost of producing the part, although all possible 
economies have been employed. The powerful buyer is not necessarily 
aware that he is doing this—for the parts supplier will find it profitable 
to take any order, so long as the price covers the direct costs, rather 
than to lose an important customer and have idle capacity. The ab- 
normally low price will allow him to get by in the short run, but it will 
not permit his survival in the long run, for it does not cover his indirect 
costs, nor. pay a return on his capital. He will fail, or turn to some 
other field, unless he can recover his losses by charging higher prices to 
other automobile manufacturers for the same part, or to customers 
who buy his other products. No matter which of the three eventualli- 
a occurs, someone is paying a price so that the large firm may appear 
efficient. 

Fortunately there are certain checks upon this power, too. The par- 
tially integrated firm would find it a poor long-range policy to destroy 
many of its sources of supply. Since automobile firms buy from each 
other they must check the legitimacy of each other’s buying and selling 
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prices. Since further integration is open to any firm, it need not pay 
someone else’s costs for long. So long as several automotive and other 


outlets exist, the supplier has some choices. 
(3) MONOPOLY POWER: PARTS IN THE AFTER MARKET 


No matter what their degree of vertical integration, producers tend 
to market genuine parts through their dealers and through franchised 
parts distributors. There are advantages to the public in this arrange- 
ment. The number of parts is large, and this is an efficient way to 
distribute them, and to guarantee to customers the kind of qualit 
which the auto assembler feels they should get. However, since bot 
dealer and parts distributor are urged to handle only genuine parts, 
the parts manufacturer who does not sell through the automobile 
manufacturer has considerable difficulty in this part of the market. 

According to Davisson, auto manufacturers use the dealers and 
other franchised parts distributors as competing outlets for genuine 
parts. Though they compete with each other, the combined actions of 
these two outlets result in strengthening the position of genuine parts 
versus nongenuine parts (those not sold by the automobile manufac- 
turer). Davisson points out that the position of any particular auto 
producer in the marketing or repair parts depends upon: 

(1) The size of the assembler and the extent to which it is engaged 
in manufacturing parts of its own and other makes. 

2) The number of its makes in the car population. 

3) The size and caliber of its dealer organization. 

4) The trade acceptance for its original equipment. 

5) The variety and strength of rival after-market channels. 

course, there are many rival after-market channels, notably auto- 

motive chains and mail-order houses. Nondealer repair shops are free 
to buy from any sources. The car owner, however, may learn to insist 
upon “genuine” parts to protect himself against bad quality. Actu- 
ally, if all parts manufacturers who meet the specifications for “gen- 
uine” parts could sell freely to the dealers and distributors, using the 
“genuine” label, then they would not be harmed. Actually, that is 
seldom the case. 


(4) THE DEALERS 


The one-sided nature of dealer franchises has been discussed. There 
are many features of these arrangements which protect the public 
against the local monopoly power which dealers might exercise. Also, 
since the manufacturer is always interested in volume sales and in the 
reputation of his product, including its servicing, he needs consider- 
able power over dealer policies. 

Much of the price competition which is the indication of vigorous 
rivalry in the industry is achieved by the dealers. This may be sound; 
the high-volume low-margin principle may be applied to disteibation 
as well as to manufacture. However, the effects of disparity in the 
sizes of manufacturers are reinforced by differences in their dealers’ 
volumes. Smal]l manufacturers can do much less in the way of “fore- 
ing” or controlling dealer policies, for their potential volumes are gen- 
erally smaller. Unless he is treated “better” in many respects, the 
dealer may be tempted to switch toa Big Three make. Thus, an in- 
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portant competitive practice—the dealer’s price cutting—is strictly 
rationed to the small manufacturer. 

One might ask whether the dealers should be forced to bear all of 
the burden of price flexibility, since it is the manufacturer who insists 
on expanding the total volume of sales. Actually, the dealers do not 
bear all of it, for they are rewarded by bonuses, special price, et cetera, 
if their sales exceed certain volumes. A bonus system may be psycho- 
logically superior to a straight price reduction in motivating dealers, 
just as high trade-m allowances may be superior to price cuts in 
attracting consumers. Yet the failure of manufacturers to reduce 
their prices across the board means that they are preserving their 
margins; only giving up enough of them, in the form of bonuses, at 
their discretion, to motivate dealers. 

(The prepared statement submitted by Mr. Moore in its entirety is 
as follows:) 


My name is Donald A. Moore. I ama member of the department of economics 
at Michigan State University and author of a chapter on the automobile indus- 
try in The Structure of American Industry (Walter Adams, editor), published 
by the Macmillan Co. in 1954. 


THE STRUCTURE OF THE AUTOMOBILE INDUSTRY 


Introduction 


My statement will be confined to some observations on the structure of the 
automobile industry. The present structure of the industry is the result of a com- 
plex mixture of technology, business organization, and public acceptance of the 
product. The analysis of the industry is divided into four steps. TIirst, its 
present composition will be described briefly. Second, seven requriements for 
the survival of a firm as a designer and assembler of automobiles will be sug- 
gested. Third, the history of the industry will be outlined, with special emphasis 
on the growth of firms whose organizations and products meet these seven 
requirements for survival. Last, some implications of the present structure of the 
industry will be explored. 


The industry’s present structure 


The automobile assembly industry may be described as an oligopoly, character- 
ized by competition between six firms; a “Big Three” and three “independents.” 
However, this is neither a static picture, nor a very complete description of the 
business of producing automobiles. 

The industry has never been static in structure for many months at a time. 
Firms have changed in relative sizes, their organizations and their product 
lines have always undergone rapid changes, and the number of firms has changed 
frequently. Early in 1953, there were six independent producers. In 1953, the 
Raiser Motor Co. purchased the Willys-Overland facilities, and the American 
Motors Corp. was forined by merger. In 1954, the Packard Motor Car Co. and 
the Studebaker Corp. were merged. The Kaiser Motor Co. sold negligible quan- 
tities in 1955 ; there is some reason to doubt whether it will continue as a domestic 
producer of passenger cars. Approvals of the 1953 and 1954 mergers by the 
Department of Justice and the Federal Trade Cammission were based on the 
proposition that the mergers would help to maintain competition in the industry 
by strengthening the remaining small firms.* 

The product lines have been changed considerably since 1953. Ford and 
Chrysler have each added a luxury model. Ford is considering a fifth model 
to fit between the Mercury and the Lincoln The merged independents have 
consolidated their offerings, and some of the small-sized models have been 
dropped.* The sport cars produced by Ford, General Motors, and American 
Motors may develop a significant new market, besides serving as trials for new 
hody styling and other features. The line-expansion activities of the big three 
may increase the difficulties of the remaining independents, who have in the 





1 Automotive News, May 23, 1955, p. 2. : 
2Conversation with an executive. 
>The Hudson Jet, the Henry J. and the Allstate. 
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past relied upon the distinctiveness of their models when compared to the same 
mass-produced cars.‘ 

Extensive reorganization has been going on within all of the firms except 
General Motors. One of the principal objectives seems to be a decentralized. 
staff-and-line type of organization. Greater vertical integration seems to be an 
objective of several firms. Diversification into nonautomotive products is 
characteristic of most firms and is being pushed vigorously by some of them. 

As Ford and Chrysler vie for second place in the industry, and as the Chevrolet 
division and the Ford division battle for first in sales, the total sales of the big 
three rise—sometimes at the expense of the independents. Furthermore, if 
automation is widely adopted, and if the impact of an annual wage supple- 
ment were to be left in declining markets, the advantages of large size might 
become more pronounced. In short, it is a brave man who will predict the 
structure of the automobile assemly industry for more than a year or two ahead. 

This is still only a view of the surface of the industry. Like an iceberg, most 
of it is out of sight. The Bureau of the Census lists 1,904 firms engaged in the 
production of automobiles and parts. This does not include suppliers of glass, 
tires, upholstery, or paint. General Motors alone is said to purchase from 21,000 
concerns,’ though it has the greatest degree of vertical integration of all of the 
producers. There are more than 44,000 automobile dealers, 85,000 nondealer 
repair shops, 188,000 filling stations, and between 9,000 and 10,000 automotive 
wholesalers with repair facilities.° The relationships which exist between the 
auto manufacturers and these firms, particularly the parts manufacturers and 
the auto dealers, involve some of the most interesting intraindustry competitive 
patterns that onecan find. These will be considered later. 


The seven conditions for survival 


Certain conditions must be met by any firm which hopes to survive as an auto- 
motive manufacturer. Clearly, success does not require all firms to meet these 
conditions in equal degree. Some would argue for a shorter list, or for a longer 
list, or would argue that outstanding success in certain directions would exempt 
a firm from meeting other requirements. Yet no firm can—on penalty of failure— 
ignore the importance of these seven requirements. Briefly stated, the survival 
conditions are (1) a diverse product-line covering a considerable part of the 
price range; (2) the ability in most years to sell a sufficient quantity of autos 
and other products to realize the economies inherent in the mass production 
process; (3) adequately financed, dependable, and geographically well-distribute@ 
dealer and service facilities; (4) financial resources adequate to bear the cost 
of inventories, research, model changes, and occasional bad years; (5) an 
optimum combination of vertical integration and outside supply sources; (6) 
the engineering and market knowledge necessary to innovate without departing 
from the market’s notion of an acceptable automobile; and (7) the existence of a 
satisfactory used-car market for the product.’ 

(1) A diversified product-line.—Ignoring for the present the importance of 
nonautomotive products and the sale of parts and accessories, one cannot but 
agree with William C. Durant that the automobile offerings should be varied. 
Some models do not sell in some years. The fixed costs incurred in bringing out 
a model are so great that financial failure might result—as it has for many small 
firms. Several models not only provide cushions, but, by appealing to every 
purse, they maximize the general! public interest in the firm’s line. In fact, unless 
a firm can successfully invade the lowest price bracket, where more than one-half 
of all cars are sold, it may not be able to achieve sufficient total volume to 
survive. All three of the independents now offer cars in the low-price class, 
but they have not really successfully invaded this market. Also, there are many 
economies in research, design, financing, sales, and tooling that can be spread over 
all models. General Motors clearly illustrates this with its 3 basic bodies for 
5 cars, its motoramas, ete. A principal objective of the mergers of the inde- 
pendents was the rationalization of model design, production and promotion. 

(2) Volume adequate to realize the economies of mass production.—The indus- 
try was built on the low-price-large-volume principle. Though the emphasis on 
low price has been replaced by an emphasis on product improvement, the large 


6 Automotive News, March 28, 

6Charles N. Davisson, The Marketing a Automotive Parts, Michigan Business Studies, 
v. xli, No. 1, Ann Arbor, Bureau of Business Research, University of Michigan, 1954. p. 4. 

7™Donald A. Moore, the Automobile Industry, ch. VIII in Walter Adams, editor, The 
Structure of American Industry, 2d ed., New ork, Macmillan, 1954, p. 294. 


‘William B. Harris, Last Stand ne Independents? Fortune, December 1954. 
Pp 
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volume is even more important today. It has been estimated that the industry 
spent $1 billion in development and tooling for the 1955 models. Such radical 
model changes generally occur only once every 3 years, but annual face lifting 
and promotional expenses must be incurred. Such costs are not proportional to 
the volume of production, but are nearly fixed. The small firm must be as active 
in innovation as the large one, in order to sell its models; hence a lower limit to 
size may be set by this factor alone. 

The production process itself requires a continuous large volume in order to 
achieve low cost. Possible automation of many of the processes may require ever 
larger volumes—the effect of this development on the structure of the industry 
cannot yet be predicted. 

(3) Adequately financed, dependable, and geographically well distributed 
dealer and service facilities —The customer does not deal with the manufactur- 
ing oligopoly, but with the dealers who form a series of imperfectly competitive 
markets serving every town and village in the country. While there seem to be 
enough candidates for dealer franchises, the task of assembling and maintain- 
ing a system of dependable sales and servicing outlets for every community is 
not an easy one. Small producers find that if their dealers are not able to depend 
upon sales for large parts of their incomes, they become primarily repair shops, 
used auto dealers, or farm implement dealers, to the disadvantage of the pro- 
motion and servicing of new autos. A new producer finds this a significant bar- 
rier.” Also, dealers with small volumes have great difficulty meeting the price 
competition of large-volume dealers. 

The producers early in the history of the industry discovered the importance 
of the dealers. In fact, many new firms secured significant portions of their 
financing from the cash deposits of their dealers. As the industry became more 
complex, the producer-dealer relationship became even more important, though 
the financing of new-car inventories has been taken over by others. 

The franchise which now ties the dealer to the manufacturer is a peculiarly 
one-sided document. In return for the right to sell one make of car, the dealer 
agrees to handle only the one make (or some combination of one manufac- 
turer’s makes), to meet minimum financial requirements, to maintain specified 
showroom service and parts facilities, and to conform to standardized account- 
ing procedures. The franchiSe may be canceled by the manufacturer for speci- 
fied cause, or for “failure to represent the manufacturer.” In 1953 the Supreme 
Court affirmed the right of the manufacturer to cancel a franchise with or with- 
out good faith. As early as 1933, a Federal circuit court declared that it could 
not protect parties from contracts which they have made.” Thus there seems 
to be no legal relief for the one-sided nature of the agreement—and dealers seem 
to be willing to enter such agreements. In fact, the manufacturers’ claims that 
cancellation is necessary to protect the public against sharp dealer practices is 
probably not without merit (assuming continuance of the present dealer fran- 
chise system). 

The dealers also complain of various forcing practices of the manufacturers. 
The two complaints are related, for cancellation may in fact be based upon 
failure to accept required volumes of cars and/or genuine parts. Producers have 
been legally barred from forcing the use by dealers of specified finance com- 
panies.“ However, there is nothing to stop the forcing of automobile quotas 
upon dealers. In practice there is consultation and considerable mutual agree- 
ment on sales quotas. Yet, when the selling becomes difficult, one hears frequent 
complaints by dealers, and there is evidence that they are selling more than they 
would voluntarily choose to sell. The practice of bootlegging is one kind of 
evidence of this. 

The forcing of accessories, on which both the manufacturer and the dealer 
make higher margins than on autos, is another practice that does not lend itself 
to regulation:? It is a matter of the use of salesmanship by factory representa- 
tives and by dealers. The dealer is satisfied with his margain when he can sell 
accessories, and accessories are relatively cheap sales devices when he can give 
them away to secure automobile sales. 





8 Kaiser-Frazer: Ronghest We Ever Tackled. Fortune, Jnly 1951. 
® Bevier Motor Car Co. v. Chrysler Corp., Antomotive Newr. June Ae 1953, p. 21. 
Ford Motor Co. V. eiehidiiiad Age Motor Co. (65 F. 2d 1001, 1006 (1933) ). 
11 General Motore Corn, et al. FTC (114 F., 2a 33 (2d Cir. 940)): U. 8. Generat 
eT Bm Dr F., 2d 376 (7th Cir., 1941) ; ibid., 314 U. S. 618 (1941) : ibid., Civil 2177 
v., 
tas are buyer took ‘$280 worth of accessories in early 1953, sce Fortune, September 
Dp 
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The forcing of genuine parts is a more delicate matter, involving arrangements 
for exclusive dealing which may injure other manufacturers of parts. Prewar 
dealer franchises sometimes required the exclusive use of factory-handled or 
factory-authorized parts.“ In July 1953, the Commission issued a cense-and- 
desist order against the exclusive dealing arrangements made by the A. C. 
Division of General Motors and Champion Spark Plug Co. with their outlets for 
spark plugs.** The rule against exclusive dealing had been established in a 
1939 order enjoining General Motor’s A. C. Division from exclusive dealing in 
spark plugs and oil filters.” Recent dealer franchises tend to be silent on the 
question of exclusive dealing. 

“Obviously all vehicle manufacturers stress the stocking of genuine parts but 
it is believed that less and less reliance is placed on the franchise provision and 
more reliance is placed on the manufacturer’s selling force to obtain dealer 
cooperition, The following provisions of one vehicle manufacturer-car-dealer 
franchise are illustrative: 

“1. No specific dollar amount of inventory was mentioned in the franchise 
but the dealer agrees to stock genuine parts to whatever extent is necessary to 
service adequately his zone of influence. In executing this policy the dealer is 
expected to work with the manufacturer’s representative and an agreement 
is to be reached as to what is an appropriate level of inventory. 


* * * * * * ¥ 


“2. The dealer also agreed to use genuine parts in his repair work. At the 
same time, there was no stipulation against purchasing parts from sources Other 
than the vehicle manufacturer.” 

There is a long history of misunderstandings, but it is clear that the dealers 
as a group are of vital importance to a manufacturer, though any one dealer 
may be considered dispensable. In recent years, according to management 
sources, the dealers have gained more power, and often participate in the 
formulation of general dealer policy.” 

(4) Adequate financial resources.—This is not a requirement peculiar to the 
automobile industry. However, the contrast between the shoe string operations 
of early producers and the enormous financial requirements of today’s firms is 
striking. Assembly plants of efficient size are costly, and they are becoming more 
costly. With or without vertical integration, inventory requirements are great, 
in spite of the fact that dealers still puy cash to manufacturers for cars. De- 
velopment and promotion costs have become larger than for most other indus- 
tries. Last, but not the least, is the occasional necessity of surviving bad years, 
caused by an unsuccessful model or by depressed business conditions. 

The history of the Kaiser Motor Co. illustrates this great need for funds, 
The other Kaiser enterprises, a war-surplus plant, REC funds, a $53% million 
stock issue, and bank lvans all contributed to this undertaking.” Yet, lack of 
funds may have been a handicap, and few others could be expected to come so 
close to success. It may turn out that Chrysler Corp.’s entry in 1923 is the last 
successful one.” 

(5) A combination of vertical integration and reliance on outside suppliers.— 
The early producers designed a car, rented factory space, set up a production line, 
and placed orders for the components to be assembled. This is roughly de- 
scriptive of the Ford Motor Co.’s beginning in 1903, and also of the Kaiser Motor 
Co.’s start in 1946. Yet all of the producers found that some vertical integration 
was essential. Various reasons might be given: (a) a new process or part can 
be developed, (Bb) the techniques of mass production can be applied to a part or 
a subassembly, (c) parts suppliers should be disciplined or given more vigorous 
price competition, (@) excess or complementary plant capacity can be utilized 
profitably, (e) retained earnings can he invested profitably in parts making, (f) 
greater diversity of product provides some security against fluctuations in auto- 





13 Federal Trade Commission, Report on the Motor Vehicle Industry, H. Doc. No. 468, 
1940. p. 134. 

1s Niw York Times, July 28, 1953. p. 34, a momotixe News, July 27, 1953, pp. 1, 41. 

15 New York ‘Times, September 12, 103%, p. 

1% Charles N. Davisson, op. cit., p. 701. Canine parts are described as those handled 
by the ear division in its dealer program. Some of these are manufactured by the vehicle 
assembler-—-others are purchased—all] are genuine parts. 

17 or a description of postwar dealer participation in General Motors policies, see Peter 
Drucker, Concept of the COPPA AG OD. New York, John Day Co., 1946. 

18 KX; iser- Frazer, Fortune, July 1951. 

1 Warold G. Vatter, Small Enterprise and Oligopoly, Corvallis, Oregon State College 
Press, 1955, p. TT. 
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mobile demand, and (g) no single source of supply should be relied upon. What- 
ever the reason or combination of reasons, each firm seems to find some vertical 
integration necessary. ‘The resulting ability to apply its own research and pro- 
duction techniques to parts production, and thus to keep suppliers’ costs and 
prices in line, may be sufficient reason. 

Vertical integration is seldom complete for any one part or subassembly. It 
is certainly not carried far into the production of materials and supplies. The 
vertical integration of parts production may be described as tapered. There are 
good reasons for this, in addition to the disciplinary reason and reluctance to rely 
upon one source.” Since automobile sales vary considerably from year to year, 
and from season to season, occasional idle capacity cannot be avoided. Taper- 
ing shifts a large part of it to the outside suppliers. 

While one may conclude that no firm could survive without enjoying some of 
the advantages of partial integration, the extent to which it has been accom- 
plished varies widely within the industry. Professor Davisson has constructed 
a convenient measure of relative degrees of vertical integration. He uses the 
rutio; amounts paid to suppliers/amounts paid to employees.” While this is not 
a meaningful absolute measure (the ratios of value added to materials purchased 
vary widely between d fferent products in industry generally), it is a useful com- 
parison between firms whose product structures are similar. Three annual com- 
parisous of five firms are shown in table 1. 


TaBLE 1.—Comparison of degrecs of vertical integration of 5 automobile firms, 
1949, 1950, and 1951 





Ratios of amounts paid to suppliers/amounts 
puid to employees 





Firm 

3-vear 

1949 1950 1951 average 
Gerieral. NM OtOrs sence ccs che eee weet eee occa seecs 1. 92 1.82 1. 86 1. 87 
Chirysltet COrp-.2 ou csesscceieueceeesiueececicccue cece ss 3.83 3.47 3. 64 3. 65 
Studenaker Corp... 26. cccctwccoeseoct ewe tee seesusaeecies 2. 99 2.79 3. 27 3. 02 
Packurd Motor Car Co..._..-----.-------------------- 4.18 3. 82 3. 13 3.71 
Nash-Kelvinator Corp. ........---.-------------------- 2. 57 2.71 2.77 2. 68 





Source: Charles N. Davisson, The Marketing of Automobile Parts, Ann Arbor, Bureau of Business 
Research, University of Michigan, 1954, pp. 706, 707. 


The Ford Motor Co.’s degree of integration cannot be measured, but it is esti- 
mated to be below General Motors and above all other producers. 

(6) Frequent model changes without offense to public tastcs.—The most eco- 
Nowmical production is the continuous output of a fixed model. This has not been 
pussible since 1925. Two types of compromise must be made between conserva- 
tism and radical style changes. First, major changes are undertaken only every 
3 years or so. (The cycle of major style changes seems to be growing shorter.) 
Intervening years are marked by inexpensive decorative changes and expensive 
publicity about new models. 

The second compromise is made between the market’s insistence on change and 
its essential conservatism. Styling and design are delicate arts; the 1934 
Chrysler and DeSoto Airflows failed, while the 1947 Studebaker succeeded. It 
is interesting that although the Chrysler products of the early 1950's were de- 
signed for rational consumer preferences, they failed to appeal. A distinction 
must be drawn between engineering and styling. Fine engineering cannot be 
seen; it must be attractively packaged. 

The small firms must be more skillful than the large firms, for several reasons. 
First, total design and tooling costs are not proportional to volume. Second, 
since small firms appeal to minority tastes, they must have special features. 
Third, being in the minority, their models are out of line if radically different. 

Tooling and parts costs may be higher for small producers than for large pro- 
ducers. If forced to follow rather than lead, orders may have to be placed 





The fire which destrored the G. M. Hydra-Matiec plant, in Tivonia. Mich., August 12. 
1953. iNustrated the wisdom of this last principle. AnecoIn, Nash, Hudson, and Kaiser 
autos used the transmission. Other G. M. transmissions were used temporarily, and space 
was leased and later purchased from Kaiser. All of this illustrates the complex inter- 
dependence which results from partial vertical integration. 

21 Charles N. Davisson, op. cit., p. 706. 
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later—thus more overtime labor may be used by suppliers. Small orders are 
generally more expensive to supply than large orders, regardless of the time 
element. 

(7) A satisfactory used-car market.—The concentrated structure of the indus- 
try may be due in large part to the behavior of the used-car market. One of the 
greatest dangers to a producer is a rapid decline in the resale values of its prod- 
ucts. This was one of the Chrysler Corp.'s difficulties through 1954.% Small 
producers generally suffer this disadvantage. New producers and those rumored 
to be on the way out are especially troubled by it. The Kaiser Motor Co. did not 
overcome its newness in this respect before doubts concerning its life hastened 
the decline in its sales. 

It appears to be rational for used-car buyers to fear the products of new or 
rapidly declining firms, for service facilities are important. It is not quite so 
clear why used-car buyers discount the products of the sounder small firms as 
much as they do. A part of the explanation is that their new models may be 
somewhat overpriced for their characteristics, and this is merely squeezed out on 
the first trade. Some deficiencies in servicing facilities may be encountered, 
but this is not serious fur most of them. The theory that Big Three dealers 
deliberately depress the trade-in values of independent makes is not sound. The 
self-interest of a dealer would prevent him from pushing this beyond a point 
justified by the realities of the market. Used-car dealers report that the inde- 
pendent makes go cheaply at auctions—the auction buyers cannot be imagined 
to be acting in concert to depress the prices of these makes. The answer must be 
that an independent make has a smaller potential market, hence a slower turn- 
over, either for a used-car dealer or for an owner. Thus success breeds success 
in the automobile industry, and a firm does not dare to become too small, lest 
it be criticized by the used-car market for simply being to small. 


An outline of the history of the industry 


We may better understand the existing pattern of the industry, if we briefly 
review its history. This history may be conveniently divided into five stages, 
each of which has its peculiar significance for the growth of the certain char- 
acteristics of the industry. 

(1) Experiment with gasoline-powered vehicles, 1865-98.—Siegfried Marcus 
built a gasoline-powered vehicle in Vienna in 1865.7 He considered it to be of no 
pratical importance. German, French, and American mechanic-inventors made 
important advances during the following 35 years, but the product remained an 
experimental one. 

The American pioneers—the Duryea brothers, Ford, King, Olds, Winton, and 
others—were interested in the practical usefulness of their vehicles. There 
were many difficulties—the products needed a lot of improvement, the public was 
suspicious of them, and there were virtually no adequate roads. Vehicles were 
manufactured on very small scale; often on order. Prior to 1899, commercial 
production can hardly be said to have existed in the United States. Experiment 
and development prepared the way for commercial production at the turn of the 
century. 

(2) 1899 through 1910—Small firms producing for a limited market.—Twenty- 
five hundred vehicles were produced in 1899; 187,000 were produced in 1910. 
Many small firms were able to enter this market, because of the small capital 
requirements and the growing demand. More than 1,000 firms are reported to 
have been formed to produce automobiles between 1895 and 1926. Most of these 
were paper firms, stock promotion schemes, or serious but stillborn efforts. 
Epstein’s figure—total of 181 firms in commercial production between 1903 and 
1926—is probably accurate.” Failure of a single model—and most of them were 
experimental—could easily ruin such a firm. The Olds Motor Works was one of 
the largest firms, selling 25 percent of the market in 1903. Yet when Durant 
secured it for General Motors in 1908, it was declining. 

In spite of the freedom of entry and the small sizes of the firms, the competition 
should be described, in Chamberlinian terminology, as “monopolistic competition.” 
The firm’s products were always differentiated, and sold as special products 
designed for special tastes and purses. Vigorous selling efforts were typical from 
the beginning of the industry. At this early stage, it was discovered that a vigor- 





2 Five of its models (not 58 makes) were among the lowest 24 of 48 models in retention 
of resale yatne. See Consumer Reperts. Mav 1953. n. 1912: corrected in July 1952. np. 3201, 

3p, S. ae eae Siegfried Marcus, Forgotten Pioneer, The Antique Automobile, 
2d quarter, 1947, 

* Ralph C. Epstein, "The Automobile Industry, New York, A. W. Shaw, 1928, p. 164. 
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ous dealer organization was essential for the survival of a firm. The importance 
of dealers has not declined. Indeed, the strength of the dealer organization is 
now a crucial factor in the survival of any firm, no matter how large. The some- 
what sensitive nature of dealer-manufacturer relations is due to the special 
needs of the manufacturer. 

An attempt at monopoly control by the Association of Licensed Automobile 
Manufacturers ended in victory for the Ford Motor Co. in January 1911.” The 
unhappy spectacle of the Selden patent group trying to extract tribute from this 
infant industry had two major effects. 

First, the industry and the public learned to regard the business as one that 
should be free from monopoly controls. Ford, especially, was delighted with his 
role, and continued to be an uncooperative spirit in the industry—even avoiding 
the Automobile Manufacturers’ Association, one of the successors of the 
A. L.A. M. Ford’s attitude intensified the vigor of the competition in the indus- 
try, especially under the stress of the 1930’s. Today the absence of the Ford 
Motor Co. from the A. M. A. is one of the important checks on the power of this 
trade association. 

Second, the Society of Automotive Engineers, the other successor of the 
A. L. A. M., has contributed vastly to technological advance of the industry, and 
to a type of cooperation which has had no discernible monopolizing effects. The 
celebrated patent pooling of the A. M. A. has been another such activity, but its 
importance has declined since 1930. 

Two of the giants were created in this period. Each contained two ideas 
which were to be essential for the growth of a successful firm. In 1909, Ford 
announced his model T; a car frozen in design, to be produced on a moving 
assembly line in such large quantities and for such a low price that the other 
95 percent of the market could be tapped. The success of this principle was so 
marked that the transportation habits and living habits of the Nation were trans- 
formed. The highly standardized nature of the product had to be changed later, 
but the principles of standardizing the parts and the process, and the necessity 
of selling in the large volume segment of the market are by now well estab- 
lished. The other significant idea developed by Ford was the partial vertical inte- 
gration of the process on an opportunistic basis . Various reasons might be 
found—to discipline parts makers, to show them how to do it, to use idle plant or 
personnel—all with the central purpose of cheapening the total process. 

Durant’s principal objectives in forming General Motors seem to have been 
diversity of product line and greater financial backing than could be provided by 
producers out of their retained earnings. (Ford was so successful in this latter 
respect that he avoided banking connections—though only by drastic means, in 
one instance.) Durant succeeded in acquiring a line of successful automobiles 
covering the entire price range, though with considerable waste, for more cars 
were discontinued than were retained. He gained the financial support, first of 
bankers, then of industrialists, though at considerable cost to his personal career. 

It is hard to say what his objectives might have been, beyond the achieve- 
ment of these two general goals. He used the holding company device, as did 
many of the trusts of the period. He bought more than 20 automobile and acces- 
sory firms by the end of 1909. He might have bouzht Ford, Reo, and Maxwell- 
Briscoe, but was unable to raise sufficient cash. Whether his aims went beyond 
stability to monopoly cannot be determined. Mr. A. B. C. Hardy quoted Durant: 
“I was for getting very kind of car in sight, playing safe all along the line.” ™ 
He did not say “every car,” but “every kind of car.” Mr. Hardy interpreted 
this to mean variety, not exclusive control. In any case, the need for funds in 
1910 caused him to lose control to a banking syndicate under terms that were 
extremely favorable to the latter. 

(3) 1911 through 1922: The growth of Ford, General Motors, and many inde- 
pendents producing for a mass market.—In the next 12 years, total industry 
production grew from 187,000 to 2,656,000 vehicles per vear. The Ford Co.’s model 
T blanketed the low-price end of the market, accounting for a peak of 55.45 per- 
cent of total sales in 1921. The Ford plants continued the development of the 
mass production process, completing the moving-belt production line in 1914. 
The high-wage, high-output principle was further emphasized by the announce- 
ment of the $5 day. 

The rapid growth of demand permitted the easy establishment and growth 
of new firms. The total number of producers reached a maximum of 88 in 





B1R4 Fed. 893-916. 
*® Lawrence Seltzer, A Financial History of the Automobile Industry, Boston, New York, 
Houghton Mifflin, 1928, p. 157. 
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1921. Durant was still active in the industry. He backed Louis Chevrolet's 
development of a new, light automobile to compete with the Ford. The Chevrolet 
and the Little, both produced by Durant firms, were moderately successful. 
In 1915 Durant established the Chevrolet Motor Company of Delaware—a holding 
company. It first acquired all of the stock of the existing Chevrolet Motor Cos. 
Then, with funds supplied partly by the Du Ponts, it acquired a majority of the 
outstanding common stock of the General Motors Corporation of New Jersey.” 

Unable to persuade General Motors directors to admit the Chervolet Co., Durant 
voted Chevrolet’s General Motors stock, and secured control. He became presi- 
dent Somewhat reluctantly When Charles Nash res'gned, and Pierre S. du Pont 
became chairman of the board. General Motors Corporation of Delaware was 
organized—at tirst a holding company—to right the pyramid. Most of the 
subsidiaries were then dissolved, becoming operating divisions of General Motors. 
Under the leadership of Pierre du Pont and Alfred P. Sloan, this was developed 
into the famous decentralized management plan, whereby a maximum of divisional 
autonomy in operation was combined with central coordination of finance, re- 
search, accounting, and inventory control. 

The Du Pont interest in General Motors was increased by further purchase of 
stock, so that by 1920 it amounted to 23.96 percent of the outstanding stock.” 
The Du Pont interest has remained at approximately 23 percent since that time. 
Seltzer notes that, in 1923, the Du Ponts were called upon to sell the General 
Motors stock they had purchased from Durant, so that it could be resold to 
General Motors executives. Instead, they sold stock in their subsidiary, General 
Motors Securities, thus retaining undiminished control of General Motors Corp.” 
He wrote, in 1926: “Control of the General Motors Corp. is possessed by E. I. 
du Pont de Nemours & Co. and its affiliated interests.” ” 

Neither the purpose nor the extent of this control is entirely clear, however. 
John J. Raskob, a Du Point executive, once wrote this: “Our interest in the 
General Motors Cos. will undoubtedly secure for us the entire Fabrikoid, Pyralin, 
paint and varnish business of those companies, which is a substantial factor.” * 
Arthur Pound placed this motive in a broader context.” E. I. du Pont de 
Nemours, being primarily a producer of explosives at that time, was periodically 
faced with excess capacity and large accumulations of earnings, both being 
the results of having just supplied someone’s war needs. In 1915 it was clear 
that it would again be in such a position within a few years. A growing peace- 
time industry might provide a profitable investment for funds, and a market 
for their expanded productive capacity. Accordingly, they entered the auto- 
mobile business. 

Durant had needs that such a group might supply. He wanted to get on with 
the job of builaing a sound automotive giant. He needed money and power, 
and relief from the strictures of banker control. He needed the confidence of 
the banking community, however, which he feared he did not have. Asa result 
of this combination, with the Du Ponts firmly in command of finances, banker 
and public confidence in General Motors rose. ‘Their presence insured that 
stability would have a strong voice at the council table.” * The Du Ponts, in turn, 
were assured the power to protect their investment and had the privilege of 
developing this market for their products. 

A serious financial misadventure resulted in Durant’s ouster. Development 
of the corporation along the general lines laid out by Durant and the Du Ponts 
continued after his departure, however. 

Ix. I. du Pont de Nemours and its subsidiaries sold increasing quantities of their 
products to the growing firm. Several features of the organization of General 
Motors operated against their securing exclusive privileges with the General 
Motors divisions, however. First, since much of the horizontal and vertical inte- 
gration had been achieved bv the acquisitions of firms and their personnel, con- 
siderable influence continued to be exerted by former owners of the subsidiaries. 
Second, the principle of decentralized management gave autonomy and responsi- 
bility for costs and quality to division managers. Both of-these factors resulted 
in resistance to total penetration by Du Pont salesmen. 


2717’. 8. v. FE. 1. du Pont de Nemours & Co., et al. (126 F. Supp. 235 (1954), p. 240). 
8 Thid.. p. 240. 

© Seltzer, op. cit., p. 142. 

® Thid.. p. 142. 

31198 F. Snop. 241 (1954). 

3 Arthur Pound, The Turning Wheel, New York. Doubleday Doran, 1934, pp. 160-168. 
% Ibid., p. 161. 
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Third, a management principle was developed which advised against reliance 
upon a single source of supply for any product. Fourth, the principle of competi- 
tive procurement of parts and supplies tended to force the Du Pont enterprises 
to bid low if they were to retain their markets. 

Thus, though General Motors was Du Pont’s largest customer between 1939 
and 1949, only two-thirds of its finishing materials came from Du Pont.” In 
1949, the purchases of tires from United States Rubber Co. by General Motors 
divisions varied from 50 to 64 percent of the various divisions’ needs.” These 
are, of course, highly satisfactory sales records. 

(4) 1923 through 1941: The Big Three and a few independents competing for 
a replacement market.—The rate of growth of the industry declined rapidly after 
1923. In that year, the third of the members of the Big Three entered. It 
soon acquired the characteristics necessary for success. Chrysler Corp. engi- 
neers developed the Chrysler car—ideally suited to the replacement market. The 
acquisition of Dodge and the creation of Plymouth and DeSoto completed the 
price line. 

The attrition of numbers in the industry began after 1921: it was as marked 
in the 1920’s as it was to be in the depressed 1930's. The dominating fact was 
the presence of from 10 million to 30 million automobiles in use. Even Ford 
was forced to produce style, comfort, and performance for this market. By the 
1930's, the final ingredient of success was apparent. The public must not only 
be attracted by the new model, but must support it in the used-car market. 

The intense rivarly between the Big Three blanketed the market to the extent 
that entry was virtually closed, and the exit of a small firm exceedingly easy. 
There is no evidence of any overt actions on the parts of existing firms to prevent 
entry or to hasten exit. Professor Vatter puts it this way: 

“Furthermore, the emergence of such immobility appears entirely possible in 
the absence of anv significant collusive, deliberate, or artificial barriers to entry ; 
the barriers are immanent in the very structure and modus operandi of markets 
characterized by fewness, together with heavy fixed equipment, plateaus in the 
secular trend of demand, technical complexity of the product, plant and product 
diversification, extensive marketing and/or servicing facilities, product diversi- 
fication, | and, in the case of the auto industry, retooling for major body change- 
overs.” 

(5) 1946 through 1954: The satisfaction of the deferred demand and another 
leveling off —Entry appeared temptingly open in the postwar sellers’ market. By 
the end of this period, however, changes of major significance had occurred. Two 
of the Big Three had exchanged relative positions, and these two had been in- 
duced to reorganize their internal structures. Six independents had merged to 
fourm three, whose product structures were rationalized. and whose managements 
were reorganized. One of the three, containing the new entrant, had shrunk to 
an insignificant factor in the market. All remaining firms were affected by the 
introduction of major innovations in production techniques and by innovations in 
their wage contracts. Mr. Henry Ford II indicated the extent of the changes in 
his firm: “We estimated that 95 percent of Ford’s facilities are either new or 
have been modernized since the beginning of 1946.” sis 

(6) 1955: A period of intense rivalry and groicth.—lIt is likely that a fairly 
rapid increase in total sales will occur so long as the total economy enjoys pros- 
perity. This will be a result of the rivalry between the remaining firms, who 
must continue to operate on the assumption that the structure of the industry 
is not static. Intensive selling efforts of the type observed in 1955 will be em- 
ployed. The objective of all but one of the producers is the achievement and 
maintenance of sufficient size to Warrant some feeling of comfort. The objective 
of the largest firm must be to at leasf retain its relative size, for the mores of 
the industry regard relative decline as evidence of failure. The contest is more 
difficult for the sinaller firms, for they operate closer to the margin where small 
declines become rapid declines. Also, since all of the seven conditions for the 
survival of a firm are varieties of economies of scale, the small firms must use 
sharper pencils, be content with lower rates of profit, or both. 


% 726 F. Supp. 235 (195-4), p. 295. 

BU. S.v. EF. 71. du Pont de Nemoura et al., plaintiff? pretrial brief, p. 143. 
* Harold G. Vatter. op. cit., pp. 79-80. 

7 Wall Street Journal (Chicago), November 2, 1955, p. 2. 
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BOME IMPLICATIONS OF THE STRUCTURE OF THE INDUSTRY 


(1) Relative profit margins and economies of scale.—Cost figures are not avail- 


able in sufficient detail to provide a test of the hypothesis that the survival con- 
ditions add up to significant economies of scale. Crude verification is provided 
by relative rates of profit in the industry, however. Figure 2 shows relative 
profits as percents of stockholders’ investments. Figure 3 shows relative profits 
as percents of sales. 


TanL_F 2.—Net profit as percent of stockholders’ investment 





1927-37 aver- 1947-S0 average 1951-52 average 
ace before |-—— 
: Fedcral 
Firm and State 
ineont - Before income} After income |Beforc income] After income 
ance: and exeess- | and excess- | and excess- [| and excess- 
oo profits taxes | profits taxes | profits taxes | profits taxes 
General] Motors...-...--....---- 25. 98 A2. 32 27. 64 5f.17 2.25 
Chrvslet Com ccccoc ccc an cde cess 29. 04 42.02 24.19 37.11 14. Ov 
Ford Motor Co....-.---------.-- —.09 (') (1) (1) (‘) 
Hudson Motor Car.....-.----..- 8. 06 28. 77 16. 96 8. 80 4. 65 
Nash-Kelvimitor.........-..---- 18. 90 46. 92 26. 33 24.13 11. 85 
Packard Motor Car. ....2--..-.- 16. 53 16. 06 11.47 15.07 7. 26 
Studebaker Corp.-._-...--.---..- 4.43 43. 50 . 99 23. 81 12. 32 


1 Not available. 


: pauaoet Federal Trade Commission, Report on the Motor Vehicle Industry, 1939; Moody’s Manuals: 
ndustrials. 


TABLE 3.—Net earnings as percent of net sales 





Before taxes ! After taxes! 
Firm 
1947 | 1949 | 1951 | 1953 | 1047 | 1949 | 1951 | 1053 
General Motors Corp............-------------------- 14.5 | 19.7 | 19.8 | 16.5) 7.561 11.5 |] 6.8 6.0 
Chrysler Corp ssn. ooo ee ce ee Leeetlas 8.7; 10.2) 6&9] 60] 4.9] 63] 2.8 2.2 
Studebaker Corp.........-.-.-.-------------------.- 6.6] 9.4] 4.5 9] 3.4) 5&8] 2.5 5 
American Motors. ..---.--- 2 eee eee 12.6 112.4] 80! 65] 7.2] 7.2] 4.0 2.9 
Packard Motor Car. .....-..--.-----.--------- eee 0 6.3] 62/ 371 2.8] 3.6] 3.1 1.7 
Kaiser Motors Corp.?......-..-.--. 2-2-2 ---- oe enn ne-|- oo -|---e fee e eee 7.3 |—2.9 |-8 44 —7.5 





1 Federal, foreizn, and State income taxes, and Federal excess-profits taxes. 
2 No net payment of Federal income or excess-profits taxes. Net refunds in 1947 and 1949 included. 


Source: Moody's Manual: Industrials. 


Both measures show an unmistakable tendency for profit margins and earn- 
ing on investments to vary directly with size. It is not an invariant relation ; 
differences in efficiency do exist for reasons other than size. Also, short-run 
changes in the sales of a firm of given size have great effects on profits. — 

There is still another defect to the use of profit as a measure of efficiency. We 
May grant that the products are sold in sufficiently competitive markets so that 
prices are accurate reflections of quality. Stili, costs may be low for more than 
one reason. One reason is a legitimate economy in the use of resources. An- 
other reason is that the resources may be purchased cheaply, not because of the 
economy of large quantity purchasing, but because of the use of superior bar- 
gaining power. The labor resource is purchased in a market that is open; and 
on roughly the same terms for all manufacturers.” Parts and supplies, how- 
ever, may be subject to unequal bargaining in the industry. This possibility will 
be discussed below. 

If the economies of scale are as pronounced as crude measures indicate, this 
appears at first to be a classic case where monopoly is to be expected. If econ- 
omies of scale continue to accrue to the largest firm as it grows, then it will 
continue to grow at the expense of all smaller firms. Fortunately, this is not 
quite the classic case, which assumes that the product of the largest firm will 





% The terms are not eee the same for the smaller parts suppliers, nor were they 
quite the same for the Kaiser Motor Co. 


q ~| 
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satisfy all segments of the demand. This is not true of automobiles. Professor 
Epstein’s conclusion still holds: 

“Automobiles, however, are distinctly specialty products. Thus monopoly, 
in the sense of an all-exclusive control of the market, is almost unthink- 
able.” 

The danger is that, since entry is virtually closed, a serious error by a small 
tirm would be irremediable; the number of survivors could be reduced by one 
for each such error. 

(2) Monopoly Power: Parts and Supplies.—A firm whose power dominates a 
market in which it buys may enjoy more than the normal economies of large 
size. It may enjoy a specious sort of econoiny if its bargaining for a certain 
uutomotive part forces the price below the cost of producing the part, although 
all possible economies have been employed. The powerful buyer is not neces- 
sarily aware that he is doing this—for the part supplier will find it profitable to 
take any order, So long as the price covers the direct costs, rather than to lose in 
important customer and have idle capacity. The abnormally low price will allow 
lim to get by in the shortrun, but it will not permit his survival in the longran, 
for it does not cover his indirect costs, nor pay a return on his capital. He will 
asuil, or turn to some other field, unless he can recover his losses by charging 
Hisher prices to other automobile manufacturers for the same part, or to cus- 
toniers who buy his other products. No matter which of the three eventualities 
occurs, Someone is paying a price so that the large firm may appear efficient. 

Fortunately, there are certain checks upon this power, too. The partially 
integrated firm would find it a poor long-range policy to destroy many of its 
sources of supply. Since automobile firms buy from each other, they must 
check the legitimacy of each other’s buying and selling prices. Since furthur 
integration is open to any firm, it need not pay someone else’s costs for long. So 
long as several automotive and other outlets exist, the supplier has some 
choices. 

(3) Monopoly Power: Parts in the “After-Markct."—No matter what their 
degree of vertical integration, producers tend to market “genuine” parts through 
their dealers and through franchised parts distributors. There are advantages 
to the public in this arrangement. The number of parts is large, and this is an 
efficient way to distribute them, and to guarantee to customers the kind of 
quality which the auto assembler feels they should get. However, since both 
dealer and parts distributor are urged to handle only “genuine” parts, the parts 
manufacturer who does not sell through the automobile manufacturer has con- 
siderable difficulty in this part of the market. 

According to Davisson, auto manufacturers use the dealers and other 
franchised parts distributors as competing outlets for “genuine” parts. Though 
they compete with each other, the combined actions of these two outlets result 
in strengthening the position of “genuine” parts versus “nongenuine” parts (those 
not sold by the automobile manufacturer).“ Davisson points out that the posi- 
tion of any particular auto producer in the marketing of repair parts depends 
ppop— 

(1) the size of the assembler and the extent to which it is engaged in 
manufacturing parts for its own and other makes.. 

(2) the number of its makes in the car population. 

(3) the size and caliber of its dealer organization. 

(4) the trade acceptance for its original equipment. 

(5) the variety and strength of rival after-market channels.* 

Of course, there are many rival after-market channels; notably automotive 
chains and mail-order houses. Nondealer repair shops are free to buy from any 
sources. The car owner, however, may lean to insist upon “genuine” parts to 
protect himself against bad quality. Actually, if all parts manufacturers who 
meet the specifications for “genuine” parts could sell freely to the dealers and 
distributors, using the “genuine” label, then they would not be harmed. Actually 
that is seldom the case. 

(4) The dealers.—The one-sided nature of dealer franchises has been dis- 
cussed. There are many features of these arrangements which protect the public 
against the local monopoly power which dealers might exercise. Also, since the 
manufacturer is always interested in volume sales and in the reputation of his 
product, including its servicing, he needs considerable power over dealer policies. 





® Ralph C. Epstein, op. cit., p. 222. 
# Charles N. Davisson, op. cit., p. 739. 
“ Ibid., p. 742. 
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Much of the price competition which is the indication of vigorous rivalry in 
the industry is achieved by the dealers. This may be sound; the high volume, 
low margin principle may be applied to distribution as well as to manufacture. 
However, the effects of disparity in the sizes of manufacturers are reinforced by 
differences in their dealers’ volumes. Simall manufacturers can do much less in 
the way of “forcing” or controlling dealer policies, for their potential volumes 
are generally smaller. Unless he is treated “better” in many respects, the dealer 
may be tempted to switch to a big three make. Thus an important competitive 
practice (the dealer’s price cutting) is strictly rationed to the small manu- 
facturer. 

One might ask whether the dealers should be forced to bear all of the burden 
of price flexibility, since it is the manufacturer who insists on expanding the 
total volume of sales. Actually, the dealers do not bear all of it, for they are 
rewarded by bonuses, special prices, etc., if their sales exceed certain volumes. 
A bonus system may be psychologically superior to a stright price reduction in 
motivating dealers, just as high trade-in allowances may be superior to price cuts 
in attracting consumers. Yet the failure of manufacturers to reduce their prices 
across the board means that they are preserving their margins; only giving up 


enough of them, in the form of bonuses, at their discretion, to motivate dealers. 


Senator O’Manoney. I would like to ask a few questions, Professor 
Moore. 

If you will return to page 6 of your statement, the last paragraph 
of that page seems to describe in summary fashion the relationship 
between the manufacturer and the dealer. You speak of the “fran- 
chise which now ties the dealer to the manufacturer is a peculiarly 
one-sided document.” 

You mean “one sided” on behalf of the manufacturer or on the part 
of the dealer ? 

Mr. Moore. I mean that the dealer—one often agrees to do a lot. of 
things in return for the simple privilege of selling the product of the 
manufacturer, and that the manufacturer may not specifically agree 
to do very many things. 

Senator O’Manoney. The next sentence: 

In return for the right to sell one make of car, the dealer agrees to handle 
only the one make (or some combination of one manufacturer’s makes). 

In other words, the dealer absolutely binds himself to be the dealer 
only for the specific manufacturer. 

Mr. Moore. That is correct. | 

Senator O’Manonry. He may not sell any other car even though he 
may be a dealer in a small community with small population where 
the citizens who have the purchasing power might wish to buy some 
other car. He can’t sell it. 

Mr. Moore. There are a number of variations in this. There are a 
few joint dealers, but this again depends upon contract. It is not a 
right that a dealer normally possesses. 

Senator O’Manonry. Then you say— 
to meet minimum financial requirements. 


By that what do you mean? 

Mr. Moorr. The amount of capital that he must raise and the form 
of the financial organization. — 

Senator O’Maionry. In other words, by this contract the dealer is 
required to produce the financial basis of the operation locally ? 

Mr. Moors. That is correct. 

Senator O’Manoney (reading) : 


To maintain specified showroom service and parts facilities. 


a 1 ; oe wos oa 
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What does that mean? 

Mr. Moore. That means that it may be stated in terms of floor space, 
:t may be stated in terms of capacity for the number of cars he can 
service, the type of parts department that he maintains, the type of 
servicing facilities that he maintains, all of those may be agreed upon 
in the franchise. 

Senator O’Manoney. Then you say— - 


and to conform to standardized accounting procedures. 


Mr. Moore. Yes. As a matter of fact, the form for his accounting 
records may be specified by the manufacturer. 

Senator O’ManHoney. You say “may be.” Are they? 

Mr. Moore. They are in fact in many cases. 

Senator O’Manonry. Is it the general rule? 

Mr. Moors. It varies from one manufacturer to another. I would 
not say it is a general rule. 

Senator O’Manoney. Do you mean for us to understand that the 
manufacturer sets the standard, whatever it may be? 

Mr. Moore. In many cases he does set the standard. 

Senator O’Manoney. Then do you mean that in some cases the 
dealer may have his own accounting practice? 

Mr. Moors. He may have his own accounting practices, and if those 
meet the approval of the manufacturer, those may be his accounting 
practices. 

Senator O’Manoney. In other words, then, the accounting prac- 
tices of the dealer must be approved by the manufacturer. Whatever 
they are, whether he devises them or the manufacturer, that is so. 
And then you say: 

The franchise may be canceled by the manufacturer for specified cause, or for 
“failure to represent the manufacturer.” 

That means, does it not, that it is wholly within the hands of the 
manufacturer to cancel for his own reasons 

Mr. Moore. This seems to be correct, Senator, and this seems to be 
supported by the courts, that this is the privilege of the manufacturer. 

enator O’Manoney. But there is no question about that ? 

Mr. Moorsg. There seems to be no question. 

Senator O’Manoney. The dealer who accepts such a contract know- 
ingly subjects himself to cancellation for any cause that the manu- 
facturer may choose. 

Mr. Moore. That seems to be correct. 

Senator O’Manoney. Then would it be right to summarize this 
further by saying that in return for the privilege of selling one make 
of car or one combination of one manufacturer, the dealer under these 
contracts must have the financial strength, the capital strength which 
the manufacturer requires. He must raise that himself. He must 
build or rent or own showrooms to the satisfaction of the 
manufacturer ? 

Mr. Moore. That is correct. 

Senator O’Manoney. And he must provide himself, I suppose, 
through purchase service and parts facilities which the manufacturer 
imposes ? 

Mr. Moore. That is correct. 

Senator O’Manoney. And then the accounting procedures which 
we have already analyzed. | 

67272—56—pt. 6—9 
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Is there any provision in the contract with respect to the number 
of cars to be sold? 

Mr. Moore. Generally not. I would say that at the present time I 
would doubt very much whether he would find such provision in the 
franchise. 

Senator O’Manoney. Is there any freedom on the part of the dealer 
to say how many cars he will sell ? 

Mr. Moore. That amount of freedom possessed by the dealer varies 
widely, depending upon the relative power of the dealer in bargaining 
with the manufacturer. 

Senator O’Manoney. I am talking about a contract. What power 
of bargaining does he have? 

Mr. Moors. Generally I think the contract does not specify that 
he shall take a certain number of cars. That tends to come under 
the heading of representing the manufacturer. 

Senator O’ManoneEy. Well, then, if it comes under the heading of 
pobre ane the manufacturer, then I ask you to give us your inter- 
pretation of the quoted phrase which you used—it is not yours, you 
quoted it from somewhere: “Failure to represent the manufacturer.” 

Mr. Moore. This is purposely varied greatly. It can mean almost 
anything according to the scatlie: made by the Federal Trade Com- 
mission and published in the 1940 report of the automotive industry. 

“Failure to represent the manufacturer” can mean virtually any- 
thing you could imagine. Failure to sell sufficient automobiles, fail- 
ure to follow the practices, business practices, perhaps some that were 
not specified, business practices that were approved as good practices 
for dealers. It has been used and these cases have been decided, pre- 
sumably the practices have been stopped by court cases; failure to use 
the finance company designated by the manufacturer as the one to be 
used to finance sales, such things. 

Senator O’Manoney. Then the phrase I used in my original state- 
ment announcing these hearings, the word “vassal,” correctly describes 
the dealer.. He is a vassal of the manufacturer. 7 ee 

Mr. Moorr. In many senses he is. | 

Senator O’Manoney. Now, on page 9, this I think is already clear 
in the second paragraph, “Adequate financial resources.” You say: 

With or without vertical integration, inventory requirements are great, in 
spite of the fact that dealer's still pay cash to manufacturers for cars. _ 

Does that mean that so far as your search goes and your information 
goes, no dealer offers as part payment or full payment a note with a 
conditional sale provision of any kind to the manufacturer ? 

Mr. Moore. This requires an interpretation of how one would define 
the manufacturer, how many divisions of the manufacturer’s firm one 
would include. 

If the manufacturer owns the finance company, then the finance 
company may actually finance the sale of the newly produced auto- 
mobile for the dealer, provide the funds just as it does for the consumer 
who buysa car. - | 7 sc 

Many cars are owned by the dealer. The point is here that the title 
passes from the manufacturer to dealer as the car is delivered. The 
dealer is not an agent, he is not. selling the manufacturer’s product. 
He buys the product. He uses extensive credit, he makes an extensive 
use of the credit to finance his own inventories. . 
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Senator O’Mauoney. But the credit is not to the manufacturer, it 
is to the financing company to which he has resort for his capital 

Mr. Moorr. For his capital, or to the banks or to his own sources. 

senator O’Manoney. Whether that be a bank or a financing com- 
pany or of the particular finance division of the manufacturer ¢ 

. Moore. That is correct. May I ny Senator, our conversa- 
tion of a few moments ago, concerning the dealer’s financial require- — 
ments in acquiring his own building, capital facilities for a dealership ? 

This may also be true, that he may do this on credit, and the credit 
may be supplied by the manufacturer in some cases on a loan basis or 
by the manufacturers, or some other finance company which may 
actually loan the money to the dealer to establish the facilities. 

The point is again, it is the dealer who holds title to the building 
and equipment, and it is his obligation to finance it. 

Senator O’Manoney. If the dealer gets his credit from a subsidiary 
or an affiliate of the manufacturer, his state of vassalage is only 
increased by the degree of that credit? 

Mr. Moore. He has 2 contracts with the manufacturer rather than 1. 

Mr. McHvuau. Mr. Moore, doesn’t the nature of the factory-dealer 
franchise system place the real burden of price competition upon the 
car dealer? 

Mr. Moore. It places almost all of the price competition on the 
dealer. That is modified to an extent which I am unable to determine, 
which I hope to try to determine sometime, by the practice of the 
manufacturer paying bonuses or other awards to dealers who sell large 
volumes of cars. Tlis, in effect, is a price rebate or a price reduction 
to the dealer. 

Mr. McHucu. You say that this is the manner in which the manu- 
facturer accepts or absorbs some of the burden of price competition ? 

Mr. Moors. Of the price competition that the dealer engages in. 

Mr. McIIucu. Wouldn’t the consumer be better served by a straight- 
across-the-board price cut. by the manufacturer rather than a system 
of bonuses ? 

Mr. Moore. This is a very difficult question. In the first instance, 
that is, looking at it from the point of view of the consumer and his 
relation with the dealer who is selling him the car, the consumer would 
certainly be better off if he had more information about what this price 
was, how it was announced, if he could perhaps rely a little bit less 
upon bargaining and more upon announced policy of low prices. 

On the other hand, there are many ramifications to that question. 
This imphes that the manufacturers themselves would engage in the 
price competition that is so important in selling large volumes, as in 
1955. The fact that there is such a small number of firms in the indus- 
try manufacturing cars and there is such a great difference in their 
sizes becomes important here. 

If announced price reductions by the manufacturers developed into 
a major means of competition, a price war, I would begin to worry 
seriously about the so-called independents, about the small manufac- 
turers who operate generally, not always, but operate quite often on 
smaller margins, in the first place, as indicated by this crude measure 
here, that a major price battle between three major producers in the 
industry I would fear as having bad effects on the smaller 
manufacturers. 
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So, my answer to that question is an ambiguous answer. It isa very 
difficult question. | 

Mr. McHvueu. You are saying that it might conceivably have the 
effect of passing on lower prices to the consumer. 

Mr. Moore. It would do that. 

Mr. McHueun. You indicated earlier that you believe manufacturer- 
car forcing was responsible primarily for the bootlegging problem. 
Do you believe that this practice of the manufacturer of forcing cars 
upon dealers represents, or is indicative of, a healthy, competitive 
behavior ? 

Mr. Moors. In a sense, I think it is. My attitude toward that is 
rather mixed also. 

I think that the accomplishments of the industry in reducing the 
manufacturing costs have been tremendous, an outstanding example 
of the application of mass production to a complex product. 

I think that the distribution of that product, on the other hand, is 
a very expensive process, the cost of the dealers marketing the auto- 
mobile, and the smaller volume the dealer sells, the more costly this is. 
With his fixed equipment, he must make a larger margin per car. 

I will be very happy to see sales made in large volume, mass dis- 
tribution applied to the industry a little bit more than it is, and this 
would mean lower margins for the dealers and price cuts for the 
consumers. 

And I think that as the industry tries to increase its sales, no matter 
if the market is growing, I think we will see more and more of the mass 
distribution and low margins for the dealers. As a consumer of auto- 
mobiles, I like the low prices that it implies. 

Mr. McHueun. Is this practice of forcing the cars upon dealers a 

ractice in which all the manufacturers engage, or just the large manu- 
facturers ? 

Mr. Moors. Here one has to make a queer and I shall make a 
Judgment. In my judgment, the small producers do much less of 
this, they must be more cautious about this, because the dealer fran- 
chise with their dealers is not nearly as worthwhile a document, not 
nearly as valuable a document. The total volume of cars they could 
sell, in any case, is much smaller. 

The dealer for an independent producer has to be allowed a larger 
margin on his cars, and he will put up with much less forcing. Asa 
matter of fact, he may find a Big Three dealership open in the cit 
and switch, as many of them have, if he is forced too far. So I thi 
just as a matter of logic, the small producers do much less of the 
forcing. The Federal Trade Commission found in its 1940 study that 
they were doing considerably less, although there were instances of 
it among small manufacturers. 

Mr. McFuan, Then you would say that the power which comes from 
the large size of the big manufacturer gives them a special advantage 
in forcing cars upon dealers ¢ 

Mr. Moore. Absolutely. 

Mr. McHuen. In connection with the section of your paper dealing 
with purchasing power and parts, do you have any reason to believe 
that the size of the General Motors Corp. enables it to purchase cheaper 
than its competitors ? 

Mr. Moore. I have every reason to believe so; yes. 
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Large orders by themselves are more economical to produce, and this 
is a legitimate reason, this is one of the economies of scale. It is im- 

rtant in the industry, and it is inevitable that the very large orders | 

or purchasing can be produced at lower prices. 

In addition to the general economy, there is the question of relative 
buying power, and where the power of the buyer is so much greater 
than the power of the seller, due to difference in their size, I would ex- 
pect instances to occur in which the price were pushed lower for this 
powerful buyer, and the producer of parts, in order to make up for 
this, maybe charging someone else a slightly higher price, someone who 
has no power to push the price down. 

Now, that may be almost anyone. The producer of ea may pro- 
duce other parts, entirely different products, on which he has to make 
a higher margin. He may produce parts for the so-called after-mar- 
ket replacement parts. He may produce parts for a smaller manu- 
facturer of automobiles. 

Mr. McHucu. Do you have any reason to believe that the Gen- 
eral Motors Corp. may get lower prices which are not justified or ac- 
counted for by lower costs of the seller ? 

Mr. Moore. I know of no facts to substantiate that. That is the 
result of simply applying economic logic to the situation in which 
this disparity of power exists. 

Mr. McHveu. Isn’t it possible that a large manufacturer does get 
some special advantages merely by reason of the power it exercises 
through its size? 

Mr. Moore. This is a well-known phenomenon in the general history 
of industry. This occurs where there are great differences in size. 

Mr. McHven. I am thinking of advantages now which are not ex- 
plainable exclusively in terms of savings in cost to the seller. 

Mr. Moors. That’s correct; that is still correct. 

Mr. McHucu. Do you have any opinion as to the extent to which 
the a Motors’ superior buying power may have contributed to 
its size 

Mr. Moore. No. This isa matter, I think, that Professor Edwards 
stated much better than I can. These are imponderables. 

Even those on the inside who knew the facts of prices paid and costs 
of production would find it very hard to distinguish between a genuine 
economy due to purchasing large quantities and what I call a specious 
economy, due to the exercise of power. This is a very hard cing to 
determine, even if you have all the facts, and I certainly don’t. 

Mr. McHueun. Professor Moore, isn’t it a fact that many parts pro- 
ducers sell to large manufacturers for original equipment at cost or 
approximately cost, and recover their profits by higher prices in the 
replacement market ? 

Mr. Moore. I wouldn’t say that it is a fact because of the considera- 
tions in my last answer. This is very difficult to determine. 

It is a fact that there are great differences in the prices as they sell 
to the manufacturers on the one hand, and for the replacement. market 
on the other hand, and it is a matter of logic to suppose that those 
differences may not always be justified by the differences in the costs 
of producing these orders. 

Mr. McHucu. What would be the effect of such a practice if this 
is the fact, upon either the small-car manufacturers or upon small- 
parts producers? 
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Mr. Moors. It depends upon whether the privilege of obtaining this 
very low price is open to all small-car producers or whether the privi- 
lege of doing this is enjoyed generally by all small-parts manufac- 
turers. ; 

They may all play this game of charging extremely different prices 
in two markets if the privilege is equally open to them. 

Mr. McHucu. Aren’t there a great number of parts producers, and 
actually there are only a limited number of car manufacturers, who 
would provide the market for the original equipment? 

Mr. Moore. That’s correct; there are 6 car manufacturers and 1,900, 
at least, firms producing components of automobiles. 

Mr. McHueun. So there must be a great number of parts producers 
who don’t have access to this original equipment market ? 

Mr. Moore. I don’t know the number. 

Mr. McHven. Would you say that with a greater volume of business 
being done in the replacement market, that as a result of this different 
price system, it can be said this practice forces consumers over the 
Jong run actually to pay higher prices? 

Mr. Moore. My general conclusion is that this has a very definite 
effect of keeping down the price of new cars and kceping up the price 
of repairing ald cars, parts being so much more expensive as replace- 
ments than they are as original equipment. 

Senator O’Maroney. Professor Moore, you haven’t, of course, com- 
pletely finished a full statement of what your studies have revealed 
to you on this very interesting subject. 

The pressure of time, however, makes it necessary for us now to 
abandon further questions which we may have. 

It may be that we shall address further questions to you at a later 
time, and I would like to have you keep watch over the proceedings 
here, so that 1f we want to call you back, you may be avilable to come. 

Mr. Moore. I shall be available. 

Senator O’Manoney. Thank you very much, sir. You are now 
excused. 

Mr. Burns? 

Mr. Burns. Mr. T. K. Quinn is the next witness. 

Senator O’Manonry. Mr. Quinn, will you please come forward. 

Mr. Quinn, when I opened this meeting this morning, I made the 
statement that it was the purpose of this committee to obtain an 
objective review of the automotive industry and particularly with 
respect to the question of size in this study we are conducting of 
General Motors. 

I said that I would be very happy to invite any representatives of 
General Motors to sit around the table and participate in the discus- 
sion. May Iask youif that would be agreeable to you? 

Mr. Quinn. Perfectly, Senator. 

Senator O’Manoney. Then I want to make the announcement now 
to the General Motors Corp. and its executives, that they will be per- 
fectly welcome to sit at the table and participate in the discussion 
which takes place as the result of the testimony of Mr. Quinn. 

I do this because there have appeared in some of the newspapers 
suggestions that Mr. Quinn is an unreliable witness because he changed 
his opinion, or is alleged to have changed his opinion. That sug- 
gestion may have been a planted suggestion or it may have been a 
sincere suggestion, I den’t know. 
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But in order that it may be perfectly clear to the public that the 
testimony which we seek is not aes testimony, is not planted testi- 
mony, I repeat the invitation which I made this morning to the repre- 
sentatives of the General Motors Corp. to send any one of their execu- 
tives, including their general counsel and vice president, Mr. Hogan, 
to sit at this table. He will be accorded the privilege of questioning 
Mr. Quinn. 

That invitation also, may I say, extends to the public-relations ex- 
pert of General Motors who is now present in the room. Public 
relations is an art. I think we can practice it ourselves. 

Mr. Quinn, you have indicated your willingness to comply with the 
suggestion that I have now made? 

Mr. Quinn. I have. 

Senator O’Manoney. Thank you, sir. 

Now you may proceed. 


STATEMENT OF T. K. QUINN, PRESIDENT, T. K. QUINN CO. 


Mr. Quinn. Mr. Chairman, by way of identification and qualifi- 
cation, by name is Theodore K. Quinn. Iam president of T. K. Quinn 
Co., a small management firm, and of the Monitor Equipment Corp., 
both of New York City. I am also a Connecticut farmer. I was 
formerly vice president of the General Electric Corp. and an officer 
and director of several of its subsidiaries. I was chairman of the 
General Electric Finance Corp., which I organized. Subsequently, 
by my own choice, I was president for several years of the national 
advertising agency, Maxon, Inc. 

During the late war I served under Donald Nelson as director gen- 
eral of the war production drive here in Washington. I have ap- 
peared before other committees of the Congress. I am a contributor 
to the liberal magazines and author of several books, among them the 
recent Giant Business: Threat to Democracy, and the forthcoming 
Giant Corporations: Challenge to Freedom. 

My purpose in accepting your kind invitation is to make a contribu- 
tion, however small, to the perpetuation of our heritage of freedom 
and individual opportunity and to help check the forces, particularly 
those emanating from concentrated power and monopoly, that under- 
mine in practice the basic principles of what started out as a country 
of genuine freedom, independence, and individual opportunity and is 
now moving in the opposite direction. 

In my written statement, Mr. Chairman, I do not take the time to 
discuss the nature of the assault on the antitrust laws, the tendency 
away from an open toward a closed economy, what I regard as the 
inherent evils of superorganization with which I have been associated 
in the past, nor did I attempt to show how a concentration of power 
gives rise to demands for administrative regulation and facilitates 
socialization. 

Economic independence as a social ideal has sound roots and it is 
at the base of the philosophy of antitrust. Hostility to concentrated 
power, particularly in private hands, is a most wholesome part of the 
American tradition. I regard it as being close to tragic that the work 
of this committee is not nationally acclaimed, but on the contrary re- 
ceives limited and, for the most part, within my observation, only 
lukewarm response in the press. 
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Returning now to my statement: 

The alarming facts and figures on concentration are in your record 
and require no repetition by me. I propose to proceed on the basis 
of what seem to me to be established and obviously major facts, de- 
velopments, and reasonable assumptions. 


TERMS AND ILLUSIONS 


But first permit me to define some terms and scrutinize a few illu- 
sions. A $10 million volume business is a big business. A hundred 
or two-hundred-million-dollar business is a giant business. A bil- 
lionaire business is best described as a monster business. And when 
we get to General Motors we run out of words. Its interests are so 
gigantic and overwhelming that they stagger the imagination. There 
are those who honestly believe that what 1s good for General Motors is 
good for the United States. The interests of the entities appear 
synonymous, economically and politically. Yet there are some who 
would still deny the political implications of economic giantism. 

Although it is becoming quite common practice, it just won’t do 
to attempt the justification of giant business by pointing to the virtues 
of merely big business, or to support monsterism on the record of a few 
giants. Up toa point big business is socially efficient, and can be eco- 
nomically justified, but there are limits beyond which we reach danger. 

The giants and monsters must be isolated and dealt with separately 
if we are to have a healthy economy and save our free institutions. 
Size is the essence of the matter. 

Let us be practical about it. The theoretical discussions of monop- 
oly to which you have listened are not always in point. The only 
two bakery shops in a small town may indeed combine and create a 
monopoly but not a consequential one. Right now the pressing, 
dreadful issue is giantism. The decisions of company managements 
like General Motors and United States Steel can determine the whole 
course of the country’s development in human relations, organization, 
opportunity, profits, prices, and prosperity, regardless of our people 
or their representatives. 

When General Motors announces that it is investing another billion 
or so in its own future, the friendly press, to which it pays about fifty 
millions of dollars a year, and more than that through its dealers, 
applauds. We are told how it will bolster the economy and restrain 
recession or promote prosperity. We are not reminded that it could 
as well have taken contrary action or none at all and thereby induced 
recession or started depression. Nor is any question raised as to how 
or why we ever permitted any private interest in a supposedly free 
country to get into the position of such influence over the Nation. 


GIANTISM IN ACTION I8 EVIL PER SE 


Of all the damaging slogans which have been quite generally “sold” 
to America principally by public-relations experts, broadcasters, and 
economists in the employ of the giant corporations, some of them 
secretly, the most seriously misleading is that “bigness is not evil 
per se. 

Giantism is not evil in a vacuum but we do not live in a vacuum. 
_ We live in a world of contending forces. The big fish that competes 
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with and devours the smaller ones is, to them, an evil. In a world 
of mice, cats are evil. They are as hungry and predatory as giant 
business corporations and they eat mice. The elephant that walks 
around over ant hills, with or without lethal intent is, to them, an 
evil. He may not even see the ants or be conscious of them but every 
time he puts his foot down he may kill hundreds of them and send 
thousands scurrying in panic. Any active giant is evil per se in a 
land where is it sought to preserve life, liberty, and opportunity for 
the ordinary individual. 


WHAT IS MEANT BY EFFICIENCY 


Now, take the loose use of the word “efficiency.” What do we mean 
by it? Is it mere profit in relation to sales or investment for a private 
interest? Is it lowest possible cost without regard to how that cost 
is obtained or its consequences? I submit that the social efficiency of 
General Motors can never be measured by its balance sheets or profit 
and loss statements. We must know how the results are secured. 

How are its suppliers treated? Do they prosper fairly? Is oppor- 
tunity left open for new companies to enter the field? Are its dealers 
independent businessmen or are they virtual serfs under domination, 
as we heard testified here this afternoon? And above all, what are 
the social results of its huge operations? Does its market power 
intimidate other companies? Does its payments to newspapers, mag- 
azines, and other media put them under such obligation that they no 
longer dare to say anything inimical about General Motors or its 
crea and self-perpetuating officers’ political notions or am- 

itions 

When decentralization of the giant or monster companies is pro- 
posed we are often met with the question, “What, would you make 
separate corporations of Chevrolet, Buick, Pontiac, Oldsmobile, and 
Cadillac? Don’t you know that many of the parts are interchange- 
able? The same costly tooling is used on several cars and if the 
divisions became separate corporations, the result would be to increase 
the price of cars?” 

An immediate, obvious answer, of course, is that Studebaker and 
Nash have been been able to produce low-priced cars without these in- 
terchangeable advantages. But I am more interested in another reply. 

If giant size and interchangeability make for genuine economic, 

olitical, and social efficiency, which is often represented, why not 
eve General Motors make all the cars? Is our salvation entirely 
bound up in the single proposition of lowest dollar cost, however 
obtained? Do we wish to end up with the kind of superorganization 
they have in Russia, going by way of the back door? Maybe we don’t 
need 20, 30, or 50 models of motor cars. Russia has only 2, or is it 
3? And the bureaucracy controls the production. 

Just how different is the bureaucracy of our giant corporations ex- 
cept that there are more of them and they are still subject, in a de- 
creasing degree, to public opinion and our political institutions? We 
ae recall the experience of Germany under the Fascists, and the 
cartels. 

The statement has been made that there is no such thing as an en- 
trenched and unassailable position in the automobile business. It was 
made before this committee. Neither is there in a horserace. But 


2316 STUDY! OF THE ANTITRUST LAWS 


when 1 or 2 or 3 interests own the track, have the only means to employ 
the best stables and jockeys, enter more horses in the race and finally 
have their own people represented among the Judges, the results are 
peicuees, Inevitable. at chance is there, honestly, for any new- 
comer? Black Beauty must be sent back to the pages of fiction. 

Senator O’Manoney. Mr. Quinn, I am sorry to interrupt you at this 
point. Time has sort of run away with us today, much more rapidly 
than I had expected. 

It had been our plan to have Mr. Joseph A. Seeley conduct the ex- 
amination of you, but it seemed in view of the fact that I must recess 
the hearing at this point, to have you make this much of the opening 
statement, that tomorrow morning we would hope to have you take the 
stand again, if you will, and proceed with your discussion of your 
theme that General Motors is too big for the economic health of the 
country. 

That will be satisfactory to you, I am sure. 

Mr. Quinn. Yes, sir. 

Senator O’Manoney. I may say that it has been our plan tomorrow, 
on November 9, to explore the problems involved in General Motors’ 
activities in industries other than automobiles. 

While the public is fully aware of General Motors’ dominant posi- 
tion in the automobile industry, it is not aware that General Motors 
is in an even more dominant position in the manufacture of locomo- 
tives. The economic impact on the locomotive industry of General 
Motors’ entry into this field with its diesel locomotives will be illus- 
trated as we proceed. 

I want to make this announcement because I know how important 
it 1s to the press to have a new lead for the next story. We shall en- 
deavor to keep you fully satisfied, and we do hope that the executives 
of General Motors and the officers of the Brookings Institution will 
ta sags in providing new leads for the press in the story of this 

earing. 

Thank you very much, Mr. Quinn, for your cooperation. 

I now declare the meeting adjourned until 10 o’clock tomorrow 
morning. . 

(Whereupon, at 4: 15 p. m., the subcommittee recessed, to reconvene 
at 10 a.m., Wednesday, November 9, 1955.) | 
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WEDNESDAY, NOVEMBER 9, 1955 


UNITED StTaTEs SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 


The subcommittee met, pursuant to recess, at 10:10 a. m., in room 
424, Senate Office Building, Senator Joseph C. O’Mahoney presiding. 

Present: Senators O’Mahoney (presiding) and Kefauver. 

Also present: Joseph W. Burns, chief counsel; Donald P. McHugh, 
assistant counsel; Joseph A. Seeley, assistant counsel; Gareth M. Nev- 
ville, assistant counsel, and Jesse J. Friedman, economic consultant. 

Senator O’Manoney. The session will come to order. 

This morning I have to put in the record a letter received by me from 
the Brookings Institution. This is addressed to: 


Senator JosErH C. O’MAHONEY, 
Acting Chairman, Subcommittee on Antitrust and Monopoly, 
Senate Judiciary Committee, Washington, D. C. 


Deak SENATOR O’MAHONEY: In your telegram of November 7 regarding your 
request that Dean Russell Stevenson of the University of Michigan; Prof. Clare 
Griffin of the University of Michigan; and Prof. Lawrence Seltzer ef Wayne 
University testify before the Subcommittee on Antitrust and Monopoly you state, 
“I am confident that upon reviewing the request made by members of our staff 
and the conversation you had with them, it will be your desire to release the 
gentlemen in question from any inhibitions they may feel so that the Congress 
of the United States and the people of this country may have the benefit of the 
objective study of big business which your institute recognized as a problem of 
such significance that you undertook to study it.” 

In reply I should like to state, with the greatest respect for the work and 
responsibilities of your committee, that the three gentlemen in question are 
entirely free to testify before your committee in their own discretion and the 
Brookings Institution is imposing no inhibitions against their appearing to 
testify. The institution does insist, however, that if these gentlemen testify 
they are not free to reveal information acquired in personal interviews in 1948 
and 1949 for the research of this institution. The research on these materials 
is not being carried on by them or under their direction, and they are in no 
position to testify on the findings or on the present status of the research which 
is still in progress here. 

In my letter of November 4, 1955, to Mr. Joseph W. Burns I state: “We believe 
that the decision to testify or not to testify regarding the General Motors Corp. 
by the three gentlemen in question must be freely determined by them in light 
of their obligation as scholars possessing confidential information obtained for 
a third party from a corporation now subjected to inquiry. If any of the three 
gentlemen wishes to testify before your committee regarding information he has 
obtained about the General Motors Corp. from other sources than the confidential 
interviews for the Brookings Justitution, this institution would interpose no 
objection. However, we cannot approve of their revealing information about the 
corporation which was obtained in confidence for the research of this institution, 
when that information has not been verified as accurate by us or by the corpora- 
tion. Hence we cannot assent to any plan for making available to your committee 
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the confidential notes which were prepared for our research and which have never 
been verified.” 

Dean Stevenson, Professor Griffin, and Professor Seltzer, like others who at 
Gne time have served as temporary consultants to the Brookings Institution, have 
already appeared before congressional cominittees and discussed antitrust prob- 
lems. They are now completely free agents to testify as they wish before any 
committee, and they need no authorization from us to testify before your com- 
mittee. They fully understand the responsibilities of acudemic integrity and 
they need no instructions from us with respect to the ethics of handling privileged 
information. Brookings cannot honorably request them to violate the confidence 
of any who collaborated with them in their inquiries. 


I interrupt to say that nobody on this committee and nobody on 
the staff of this committee made any request of any of the professors 
of the Brookings Institution or of General Motors that a confidence 
should be violated. I say that, although I also recognize the fact that 
there is not in economics that band of confidence which is recognized 
in the courts between an attorney and his client. 

I also say, and this is also stated in a letter to Mr. Burns by one of 
the professors, that this committee lias the power of suhbpena and can 
bring these gentlemen before the committee if it should desire to issue 
a subpena. 

I proceed now with the Brookings Institution letter: 


The willingness of the General Motors Corp. to ‘‘waive any pledges of confidence 
if the corporation is requested to do so by the Brookings Institution” does not 
absolve this insttiution and its staff of responsibility for respecting the confiden- 
tial relationship established in obtaining information from officers of corporations 
who were encouraged to give their vews informally, speaking for themselves and 
not necessarily for their corporations. All research into the policies and moti- 
vations of corporate management would be jeopardized if the privileges of free 
private expression were thus abused. 

You state that “It is not our purpose to ask these professors to reveal the names 
of people who furnished them information or the specific replies made by any 
of the persons interviewed.” And you add, “We want no names, we want no 
quotations from what may be stated by General Motors officers, employees, or 
suppliers. We want only basic facts as to the manner in which this business 
is carried on in interstate and foreign commerce.” This institution, as I have 
previously stated, has no objection to the submission of testimony that does not 
violate the confidential relationship estabished at the time the three gentlemen 
conducted interviews for this institution. 

With reference to your statement that “a fear is entertained that the purpose 
of the committee is somehow to introduce antitrust proceedings,” let me explain 
that no such fear is relevant to the research of the Brookings Institution. This 
institution is not an agent for any corporation. Under the Brookings charter 
the institution can have no clients, nor can it serve the special interest of any 
political, economic, or social group. 


I note with interest, interrupting again, the absence from the letter 
of any declaration of freedom of serving the people of the United 
States and the Congress of the United States under the Constitution. 
This is a distinction which should be borne in mind by all to whom 
this exchanve of correspondence comes. I proceed: 

Its research is conducted solely from the point of view of the public interest 
and solely for the enlightenment of the people as a whole. 

This is serving the public interest, I interrupt, and enlightening 
the public under a bushel basket. Is the Brookings Institution to be 
the judge of what is good for the puenc interest or is the Congress of 
the United States to be the judge 

In view of your statement today, which appears to have given the impression 


that the Brookings Institution was objecting to the introduction of testimony 
by Dean Stevenson, Professor Griffin, and Professor Seltzer, I request that 
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my letter of November 4, 1955, to Mr. Joseph Burns, chief counsel for your 
committee, and this letter be incorporated in the transcript so as to make the 
position of this institution clear. 
Sincerely yours, 
(Signed) Rosert D. CALkKInNs, President. 

Now, if I were inclined to make a wisecrack about this corres- 
pondence, I would compare it to the famous baseball combination 
which was the object of my admiration when I was a young man, the 
combination of Tinkers to Evers to Chance. I don’t know who rep- 
resents Chance in this play on the baseball field, Tinkers to Evers to 
Chance. 

I have pointed out that we have the power of subpena, but I have 
also said that the purpose of this committee is not to make a spectacle. 
It is not to pillory the General Motors or any executives of General 
Motors. The purpose of this committee is not even to ridicule the 
professors or the Brookings Institution. The purpose of this Com- 
mittee is to find the basic facts of the significance of big business in the 
economic society in which we live. 

What has been constructed in the United States by reason of 
the failure of Congress competently to meet the problems involved 
in the antitrust laws is the establishment of a private economic 
government operated without any rule of law, because what the 
commissions and the boards may say one day can be changed another, 
because the activities of the Department of Justice depend wholly 
upon the rulings of individuals as to what is unreasonable restraint 
of trade, and various other phrases used in the law and in the deci- 
sions as to what they actually mean. 

We are in this situation because Congress has not yet found a way 
to write a rule of responsibility and of power and of duty on the part 
of the great corporations which necessarily, because they have the 
initiative, exercise a far-reaching effect upon the economy of every 
living citizen of the United States. 

They go further than that indeed. By what these great corpora- 
tions do, our foreign relations are frequently governed. 

The corporations created by ths States: which are forbidden by 
the Constitution to enter into any agreements with foreign countries, 
do themselves enter into agreements with foreign countries. 

We need & no further than the history of the oil industry in Iran, 
Iraq, and Saudi Arabia, to know that corporations created by the 
States have an international foreign policy of their own, and every 
family in the United States, whether those families are employed as 
executives of big corporations like General Motors or by other great 
international corporations or by dealers in the automotive industry or 
by agents who sell oil in various stations, every one of these families 
in the whole scope of American and international policy is affected by 
what this private economic government does by its own rule of law. 

Has the time not come for institutions like the Brookings Institu- 
tion, for professors of great educational institutions and for the 
heads of these great corporations, to abandon their refusal to co- 
operate and come frankly- together with the representatives elected 
under the Constitution by the people to regulate commerce with for- 
eign nations and among the States? | 

This committee will not, if my advice.is followed, attempt to issue 
any subpena, but it will seek to have a private conference with the 
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representatives of these three groups to see whether or not it will not 
be possible for them to come before this committee and make their 
contribution to the solution of the greatest economic problem in the 
world. I think they cannot avoid it. | 

Mr. Burns, do you have a copy of the letter that was addressed to 

ou ¢ 

‘i Mr. Burns. I am having a photostat made so it can be handed to 
the stenographer to be included in the record. 

Senator O’Manoney. Let it be included in the record immediately 
after this. 

(The letter above referred to is as follows :) 


THE BROOKINGS INSTITUTION, 
Washington 6, D. C., November 4, 1955. 
Mr. JOSEPH W. BURNS, 
Chief Counsel, Antitrust and Monopoly Subcommittee, 
Committee on the Judiciary, 
United States Senate, Washington 25, D.C. 

Dear Mr. Burns: In view of our earlier conversations regarding your desire 
to have Dean Russell Stevenson, Prof. Clare Griffin, and Prof. Lawrence Seltzer 
testify before your committee on the General Motors Corp., and in view of the 
former connection of these gentlemen with the Brookings Institution, I should 
like to set forth the position of this institution. 

Dean Stevenson, Professor Griffin, and Professor Seltzer in 1948 were mem- 

bers of the staff of the Brookings Institution. In that capacity they participated 
in our studies of large corporations. Those studies were undertaken with the 
cooperation of a number of large business concerns who agree to provide 
information regarding their operations on a confidential basis. The interviews 
were arranged by the cooperating corporations in response to our request and 
with the pledge of the Brookings Institution that information obtained would 
be regarded as strictly confidential and would be used solely by this institution 
in preparing its studies of big-business practices. It was understood that when 
we had made our analysis, the factual statements contained therein regarding 
the practices of particular companies would be submitted to the companies in- 
volved for verification before publication of the findings. 
' The three gentlemen named conducted a number of confidential interviews 
with officials of the General Motors Corp. These interviews were arranged at 
the request of the institution with the assurance that their confidences would 
be respected. The gentlemen in question, after interviewing oflicials of Gen- 
eral Motors Corp., prepared interview notes regarding the matters discussed. 
These interview notes have never been checked for accuracy or cleared by the 
corporation. Until our research on the practices of the General Motors Corp. 
has been completed, and cleared with the company for accuracy as to the facts, 
the institution is not in a position to provide information about the corporation. 
When the research has been completed and cleared we will, of course, be glad 
to make a copy of the manuscript available to your committee. 

Adherence to the foregoing confidential relationship is vital to the continuation 
of present and future research on business practices. This institution has exist- 
ing obligations to respect the terms on which it obtained information, and it has 
n very great interest in seeing the continuation of empirical research that calls 
for the cooperation of business in making confidential information about cur- 
rent practices available to scholars. Because of these obligations and interests 
we find it necessary to take a position with respect to any testimony that might 
be introduced by Dean Stevenson, Professor (Griffin, and Professor Seltzer, if 
they were to testify. 

We believe that the decision to testify or not to testify regarding the General 
Motors Corp. by the three gentlemen in question must be freely determined by 
them in light of their obligation as scholars possessing confidential information 
obtained for a third party from a corporation now subjected to inquiry. If any of 
the three gentlemen wishes to testify before your committee regarding informa- 
tion he has obtained about the General Motors Corp. from other sources, than 
the confidential interviews for the Brookings Institution, this institution would 
interpose no objection. However, We cannot approve of their revealing infor- 
mation about the corporation which was obtained in confidence for the research 
of this institution, when that information has not been verified as accurate by 
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us or by the corporation. Hence we cannot assent to any plan for making 
available to your committee the confidential notes which were prepared for our 
research and which have never been verified. 

Moreover, we do not see how these gentlemen can testify about this company 
and differentiate between general knowledge they have acquired from other 
sources and knowledge they have acquired confidentially in their capacity as 
research consultants for the Brookings Institution. Even if it were possible 
for them to distinguish between these two types of information, their testimony 
would almost certainly be regarded as a violation of confidences by the cooperat- 
ing companies who have supplied us with confidential information. Such an act 
would jeopardize the standing and respect for this institution and create the 
impression that it had violated a confidence honestly tendered and honestly 
accepted. The Brookings Institution cannot countenance or be a party to any 
such real or implicit breach of confidence. To do so would not only impair our 
present research which depends on the continued cooperation of business firms, 
but it would undermine all such empirical work and greatly impede research 
that is capable of giving us a better understanding of the very business prac- 
tices which are of concern to the Congress and the American people. 

It is our understanding that counsel for the General Motors Corp. has in- 
dicated that if the corporation is requested to do so by the Brookings Institu- 
tion, it will waive any pledges of confidence made to them and will ask for a 
waiver from any personnel or any suppliers of information who were con- 
sulted. Such an action would not vouch for the accuracy of the information 
contained in our notes, nor would it protect our research from the charge that 
cooperation may lead to publie disclosure of the information given. We must, 
to the best of our ability, abide by the pledge of confidence which we gave to 
cooperating firms, and accordingly, we are not willing to ask the General Motors 
Corp. to waive the pledge of confidence which we gave to them, along with other 
corporations, 

We do not consider that the unverified impressions and notes of the three in- 
terviewers will add important factual information to the testimony before your 
committee. We cannot request the disclosnre of that information prior to the 
time when we can vouch for its accuracy. 

Very truly yours, 
RoBert D. CaALkins, 
President, 

Senator O’Manoney. Mr, Burns, do you care to proceed now with 
Mr. Quinn? 

Mr. Burns. Mr. Seeley will conduct the examination. 

Senator O’ManHoney. Will you please identify Mr. Seeley for the 
record ? = 

Mr. Burxs. Joseph A Seeley, assistant counsel, will interrogate Mr. 
Quinn. 

Mr. Sretey. Mr. Quinn, I think you had not completed your pre- 
pared statement. Would you like to continue with that? 


STATEMENT OF T. K. QUINN, PRESIDENT OF T. K. QUINN CO.— 
as, Resumed 


Mr. Quin». Mr. Chairman, when we discontinued yesterday after- 
noun I had proceeded as far as page 5, according to the copy I have 
of my statement. I propose therefore to go on with mv statement 
beginning with the aabtitle “General Motors Is Too Big for the Eco- 
nomic Health of the Country.” 

Senator O’Manonry. That is correct. That is where you were. 
J was sorry to have to interrupt you yesterday. 

"* Mr. Quinny. We are witnesses to the irresistible market power of 
sheer size in the adventures of General Motors into other than auto- 
mobile fields. It did not take the corporation long to acquire 76 per- 
cent of the locomotive business of the country. What railroad presi- 
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dent would dare say, “No,” to the largest shipper over his lines? And 
when General Motors decided to get 95 percent of the bus business, 
it merely purchased buslines. The corporation has entered the large 
gas-engine business and may eventually have most or all of it. Every 
purchasing agent in the Nation, and certainly those with whom I come 
into contact, must be mindful of General Motors’ enormous pur- 
chasing power, a vastly underestimated force that our academic peo- 
ple do not begin to measure. 

Senator Krracuver. Mr. Chairman, may I ask a question there? 

Senator O’Manoney. Senator Kefauver. 

Senator Kerauver. Mr. Quinn, back here you said: 

It did not take the corporation long to acquire 76 percent of the locomotive 
business of the country. 

I don’t know just what that means. 

Mr. Quinn. The diesel engine, the motor power, the driving engine 
for the railroads. 

Senator KEFrauver. You mean they own 76 percent of the stock or 
interest of the companies that make those? 

Mr. Quinn. Oh, no. Of the volume of the business that is done in 
locomotives. That is to say, if there were a hundred locomotives sold, 
they sell 76 percent of them today, 76 of the hundred. 

Senator Kerauver. They are made by General Motors or some 
subsidiary ? 

Mr. Quinn. That’s right. 

Senator Kerauver. More particularly what are they ? 

Mr. QuiINN. Diesel engines. 

Senator Kerauver. What are the diesel engine companies, the sub- 
sidiaries of General Motors? 

Mr. Quinn. What do they call that division ? 

Senator KEFAuvER. Yes. 

Mr. Quinn. The electromotive division. 

Senator Kerauver. Is that a wholly owned subsidiary ? 

Mr. QuiNnN. Oh, yes. 

Senator O’Manoney. It should be stated, Mr. Quinn, that General 
Motors is constructed in a manner different from some corporations 
st cha in different businesses. Instead of having a group of sub- 
sidiary corporations, it has one corporation operating in several divi- 
see There is a division for Cadillac, for example, and all through 
the line. 

Now there is a special] division for the manufacture of these electro- 
motive engines like the diesel, but the General Motors Corp. has pro- 

ressed to such an extent in the manufacture of diesel engines, such as 

ocomotives, that it has taken over 76 percent of the whole business in 
railroad locomotives. That will be a subject of testimony immediately 
after Mr. Quinn has concluded. 

Senator KEFauver. Just one more question. Is that 76 percent of 
the diesel business or 76 percent of the diesel plus the steam-engine 
business, of the entire business? 

Mr. Quinn. I don’t think they make anything other than the diesel. 

Senator O’ManoneEy. You said 76 percent of the locomotive business. 

Mr. QuINN. Yes. 

Senator O’Manoney. That includes all locomotives. 
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Mr. Quinn. But diesel is what they are putting on currently. The 
other is pretty well outdated, outmoded. It doesn’t amount to any- 

ng. 

Senator Kerauver. Excuse the interruption. I just wasn’t clear as 
to what you meant. Go ahead. 

Mr. Quinn. Anticipating the big, national roadbuilding program 
which will run into billions of dollars, announced by the administra- 
tion, General Motors apparently with nothing original to contribute, 
entered the earth-moving equipment field by buying out the Euclid 
Co. You may be sure that with its influence and purchasing power, 
the corporation may soon dominate that big field although there are 
other good companies in it. 

These other companies may remain hopeful, imagine they have some 
inside track to General Motors and not protest but when the chips are 
down they will suffer nevertheless. 

Their stocks as an investment will be a little less attractive in my 
judgment to the public as soon as it is discovered that General Motors 
1s a newcomer. 

Have you observed how difficult it is to uncover complaints? One 
explanation is that General Motors is a customer of many of its com- 
petitors. General Motors has about 20,000 suppliers from whom we 
may never hear very much. I happen to have a friend who operates 
a small company, a supplier of General Motors. They are very 
unhappy with the arrangement because they are held to almost impos- 
sible specifications and to prices that it is very difficult for them to 
meet. Their return on their capital investment is little or nothing, 
but General Motors now is such a large customer and takes so large 
a part of their output that to discontinue would mean laying off people 
and perhaps even ruining the whole business. So they hang on, as 
it were, by their fingernails. 

But if you ask me to give their names today, I think I would go 
to jail rather than give it to you because I believe the company would 
suffer. And therefore they will not appear here voluntarily to tes- 
me Now I cite that only as an illustration of the situation you have 
to Tace. 

Senator O’Manoney. So that professors and company heads, both 
cut of fear, apparently decline to testify. 

Mr. Quinn. I think that is undoubtedly true. 

By an adroit use of its purchasing power, the corporation could 
silence almost any protestant. General Motors, for example, buys 
refrigerator parts, which it could as well make for itself, from Amer- 
ican Motors. I don’t know why. The bigger the corporation becomes, 
the more threatening this sinister reciprocity influence. 

General Motors could at will enter any field it chooses and become 
even more industrially dominant. While we so zealously protect its 
right of free enterprise, we are repressing the free enterprise rights 
of thousands, tens of thousands, of other concerns and individuals. 
The whole electrical-appliance industry lives in the shadow of the 
danger that General Motors may choose tomorrow to double its appli- 
ance business, which it could do by reducing prices 5 or 10 or 15 per- 
cent, and temporarily absorbing the losses. 

Senator O’Manoney. Or deducting the losses from income-tax 
returns. 

67272—56—pt. 6—10 
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Mr. Quinn. I accept the amendment. 

Such losses on its one to two hundred million dollar electric apph- 
ance volume—that is merely an estimate on my part—would be lost 
in its overall volume of about $12 billion for 1955 and gross profit 
of over $2 billions. 

It is regretfully not now required to publish separate departmental 
reports. As soon as a giant corporation absorbs a smaller one, all 
publicity with regard to the operations of that company move behind 
a paper curtain and we don't know any more. 

Senator O’Manoney. Paper? Why do you say a “paper curtain”? 

Mr. Quinn. Only because they use paper to write Aine reports on. 

Senator O’Mauonry. Well, we never see the reports, and of course, 
we don’t see the curtain. 

Mr. Quinn. No. 

Senator O’Manoney. It is an invisible curtain, not a paper curtain. 

Mr. Quinn. Paper only in the bookkeeping sense. 

Senator O’Manoney. And because the United States Congress has 
not yet written a law which will allow the people through their Gov- 
ernment to find out what is going on. 

Mr. Quinn. Let me elaborate on that a little from experience. One 
of the most profitable, if not the most profitable division of the General 
Electric Co. is the electric incandescent lamp bulb business. We are 
paying tribute to them now in this room, these burning lights that last. 
too short. Every time in fact you change a bulb—who has not had 
that experience ?—you are paying tribute. ; 

The General Electric Co. has about, I should Judge now, and these 
are estimates, but educated estimates, 60 percent of that business. I 
should estimate that Westinghouse has 25 percent and Sylvania per- 
haps 15 percent. That is the 100 percent for lighting all of America 
once the sun goes down. The profit of that business in my time ran as 
high as 40 percent on the investment. I have no figures for recent 
years, but I should venture to guess, to estimate, that the profit on that 
business for General Electric is certainly over 30 percent on its invested 
capital. 

Now. of course, those figures will never appear, and the sun will never 
shine the light of publicity on what could be an effective force in the 
public interest, 1f we knew or had some access to those figures which are 
lost in the overall figures of the General Electric Co. 

Therefore I have recommended, I recommend now and have hereto- 
fore, among other things, that by all means all of these companies oper- 
ating various businesses and departments should be required once a 
‘hid at least to publish in detail the balance sheets and the profit-and- 
oss statements of their various departments. | 

Senator O'Manoney. It may be well for this committee to refer tha 
recommendation of yours to the Secretary of the Treasury. When we 
havea meeting of the committee. the subject will be discussed. 

Mr. Quinn. The public is not informed on the evils of giant business. 
‘Why does the public remain largely in the dark on the giantism issue? 
Is it not because the giants are the principal supporters of our news- 
papers and magazines through their huge advertising appropriations? 
Mr. Robert Hutchins, formerly president of the University of Chicago, 
recently pointed out that concentration has moved into the communi- 

‘eations field. In 94 percent of American cities and in 18 American 
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States, there are no competitive newspapers and there can be no com- 
petitive debate among editors. He courageously took the editors to 
task for the so-called one-sided press. However, to attack the Ameri- 
can Association of Newspaper Editors for indifference or silence where 
big interests are involved is quite useless, in my opinion. 

Every mother’s son of them might agree wholeheartedly with you 
and still be unable to do anything about it. The editors today are not 
generally owners but hired men. They are not free to speak their 
minds. They must be constantly careful to see that nothing in their 
papers offends any giant advertiser. A kind of golden blanket is 
thrown over criticism or reflections on the giants and their power. The 
voice of the big city press and of the slick magazines is today the voice 
of big money and big advertising. 

Senator O’Manoney. Mr. Quinn, I would like to interrupt you 
there to say that having once been a newspaperman, a reporter, a cit 
editor, and an editorial writer, while recognizing the situation hich 
you describe of the power of the big advertiser, I still feel that the 
press as a whole and the radio are to be complimented by the degree of 
fairness with which they do discuss these issues. 

I know, of course, that editorials are not always as free as we should 
like. but I still believe that in fairness to the press, to the television, 
and to radio, we ought to acknowledyve that those of us who are seeking 
to obtain a wider knowledge of the vital issues that affect society today 
are not entirely snuffed out by the news associations. 

Mr. Quinn. The news is not suppressed but whenever it appears un- 
favorable to those who supply the advertising support money, it is 
seldom. if ever, treated critically. We could hardly expect this result 
to be otherwise. Weare kept well aware of the totalitarian influences 
from without but what of the internal totalitarian trend chargeable 
Se ue giant private collectives that are daily becoming more formid- 

ef 

In the advertising agency business I have had the experience of be- 
ing solicited by publications with the argument, “We are on your side.” 
The side, of course, to which they referred was the giant business in- 
terest. With a few notable exceptions, the entire press of the country 
is on that side, Newspapers and magazines could not exist as they are 
without their advertising revenues, and increasingly much or most of it 
comes from the giants. 


CONFUSION OVER COMPETITION 


Whenever the practices of giant corporations in big industries be- 
come the subject of debate or of inquiry by congressional committees, 
the reply, “They are competitive,” continues to be accepted, mistaken- 
ly, as a complete and satisfactory answer. Mr. Harlow Curtice, the 
able, gentlemanly president of General Motors, quite obviously consid- 
ered conclusive Ne statement to that effect to the Senate Fulbright 
committee in March 1955, when the automobile industry was under 
question. Certamly there is competition in the automobile industry 
although it 1s not a price competition that now precludes huge manu- 
facturing profits for the giants. As we learned yesterday, the compe- 
tition is very largely among the dealers where price is involved. 

The academic attitude favorable to competition dates back to 
Adam Smith and John Stuart Mill who wrote under conditions where 
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competitors had somewhere near equal status and power. Competi- 
tion proved under those conditions to be stimulating and productive 
and it has been a motivating force in the development of our country. 

It has worked well under open market conditions among competitors 
of somewhere near equal size. But we have outlived that era. An en- 
tirely new and different set of circumstances confronts us. ‘The gen- 
eral rule today in America is that from 3 to 5 giant companies are in 
substantial control of each of our major industries. They do not com- 
pete with each other in price because they are too big; there would be 
too much bloodshed and no ultimate profit gain. In a way they are 
like Russia and the United States; possessing overwhelming destruc- 
tive power, they simply cannot afford to fight. The results would be 
mutually disastrous. 

The fallacy of price competition as a constructive force under all 
circumstances is proven by what we have learned in the automobile 
industry. General Motors, Ford, and Chrysler could force the other 
remaining competition out of business, as they have all the rest. We 
could conceivably end up with only 2 companies, or even 1, a stronger 
monopoly. 

But the question would then be: Would the country be better off 
without Packard or Studebaker, Nash, Hudson, Willys, or Kaiser? 
Is that what we want ? 

Unrestricted competition as an ideal has failed. Mice do not com- 
pete with cats; they hide from them. Wedo not match bantamweights 
with heavyweights in the prize ring and we cannot do it without 
foregone conclusions in commerce and industry. At the same time 
we know that the best results may be secured from many independent 
enterprises and fair competition as in the athletic world, for example. 
This 1s best too, in principle, because it means the democratic distribu. 
tion of power and the opposite of concentration. 

If we wish to preserve the independence of the smaller, more socially 
eflicient companies, the companies pe will remember which I dis- 
tinguished earlier up to the point of being big business but not giant 
business or monster business, we can do it in the long run only by 
taking the giants in hand, checking their undue power and holding 
them within the bounds of special rules and regulations. 

This does not necessarily mean controlled monopoly. It means 
restricting autocratic power of the giants to save our system. Com- 
petition in all segments of our society could continue until some one 
or few companies become so big in a given industry as to threaten the 
whole system. They would then come under the new restrictive 
legislation. 

Senator O’Mauoney. Mr. Quinn, would you mind giving a defini- 
tion of your concept of socially efficient companies? 

Mr. Quinn. Well, sir, if you recall, I undertook to define earlier 
or at least to discuss what we mean by efficiency. 

Efficiency to an operator in business, a manufacturer, for example, 
is determined by either the ratio of his profit to sales or his profit to 
his investment, and he is not necessarily concerned with any other 
consideration at all. | 

You recall, perhaps, I suggested that we must also consider many 
other factors today. How did he arrive at the low cost that permitted 
that larger profit rate? Did he get it by pressure on small companies ? 
Did he treat his suppliers fairly? What was the effect, too, in the 
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broad sense of his becoming so large that he introduces us into another 
kind of society ? 

I mean to say if General Motors has all the business in automobiles, 
as I believe I suggested, then we get to the question of policy, of 
whether we want that kind of super organization in America. 

Now, those are some of the things that I mean when I distinguish 
or attempt to, between narrow efficiency measured in terms of profit 
to investment on the one hand, and profit, if you please, in relation to 
all of these other factors. 


GIANTS SET THE PACE FOR MERGERS 


You have heard most of what can helpfully be said on the subject 
of mergers. Mergers as wholly defensive moves have not, to my 
knowledge, been stressed anywhere. The existence of giants in any 
field is an automatic incentive to its competitors to merge, not neces- 
sarily for greater efficiency, as is so often spa eee but for off- 
setting capital and market power. There is no better evidence of the 
power of sheer size in business concerns of today than the continuance 
of the determined efforts to attain it. 

I have used the homely illustration of imagining that a giant 12 
feet high walked through that door, with predatory instincts and com- 
petition in his mind. I suspect that the disposition of the rest of us 
would be to merge in protection against him, and I think that con- 
sideration is also a big factor in the merger trend. 

Senator O’ManHoney. You remind me of a television serial which 
is now running on one of the big television channels. It is the story 
of Robin Hooll. And, of course, the basic theme is exactly the same 
as the theme that we now have. 

In those days land was the principal source of production, and those 
with predatory instincts drove the peasants off the land so that they 
could control the production. Now, in the economic society in which 
we live, the peasants are being driven out of the industrial control 

Mr. Quinn. I agree. 

Senator O’Manoney (continuing). And it is the business of Con- 
gress to find the way of protecting the peasants, the industrial 

easants, from the predatory activities of the monsters, of whom you 
ave spoken. 

Mr. Quinn. I agree. 

The General Electric Co., with which I was long associated, was 
the first to put together a line of electrical products in the appliance 
field under one brand name. We were not motivated by any thought 
of efficiency, that is, social efficiency, or greater service but by the 
desire for gain and to build the strongest market position. We had the 
means to do it. Since then and particularly im the past 25 years, 
abana y all competitors have been forced to follow with more or 
ess “full lines’—Westinghouse, General Motors (Frigidaire), Philco, 
Hotpoint, Admiral, Crosley, Sears (Kenmore), and the rest. The 
latest is the combination arrangement effected by RCA, Whirlpool, 
and Seeger Refrigerators, just last month, and each of those, of course, 
are concerns with volumes in excess of $100 million annually. 

Each of these companies has branches or distributors in’ all of the 
major cities that concentrate on their products and are not available 
as outlets to the independent producers of any single product. If 
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those of us in this room were to form a corporation for the production 
and sale of a new refrigerator, for example, we should have an almost 
impossible job on our hands to find satisfactory wholesale outlets. In- 
stead of continuing as a separate company, we would undoubtedly find 
it to our advantage to merge with one or more other companies, as 
practically all of the other have done. There are very few inde- 
pendents left outside the fold. 

Senator O’Manoney. Then what this amounts to, Mr. Quinn, Is a 
statement that while there may be competition among the national 
companies—and I gather from your statement you say there is—Gen- 
eral Electric, Westinghouse, General Motors so far as Frigidaire is 
concerned, Philco, Hotpoint, Admiral, Crosley, Sears are iy esparate 
und distinct corporations; are they not ? 

Mr. Quinn. With the exception of Hotpoint, which is a division of 
General Electric, what you have said is true. 

Senator O’Manoney. In other words, there is then competition 
among these companies on a national scale, but. what you are pointing 
out is that in this field of activity the little fellow can’t get in : 

Mr. Quinn. It is very difficult. 

Senator O’ManHoney. It is like the situation in the newspaper field. 

Mr. Quinn. I should not advise any client of mine to undertake it 
as a good business venture. 

Senator O’Manonry. We found out only a few years ago that 
Marshall Field’s son, Marshal] Field IIT, with all his great wealth, was 
unable to break into the newspaper field in the city of New York. 
Now, that wasn’t due to any conspiracy against him, but was due to 
the great expense of publishing an adequate newspaper, I would think. 

Mr. Quinn. Once the pace and pattern is set by ‘ie capital giant, it 
becomes difficult, if not impossible, for any independence successfully 
to assert itself. | 

There is one other aspect of the merger question I should like to 
emphasize. The only effective, piaptical way to maintain the maxi- 
mum number of independent companies is to decentralize the big ones 
at the top. It is most difficult to argue against a Bethlelhem-Youngs- 
town merger so long as United States Steel, which is a combination of 
over 100 corporations, is allowed to continue. To start at the bottom 
and prevent smaller mergers would amount to further protecting those 
giants already in existence. | 

In other words, I feel that in the case of Bethlehem- Youngstown, 
as much as I would be opposed in principle to such big mergers, I 
should find it very difficult to argue against them when they say that 
they are not represented in the middle States, and that if they merged. 
they could then compete, not in price of course—they don’t compete 
in price—but in service, with United States Steel. 

don’t know how to argue against it. And yet the Attorney Gen- 
eral, as I understand it, has taken a position opposed toit. I think that 
is the wrong remedy. 


THE ANTITRUST LAWS AND THEIR ENFORCEMENT 


If there be any who still believe that the intent of the Sherman law 
and of the Clayton Act have not be circumvented, or who contend that 
enforcement has been effective, I should say to them, “For goodness 
sake, look around you at where we are and what has happened.” 
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If there be any left who question the existence of monopoly, oligop- 
oly, and the substantial control of our basic industries and therefore 
the economy as a whole by a relatively few giant companies, I should 
make to them a similar reply. 

To those who may say everything is all right as it 1s, [should answer, 
“It isn’t: 1t changed even while you were making your statement.” It 
is the trend and the direction that should most concern us. 

If there be any who say it’s all a natural development and “you 
can’t do anything abont it,” I would reply, “You, sir, are an uncon- 
scious Marxist.”” We have done and we can do something about it. 
That, indeed, is a basic spirit and principle in America and has made 
us what we are. Only to the extent that we have done something 
about it have we so far avoided communism, Marxism, socialism, or 
what else. 

Prof. Louis B. Schwartz, a member of the Attorney General’s Com- 
mittee To Study the Antitrust Laws, has shown most forcefully how 
the committee concentrated on Jegal analyses of existing statutes and 
decision. It did not face up to the issue of giantism or means by 
which it could be effectively controlled. 

Senator Sparkman has pointed out that 73 of the committee's 85 
recommendations are purely administrative in character, to be given 
lezal effect merely by the personal decision of an antitrust a eine 
istrator. Dr. Schwartz further demonstrated that some of the com- 
mittee’s conclusions would have an etfect opposite to those intended. 

The antitrust laws have failed both because they are inadequate to 
the requirements of today’s conditions and because they have not been 
enforced. Public opinion, influenced as it has been by the media which 
feel obligated to follow the giant interest line, has not helped to create 
a climate of strong support either for the antitrust laws or their 
enforcement. So the lawmakers are not entirely to blame—— 

Senator O’Manoney. Thanks for the amendment. 

Mr. QUINN (continuing). As second thoughts are sometimes best. 
But I have no profound objection to the word “politician.” 

Senator O’Manoney. No; neither do I. 

Mr. Quinn. It doesn’t at all mean to me what is inferred by the 
ve in which it is abused. 

enator Kerauver. What do you mean by that word “entirely”? 
Mr. QuINN (reading) : 


* * * are not entirely to blame. 


I think they are in part to blame, because I think that the law- 
makers should lead a little as well as to follow. 

Senator Kerauver. Well, I agree with you. 

Mr. Quinn. The laws should, of course, be enforced. But beyond 
this we are badly in need ‘of additional legislation to curb, restrict, 
and regulate giant corporations, decentralizing them in many instances 
and making gener. certain that they shall not be permitted here- 
after to discourage, eliminate, or mistreat others, prevent constructive 
competition, or otherwise impair our economic or political freedoms 
or our system. 

Now, I have a section here refuting the eee advanced for the 
giant corporations, and for the purpose of this statement I have tried 
to select from the spokesmen for giantism and monopoly their most 
commonly used arguments and then to give a reply to them. 
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Following is a partial list of the arguments most commonly ad- 
vanced in behalf of giant corporations, together with my refutations. 
No. 1: 

Giant business concerns have been leaders in expansion and in bringing about 
technological change. Two out of three research workers in American industry 
are elnployed by large concerns—firms with 5,000 or more workers. 

My reply: Of course, this is inadvertent evidence of the growing con- 
centration which is so often denied, there is actually danger of the 

iant companies eventually employing all of the research workers. 

re result will be a further decline in original, independent, creative 
work of the kind that built this country. Big laboratories work on 
directed projects from a central authority. All of the experience 
proves that genuine, creative work cannot be directed if the best results 
are to be achieved. If they could be, the Russian system would be 
better than ours. 

Men must be free to follow their secret hearts in any direction they 
individually choose, however foolish it may appear to others. This is 
the democratic ideal. No one has advance knowledge. If they did 
research would be unnecessary. Invention has declined as industrial 
control has become more concentrated and centralized. Since 1920 the 
rate of patent applications to the Patent Office has decreased 40 per- 
cent. There may be other explanations, but this is a surprising figure. 
In fact, it 1s so surprising to me that, while it was given to me as an 
authentic figure, I am going to check it again, and I question it. It 
doesn’t seem possible. 

_ (2) Thestatement is made: 

The concentration of production among a few big rivals usually stimulates 
competition rather than weakens it. 

Let us examine thisclaim. There are only six manufacturers left in 
the automobile industry. Is it meant that if all but General Motors 
and Ford are eliminated, competition will be greater? Is it meant 
that there was less competition when there were well over—we found 
out at any one time yesterday there were no more than 81. 

What kind of competition is referred to? Surely not price com- 
petition. Experience has proven over and over again that price 
competition decreases as the number of competitors in any industry 
decreases. In his report to stockholders for the year 1954, issued in 
April 1955, lawyer &: A. Price, president of Westinghouse, says in 
part: 


Competition is so intense that a strong downward pull is being exerted on 
prices * * * particularly in the consumer field— 


he is not so worried about the industria] field— 


where a great many manufacturers are competing for a larger share of the 
market * * * as a result, there is a greatly’ increased pressure on profit 
Margins * * * 

Price competition still prevails in the electrical appliance, consumer 
industry but it 1s strongest among distributors and dealers, and it is 
all subject to what the few leaders will allow. 

(3) The claim is made: 


Results are better among bigger concerns because mistakes are more costly. 


This is a specious argument. Mistakes are not more costly propor- 
tionately. If there were many automobile companies fighting for their 
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very lives, the risk to each of them would be much greater and we 
could expect livelier competition in prices as well as in style and 
quality. Merely to reduce possible losses is a relatively gentle degree 
of competition compared with the fight to live. It is the difference 
between the dog who was running for his dinner and the rabbit who 
was running for his life. 

(4) It is claimed: 

Concentration of production among a few large rivals stimulates competitor’s 
efforts and since no one in a small group likes to be the first to raise prices, the 
concentration of production among a few large firms tends to protect consumers 
against rising prices. 

I am indebted to Mr. Sumner Slichter, of Harvard, for that claim, 
to which I would answer: 

I submit that the experience has been just the opposite. It is not 
always a question of increasing prices but of failure to decrease prices 
when volume is needed or costs are lower. Price decreases, by the way, 
have not been noticeable in recent years. The fact is that the price 
leader in a small group announces first and the others follow, as in the 
case of steel. No stigma or reflection attaches to the leader. On the 
contrary, if he did not act in the interest of the group, he would lose 
his leadership. When he raises prices, he is quietly applauded by the 
other members of the group whose profits will increase when they 
follow, as they always do. Thus United States Steel increased prices 
after the war when the whole industry was running at less than 70 per- 
cent of capacity. The others followed. The press, I am sorry to say, 
the country over, raised no objection and very little comment, so far as 
I could tell. 

No. 5, the claim is made: 

The bigger the concern the more conspicuous its policies and practices. Size 
makes for better ethical conduct. 

Of course, this would be truer under conditions of greater competi- 
tion and is less true as monopoly is attained. The monopolist is 
absolute; he does not have to please anyone. But the goldfish bowl 
argument in behalf of giant corporations does not comport with the 
facts that concerns like National Lead, Union Carbide, Dow Chemical, 
American Cyanamid, Du Pont, and General Electric have all been 
indicted, some of them several times, for violation of the antitrust laws. 
Du Pont has been so indicted 10 times and General Electric 11 times. 
An individual indicated that many times would be considered a chronic 
offender and given a lifetime sentence. 

Senator O’Manoney. If convicted. 

Mr. Quinn. If convicted. No.6: 

Placing legal limits on size would discourage competition— 
it is said. 

Price competition has already largely disappeared among giant cor- 
porations. A limitation on the size of General Motors and Ford 
would give the other manufacturers a better chance to exist. We 
might then be assured of the continuance at least of the present six, 
and could even expect new ones to enter the industry, which is hardly 
possible under present conditions. There hasn’t been a new entry into 
the automobile business since 1923, except Kaiser-Frazer, without 
exception. 
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For all practical purposes the industry is today closed to any new- 
comer no matter what his ideas, plans or means. Many mergers are 
arranged largely for the purpose of limiting and restricting price com- 
petition. Reasonable limits on size would most likely tend to en- 
courage, not discourage, competition. For every giant which was 
restricted, scores of others could be given new life. This new freedom 
among manufacturers would open great new avenues of distribution 
that have been closing up mm recent years. 

(7) Itissaid: 

Any limit on size would interfere with the freedom of consumers to buy goods 
of their own free choice. 

It is difficult to understand why this argument, like the others, 
would be advanced by anyone not in the employ of the special large 
interests. The choice of consumers today is overwhelmed by moun- 
tains of advertising. Anyone who is honestly worried over consum- 
ers’ choices should think as well that they might hke to buy an 
entirely new car or other product which no manufacturer is today 
producing or may ever get an opportunity to produce. 

Maybe the consumer would like to be assued that Packard, Stude- 
baker, Willys, Nash, Hudson and Kaiser cars will be permitted to con- 
tinue and that their resale values will not be depreciated by those who 
control the resale markets. For want of limits on the size and power 
of General Motors and Ford, the smaller companies must face fur- 
ther mergers or their probable elimination—going the way of scores 
of others whose passing disappointed countless consumers for whom 
no crocodile tears were shed. 

Senator O’Manonry. How do you define the limitation on size 
which you have in mind? Is it a limitation on the capital ? 

Mr. Quinn. If you will let me finish, it is only two pages later on, 
Senator, that I discuss that, and I think it will fit in there, if that 
is agreeable to you. 

Senator O’Manoney. It is, indeed. 

Mr. Quinn. No. 8: 


The giant corporations have greater creative ability and potentiality. 


That is a claim that is constantly made, and I think without sub- 
stantial le eae that is, that the giant corporations have greater 
creative ability and potentiality. 

__Mr. H. Stafford Hatfield, in his excellent book, The Inventor and 
His World, states: 


It is frequently said * * * that advance in the future will come exclusively from 
the magnificently equipped research laboratories of the great trusts and cor- 
porations. There is no evidence of this except the ipse dixit or the corporations 
themselves. 

Mr. Hatfield lists the ay ntiiond inventions which have not come 
from great research laboratories but from the independent work of 
individuals: monotype, case hardening of steel, photogravure, moving 
pictures, the dial telephone, diesel engines, carborundum, the tele- 
graph and telephone, electric-train control, submarines, safety razors, 
airplanes, bakelite, gyrocompass. He adds: 

The very latest example of the victory of individualism in invention is tele- 


vision, worked out by a young Scotsman with the slenderest of resources in a 
cellar in Soho. 
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We might add to that an even later one, the development of the 
Salk vaccine, which did not come from a giant corporation. 

I thank goodness that the Infantile Paralysis Foundation was not 
so enamored of this big research idea that they would take all of 
their funds and put it in some one giant corporation. They were 
wise enough to distribute it around among numbers, and it is from 
numbers and from the democratic idea and from independence that 
creative original work comes. 

Truly basic and important inventions are generally the work of 
individuals far enough away from giant organizations to have per- 
spective and an independent viewpoint. The inventor of the power 
loom was Cartright, a minister. The inventor of the sealed compres- 
sor, now universally used in refrigerators, was a French monk, the 
Abbe Audiffren. Janney, who invented the automatic railroad 
coupler was a farmer, not an engineer. A bookkeeper, Eastman, in- 
troduced practical photography. Colored photography was the work 
of two musicians, Mannes and Gadowsky. Invention comes from 
independence and numbers and democracy, not from superorganiza- 
tion and dependence. It thrives on freshness of viewpoint. 

In the electrical-appliance business, where I have had a lifetime 
of experience, not a single product now in use—lamps, refrigerators, 
washing machines, vacuum cleaners, fans, irons, broilers, ranges, 
shavers, mixers, dishwashers, et cetera—there are 36 of them in all— 
not a single one of them was ever created or invented by any of the 
giant corporations in that field—General Motors, General Electric, 
Westinghouse, or any other. This isa significant, vital fact, but since 
it controverts the mass-advertising impressions which the giant com- 
panies wish to leave, we may never expect the public to know of it 
through any advertising-supported magazine or newspaper. 

Senator O/Manoner. In the field of the automotive industry, do 
you know how many original inventors sometimes survive individually 
or through their progeny—— 

Mr. Quinn. I do not. 

Senator O’Manoney (continuing). As capitalists in control of the 
manufacture of the motors? 

Mr. Quinn. I do not know. 

Senator O’Manoney. Is it not a fact that most of them have disap- 
peared completely ? 

Mr. Quinn. Oh, perhaps I misunderstood you. I thought your 
question was directed to the point of whether the invention came origi- 
nally ay individuals or from the corporations after they were 
organized. 

enator O’Manoney. No. I think that Olds, for example, really 
made no money out of his invention. He gave a name to a car in the 
combination. 

Mr. Quinn. I think the inventor who makes any money out of his 
invention is an exception. 

eee O’Manoney. I would not be surprised if Ford were not the 
only one. 

Mr. Quinn. It may well be; I do not know. 

For the most part the record of the giants is one of moving in, 
after the fact, absorbing, merging, buying out or copying smaller 
competitors, after a product is proven. Theirs is a financial 
initiative. 
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The prosperous patent lawyers of the country have become so mostly 
through opposing the patents of the little fellows, in behalf of the 
big ones. That is where the money is, if not the place to which we 
may look for creative work in the future. 

come now to some proposals facing us. 

Facing the giantism issue, we might well begin with the introduction 
of a maximum free enterprise—for the greatest number—bill. It 
would be designed to open new opportunities to thousands, tens of 
thousands, of companies and restore economic freedom in many fields 
that are now practically closed. This would be done by limiting and 
restricting oversized corporations. 

(A) Industries could be classified for the purposes of the legislation, 
much as they are now classified by the Department of Commerce. 

(B) Any concern with, say, $100 million or more in net worth—I 
think that answers your previous question, Senator, I use the net worth 
figure—could be declared to be in a special group which for reasons 
of sheer size and power are affected with a special public interest. 
(Exceptions in such industries as steel and automobiles, where larger 
capital is required, might be allowed. Such companies might be 
permitted to reach, say, $200 million or $300 million—I have not ex- 
amined that too carefully—in net worth before being classified in the 
special group.) 

(C) Income-tax rates on the companies that exceed the maximum 
indicated size could be gradually but reasonably graded upward. 

(D) These companies would not be permitted to purchase, merge, 
or absorb other companies. 

(E) Officers and directors of these companies would not be per- 
mitted to serve as officers or directors of any other concerns or cor- 
porations, 

(F) These companies would be required each year to publish de- 
tailed profit-and-loss statements and balance sheets on each depart- 
ment of their total business, according to the industry classification 
provisions. 

(G) Any company could remove itself from the oversize class by 
decentralizing into separate companies, of its own free will and in the 
way it chose. 

Nore.—Such exceptions as the Congress may decide on public 
utility, railroad, bank or insurance companies that are otherwise 
regulated could be considered. 

offer these suggestions only as an indication of one way we could 
proceed to free the economy from the dangers of giant private corpor- 
ate power. The results might also be accomplished by requiring all 
corporations doing an interstate commerce business to take out a Fed- 
eral charter and then place the desirable limitations in the charters, 
as the chairman has often suggested. 

Whitt we seek to accomplish can be done. Only wide spread infor- 
mation on the subject and the will to act is missing. 

It will be recalled that there is a precedent in principle for this 
kind of action in the Public Utility Holding Company Act of 1935. 
The cry went up at that time that the act was a “death sentence.” In- 
stead, the public, the investors, and the companies themselves all 
benefited. e could expect similar results from an effective maximum 
free-enterprise act. 
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Senator O’Manoney. This prompts me to remark, Mr. Quinn, that 
when the Department of Justice years ago in the early years of this 
century, filed a lawsuit against the Standard Oil Co., the only Stand- 
ard Oil Co. of the time, on the ground that it was violating the law, - 
and the Supreme Court in its decree ordered the dissolution of the 
Standard Oil Co., the result was only that the segments into which it 
was dissolved, each in very short time became greater tian the original 
trust. Many more stockholders came in; the petroleum industry as 
a whole vastly profited as a result. 

That is one reason why I have never regarded a dollar figure as a - 
reasonable rule of limitation. I would rather limit the predatory 
power by which control is expanded. 

I cannot see far enough into the future to know how great a single 
ee may have to grow in order to serve the people honestly 
and properly. 

The national income has been growing by leaps and bounds, and 
with the growth of the population it is hkely to grow even greater if 
we continue maximum full employment. 

Therefore, legislation which would curtail the practice of stock- 
holding companies by which a single small group concentrates what 
are really personal holdings into a corporation, thereby getting the 
advantage of the lower corporation tax instead of the higher in- 
dividual tax, would be prohibited and, by which, as a result, the power 
of such holders to expand would be prevented. 

Under the present tax law, with the individual taxpayer paying a 
very much larger proportion of his income in tax to support the Gov- 
ernment in its efforts to preserve peace, he is penalized as compared 
with the corporate stockholding company by which individual stock- 
holding dividends are covered by the corporate tent, and get at the 
maximum only a 52-prcent tax, whereas the upper brackets in the in- 
dividual tax go much higher. 

That single fact promotes the expansion of economic control by 
small groups. 

Have you given consideration to that ? 

Mr. Quinn. Senator, the river is overflowing. We are faced here 
with an imminent and, I think, a very dangerous situation. 

It is a commendable thing, of course, to want to pass legislation so 
enduring that it never needs change. 

Senator O’Manoney. Well, that cannot be done. 

Mr. Quinn. But we cannot do that. 

My disposition is to run sandbags up quick if we can, and to stop 
the deluge, and even though later we may get to something more 
fundamental in the formation of legislation that will put us on the 
right track. 

want to, if I may Just finish—I am juite close to the end of what 
T have to say—I wanted to add that I am conscious of a growing sense 
of futility, not only among the people of my generation, but among 
the youth of the country who, for the most part, can look forward only 
to subordinate gene In giant corporations, where they must cater to 
will or whim of artificial superiors, not of their selection. 
‘ The frustration is chargeable very largely to swelling economic pow- 
er, superorganization. 

I meet these young people as a visiting lecturer in the colleges, and 
I feel deeply for them. 
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To the extent that economic power is being concentrated in fewer 
hands, in huge corporate enterprises, the individual no longer has a 
responsible share according to capacity in forming and directing the 
activities of the group to which he belongs. 

Thus, a mainstay of democracy is violated because in a sense that 
is a definition of democracy. 

Control over the means of production has the effect. of violating 
democratic principles as much as any means of physical force. 

To exercise power of any kind over people deprives them of that 
~ much participation and responsibility, and irresponsibility lowers all 
standards and values. 

We find here an important explanation of growme delinquency and 
the alarming national crime rate. 

The National Council of Churches of Christ in the United States 
recognizes in its recent six-volume study of Christian ethics and eco- 
nomic life, which I have read, that we have reached a crisis in human 
values, integrity, decency, and justice. 

But it has not yet been generally realized that. these deplorable 
results are due, in large part, to economic superorganizations, and 
the growing impersonality of an overly acquisitive corporate society. 

And finally, 1f I may be allowed 3 or 4 minutes, because this con- 
cludes my statement, I want to comment on my presence here today 
and my testimony. 

The press has generally been quite fair in its reports, perhaps vou 
have noticed, but certain journals and journalists of opinion have 
broadcast personal attacks upon me. 

- Now, I am not so naive ag to believe that I am personally that 1m- 
portant. What it means to me is that an attempt is being made by 
spokesinen for giantism and monopoly to discredit investigations or 
studies of this kind, and to direct attention away from the real issues. 

It is often a growing sign of weakness and fear to remain silent in 
the face of charges and attacks, and then resort to personal abuse. 

The published claim is made that I wrote a book many years ago, 
including statements that are not consistent with what I currently 
believe. Actually, my basic philosophy has not greatly changed since 
I left giant business. 

May I urge those who quote from the attack upon me, and it has 
been quoted in certain publications, the attack made upon me by the 
gentleman from Tennessee, Mr. Carroll Reece, and spread over eight 
pages of the Congressional Reeord, may I urge that in all fairness that. 
they also read my reply, which is also in the Record. 

I cannot claim to have learned nothing in the past 15 years before, 
during, and after the war that has changed the world. 

The charge of inconsistency goes back to a book written in 1941 and 
published in January of 1943. 

Having made a study of my writings, speeches, Mr. Reece, in effect, 
finds nothing inconsistent in the past 15 years, but he thinks in this 
old book he has something. 

I was at that time in the advertising agency business, having previ- 
ously voluntarily resigned my various official positions in the General 
Electric Co. , 

I was still under the spell of giant business to some extent, and 
not entirely free to speak my mind for fear of reprisals against my 
associates; not myself. I have never worried so much about myself. 
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Like so many who are silenced today, I was still hopeful, as I am 
not now, that the giant corporations would curb their voracious appe- 
tites... Today I see no limits. 

However, the plan of that old book was to show that neither the 
extreme of centralization nor the extreme of competition, that. is, 
unrestricted competition, would, in the long run, serve the public 
interest, and that is the same judgment expressed in the statement 
I have just read to you. You will also find it in my recent books. 

Now, of course, the way to judge any book is to read it, not simply 
excerpts and sentences for a purpose. 

That old book was an attempt to say what could be said for and 
against concentrated authority, and for and against competition; but 
my general position is summed up on page 57, and I quote: 


In this book—— 


Senator O’Maioney. This is the old book ? 

Mr. Quinn. The old book. 

Senator Kreravuver. What is the name of it ? 

Mr. Quinn. Liberty, Employment, and something likethat. There 
have been a number of them, Senator. 

Senator O’Mauoney. Well, you are at liberty, Mr. Quinn, to get the 
exact title and put it in the record at this point. 

Mr. QuINN. Very well. 

What I was really doing was groping and thinking out loud and 
trying to mndarstand: and only partly succeeding. 

In this book, I did say: 

I am primarily interested in pointing the way through a new American de- 
centralization and teamwork toward the objectives which we ean and must meet 
without trying to blueprint the future. 

And this is still my aim. 

I have learned to distinguish between merely big business, on the 
one hand, and giant or monster business, on the other. 

Big business, up to a point, is efficient ; it gives you lower costs, plant 
costs, and I know that from experience. But that does not begin to 
justify these tremendous financial aggregations of capital. 

When one sets out, as I have, wholly out of conviction to speak from 
experience, study, and what knowledge he may glean against danger- 
ous ‘concentrated power, he must expect personal abuse from en- 
trenched interests, and I have not been disappointed. 

But I begrudge every diversion from the main to side issues into 
personalities. 

None of us lasts very long, but the questions and the problems go on. 

It was first charged against me in the congressional committee testi- 
mony that I had not resigned voluntarily from giant business, but was 
eased out. This was a mean and a deliberate prevarication, easily 
refuted by signed documents in my possession, and it has been a silent 
point ever since. 

The next charge was that I had done a poor job as director-general 
of the War Production Drive, a position I took out of duty for a 
dollar a year after resigning all of my other business connections. 

But I was able to quote a flattering judgment in some detail from 
my then boss, Donald Nelson, in his book, Arsenal of Democracy. He 
did not think I did so poorly. 
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Congressman Reece next tried to show that I attempted to profit 
pene from my wartime associations in Washington. He based 
is case on some old allegations made by former Congressman Jerry 
Voorhis. Mr. Voorhis has had the great goodness to examine the 
charges, withdraw them, and publicly commend me and my work. 

Now, the charge against me is inconsistency, going back many 
years. Anything, it seems, is easier than to face the present issue: 
The curse of concentrated economic power and monopoly. 

Thank you; and I am ready for your questions. 

Senator O’Manoney. Mr. Seeley ? 

Mr. Seetey. Mr. Quinn, are you familiar with the theory of counter- 
vailing power which was advanced by Prof. John Galbraith in his 
book in 1952? 

Mr. Quinn. Qh, yes. 

Mr. SEELEY. Do you agree with that theory ? 

Mr. Quinn. Well, it is true that the inborn unions, if you please, 
offer some opposition to the larger organizations of manufacturers, 
such as the National Association of Manufacturers; and it is true that 
Sears, Roebuck offers some competition for General Electric and RCA 
and others. 

But I think what Professor Galbraith has projected there is a con- 
dition in which there are simply left great big giants opposed to each 
other, and he forgets the little fellow in bet ween. 

I think he also neglects to consider what, to me, is very important, 
that we want to preserve as much competition as we can between com- 
panies within reasonable size, and it is because I want to see that 
healthy ara Sapa preserved, that free enterprise, the maximum of 
it, not just the free enterprise for the big ‘capital fellow, but the free 
enterprise for all groups under that line—there are tens of thousands, 
hundreds of thousands, of them—where you are dealing, on the other 
hand, with only a handful of the giant corporations. 

So, I should say, in part, I recognize Professor Galbraith’s doctrine, 
but I think it does not come up to my expectations of projecting the 
kind of society I want to live in. 

Mr. Seetey. Then you do not think that the protection of the public 
welfare can be left to this counterbalancing of the economic forces 
exerted by various large interest groups? 

Mr. Quinn. Oh, no; because it would just end up with a lot of giant 
companies opposed, perhaps, to each other, but a relatively few. 
Where do the rest of us come in? Where is the competition that 
brought us to where we are? 

_ Mr. Seety. I want to quote a short passage from a recent book of 
David E. Lilienthal, entitled “Big Business” 
F Senator Keravver. I did not understand who you were quoting 

rom. 

Mr. Seetrey. The book of David E. Lilienthal, entitled “Big Busi- 
ness, a New Era.” 

The quotation is: 

One of the attractive aspects of modern big business is that it creates oppor- 
tunities previously nonexistent for multitudes of small-business enterprises, and 
broadens the area wherein smaller businesses can find opportunities that are 
neither profitable nor suitable for the big ones. 

Mr. Quinn. If he means 

Mr. SeeLtey. Would you comment on that? 
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Mr. QuiInN (continuing). If he means that when—David Lilien- 
thal, by the way, is a good friend of mine, and I am familiar with his 
book—if he means by that that a new manufacturer, for example, in 
the automobile field would give rise to a number of dealers and a 
distribution outlet, I think that is true. 

But I should expect that that would be very much more than offset 
by the fact that in a closed group, such as the automobile business is 
now, there is no opportunity for new manufacturers to enter. 

If 10 new manufacturers could come into the automobile business, 
and each of them have a billion dollars’ worth of business, you would 
give infinitely more rise to independent business than you would under 
the present system, because those 10 companies would have to have 
dealers of their own, and instead of very large General Motors dealers 
there would be many smaller dealers of these various new car 
manufacturers. 

Mr. Sreetry. You were here yesterday, Mr. Quinn, when Prof. Cor- 
win Edwards was being questioned, and you may recall a letter that 
was quoted to him from a book by Peter Drucker called The Concept 
of the Corporation, and the passage quoted was this: 

My point was that what big business possesses is not a physical superiority 
but a managerial superiority. The physical job of production could in many 
eases be done fully as well in a small unit. The managerial, intellectual, and 
theoretical job of planning for this production, or interpreting and coordinating 
it, could not, I maintain, have been done without the leadership and experience 
of big-business management. 

Would you care to comment on that statement as to the managerial 
superiority of big business? 

Mr. Quinn. That strikes me as being very much theoretical. 

Let us imagine that tomorrow General Motors merged or took over 
General Electric and United States Steel. 

What really would happen? The president of United States Steel 
would become an executive vice president of General Motors; the 
president of General Electric would become an executive vice presi- 
dent in charge of that division; then it would become a division. 

Now, everybody would go back to work the next morning much as 
he has always done. I do not know that there would be any great 
change except that the letters from the home office would have a dif- 
ferent address. 

Perhaps some of the present officers of General Electric and United 
States Steel in the combine I am projecting, perhaps they would, could 
be, eliminated; I doubt it. 

But when Mr. Drucker suggests there that the planning for the 
production of Oldsmobile cars is done by the head office of General 
Motors in New York City or by some vast wisdom that is produced 
there, he is mistaken. 

I think there is an unfortunate disposition to glorify the corporation, 
the large corporation, the giant corporation president. Somehow or 
other we vaguely associate the man with the dollars of the corporation. 

In my experience, I have not found them very formidable. I have 
found infinitely wiser men in other places, in humble places. 

Most of them are the products of circumstances, which reminds me, 
Mr. Chairman, that in a statement you made, I think, yesterday morn- 
ing, you referred to the fact that I had been in giant business and 
changed my mind; very kindly you referred to it by way of expla- 
nation. 

67272—56—pt. 6——11 
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But what really happened was so natural. I went to work in the 
nearest factory. I wanted to study law at night. The old National 
Lamp Works in Cleveland—I did not know that that factory was 
owned by the General Electric Co. It was not until a Government 
suit later forced them to divulge that fact, that I found out who I 
was working for. 

In the meantime, I went on up through the company, everything, 
foreman, traveling auditor, credit manager, sales manager, a manager, 
a vice president, a chairman, and so on, and I was so enamored with 
what I was doing, so completely occupied, I had no time to read much 
of anything else—the newsparers, perhaps. 

I was no student or scholar of anything, nor did I have time to be. 
Even though I had been studying law in the meantime, and was en- 
couraged in mental intellectual activity, that was the situation. 

Now, I think that is what happens actually with most of our big- 
business people. They grow up naturally, normally under those 
circumstances, and then they find themselves defending something 
that they have never really thought very much about. 

They defend it because what they are really doing unconsciously is 
defending their jobs. They are not defending a system. They have 
not really thought about the system. 

If you could take the average businessman, big business corporation 
official, and question him for any length of time on the United States 
of America, its history, its Constitution, its laws, its relation to the 
world, I think you would be quite disappointed in his knowledge of 
those very important things. 

That is a long answer. | 

Mr. Seetey. Thank you, Mr. Quinn. 

Senator O’Manoney. It is a very clear one. 

Mr. Seerry. Mr. Quinn, I do not think you were here yesterday 
when Mr. Burns delivered his opening statement. One of the pur- 
poses of this inquiry is to consider the extent to which General Motors’ 

lant size affects competition in industries other than the automobile 
industry, where it is a major producer of many other important 
products. 

Now, you were the head of the refrigerator division of General 
Electric; were you not? 

Mr. Quinn. For a while; yes. 

Mr. Srevey. In that capacity you were confronted with competition 
from the Frigidaire division of General Motors? 

Mr. Quinn. Yes. Such as it was. 

Mr. Seetey. Could you tell us what impact it had or what that 
impact was upon your company ? 

Mr. Quinn. Well, General Motors had started out in the electric 
refrigerator business. They had purchased the old Isco Co., that is 
where they got their start, as most corporations, big corporations, get 
started, within my observation in any field. 

The General Electric Co. had been making a machine, a refrigerator 
of commercial size for an English company, and it, of course, felt that 
General Motors was infringing on its field when it stepped out of the 
automotive-business industry into the electrical industry, so General 
Electric then decided to go into that business. 
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T had had some experience in the lamp department, and anyway they 
picked me to do this job, and we went right out after it; unlimited 
funds, just “Get up there,” just “Get the business.” 

I think in the second year we did a business of $50 million, the second 
calendar year. I do not know that any business ever went that fast, 
and we made $7 million of profit. 

Then the fight began between us, not the fight at the top, if you 
please, but the fight down the line, and the boys running these divi- 
sions, Mr. Beichler of Frigidaire at the time, and myself for General 
Electric, we started to cut prices against each other. 

I remember going down to Pittsburgh, and every time they would 
reduce the price, I reduced it further; finally we got to giving it away, 
and I knew it would not last very long until we got the call from New 
Baas and I was to meet with Mr. Sloan and Mr. Swope and other 
people. 

We went down to New York, and out of it grew an association which 
was to—Mr. Sloan advised us should not be a big association, don’t 
try to get a lot of people together, get 3 or 4 people together until you 
can reach an understanding, and then we will have harmony, and so 
on, in the industry, which we proceeded to do. 

Am I answering your question ? 

Mr. SEELEY. Yes, sir. 

You referred to Mr. Alfred Sloan, chairman of the board of General 
Motors Corp. ? 

Mr. QuINN. Yes, sir. 

Senator O’Manoney. Mr. Seeley, may I interrupt? 

Mr. SEELEY. Yes. 

Senator O’Manoney. I am just wondering how the witness defines 
that word “harmony”? 

Mr. Quinn. Well, harmony is a condition, Senator, for the purpose 
that I meant it, under which nobody talks about prices, but every- 
body understands. [Laughter. ] 

Senator O’Manoney. There is no paper curtain there. 

Mr. Seeizy. Will you fix the dates of those conferences for us? 

Mr. Quinn. Oh, this was way back. 

Mar. SEELEY. Approxiuately ¢ 

Mr. Quinn. Way back, I should say, about 1930, around 1930. 

Mr. SEeLey. Was there at that time any genuine price competition 
between General Electric and Frigidaire division of General Motors? 
_ Mr. Quinn. Well, as I say, we had an understanding without talk- 
ing about it, and as long as we each held our percentage of the busi- 
ness, we did not go out after each other. Why would you? I mean, 
when you are in that position? The object of a business is to make 
a ale and so, of course, you reach an understanding with the big 
fellow. 

If the little fellow gets obstreperous, why, you have a meeting, and 
you go up and tell him, you put your prices on the board, or we did 
then, and he is allowed, if he has not the means to advertise, you 
allow him maybe a 5 or 10 percent differential, but if he gets under 
the 10 percent, you go up and say, “Why, I just changed my prices,” 
and you put up your new schedule, and prey soon he understands 


what differential will be allowed him, an accordingly he announces 
his prices. 
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Senator O’Manoney. Sort of an allocation? 

Mr. Quinn. Yes. 

I do not know that they do it the same way today; that was a long 
time ago. But the effect, the result, is similar. 

Mr. Seetey. You had an opportunity to learn at firsthand the 
peer of business of Mr. Sloan and Mr. Beichler, the general 
manager 

Mr. QUINN. Yes, of Frigidaire, yes. I got to know the executives 
of General Motors, particularly Mr. Sloan, and I knew John Pratt. 

Mr. SEELEY. You got their views? 

Mr. Quinn. Mr. Wilson, I knew only slightly. 

Mr. SreLry. You learned the views of the company ? 

Mr. Quinn. Mr. Sloan was a very interesting man to me, a very 
fineman. ‘They all are. 

I should say that he was—he knew his Adam Smith and he knew 
his John Stuart Mill, and I think he believed in the survival of the 
fittest, and I think he was persuaded in the heart of him that out of 
that philosophy would come the best results for the world. 

I do not believe that he would endorse the trend in recent years 
to what we might call the welfare provisions of what we are under- 
taking, because they are not altogether consistent with the philosophy 
of the survival of the fittest. 

But he has established the Sloan Foundation, which so many other 
men of means have done. 

I do not know that I would care to say more about that because 
I do not want to indicate in any way that I do not regard Mr. Sloan 
highly, even if I may think that he, like myself and everyone else, is 
a victim of circumstances. 

Mr. Srrvey. Mr. Quinn, in your prepared statement, you say on 
page 6 that General Motors could at will enter any field it chooses 
and become even more industrially dominant. 

Is there, in your opinion, any economic lmit to the size which 
General Motors could go to? 

Mr. Quinn. I do not think so. 

We used to believe, you know, in the field—the economists who are 
always behind the fact or perhaps, I should say who are so often 
behind the fact, had a feeling that you would reach a limit beyond 
which your savings in costs and so on would catch up with it. 

I think that has been entirely disproved, and the more advanced— 
at least those that I regard as more advanced—among them recognize 
it, that there is not any limit, there is no limit. 

If the Congress of the United States is not going to do something 
to curb these giants, there is nothing except their own restraint or 

ublic opinion to stop them. They are just going to go on, and there 
is not any limit, and General Motors, for example, has shown us when 
they stepped into the earthmoving-equipment business in anticipation 
of the roadbuilding program, that they intend to continue and go on. 

There is no limit; and you can combine corporations in the manner 
that I indicated a moment ago when I projected a merger of General 
Electric and of United States Steel with General Motors. 

Well, you say, that 1s preposterous now. Well, yes, but we are look- 
ing at mergers today that we should have regarded as preposterous 20 
years ago. So I think there is no limit. 
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Senator O’Manoney. Well, when you have the growing accumula- 
tion of profits under a corporate structure by which the profits in 
certain divisions may be concealed from the published record, by 
which losses for the purpose of invading a new industrial field can 
be absorbed, is it not true that unless Congress does somewhere draw 
the line, the inevitable result will be complete concentration ¢ 

Mr. Quinn. I should envision that exactly, Senator. 

If I were to start out in business today, in some enterprise, where 
a risk was involved, and I invested $1 million, if I had it, and lost it, 
I would lose the whole of it. 

But if a giant corporation invested the same $1 million from its 
profit, and simply took it out of some concealed departmental figure 
and invested it, it could charge it against offsetting losses within its 
own organization. 

Senator O’Manoney. It is commonly said that those who own 25 or 
30 percent of the stock of any large corporation actually control its 
management; 1s that true? 

Mr. Quinn. I should think the larger the corporation, the less the 
percentage of stock interest you need to control it, because the more 
widely dispersed it becomes. 

I should think in the case of General Motors I would expect that 
Du Pont, with 23 percent, I think it is, could easily control it. 

You remember in the Standard Oil of Indiana case where it was 
sought to eliminate a president or a chairman, I have forgotten which, 
who was in some trouble, the Rockefeller interests, I believe, had only 
17 percent of that stock, but they were able to consummate their 
program. 

Senator O’Manoney. I had a very interesting personal experience 
in that battle which might lighten the atmosphere a little bit if I 
should tell it. 

Standard Oil of Indiana had some stockholders in the State of 
Wyoming. 

The president, Mr. Stewart, had been running that corporation 
much ashe pleased. It became involved at this time in the organization 
of the—well, I will not name it because I might be naming the wrong 
company—but the heads of certain oil companies, oil refining com- 
panies, formed a corporation to purchase the oil from a Texas field, 
the owner of which was so wealthy he did not want to be bothered in 
making a great number of contracts, and he wished to sell his produc- 
tion almost as a unit. 

So these presidents of various oil companies, trustees for their com- 
panies and their stockholders, formed a new corporation—it was a 
trading company, they called it—and they purchased the oil from the 
big man in Texas, who had discovered a new field. They purchased 
it at $1 a barrel, and the corporation that they formed resold it to 
their respective refineries at a dollar and a quarter a barrel, and the 
presidents of the various refining companies put the extra 25 cents a 
barrel in their pockets. 

Now, that was the case that came up around about the time of the 
Teapot Dome scandal, and the fight went on, when Rockefeller moved 
in and said, “This scandal is too great. a scandal to be permitted. We 
must remove Mr. Stewart as president of the Standard Oil of Indiana.” 

So all of the officers of all of the subsidiaries of Standard of In- 
diana were sent out by President Stewart to garner in the votes of the 
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stockholders so that Stewart could not be put out, and Rockefeller did 
the same thing. 

So one of the officers of one of these companies, whom I knew very 
well, approached a citizen of my State and sought the proxy on the 
side of Mr. Stewart. 

As it happened, however, the stock was in the name of this stock- 
holder’s wife, and after he had had the conference and promised to 
vote for Mr..Stewart, he went home. He told his wife how they were 
going to vote, and she said, “I am sorry”—mentioning him by his first 
name—“T have already voted for Mr. Rockefeller.” [Laughter. ] 

Mr. Quinn. Can we finish up in the next half hour 

Mr. Seetey. Yes. In view of the advancing hour, I have just one 
or two more questions. Under your alternative proposals which you 
advanced at the end of your prepared statement, you recommended the 
classification of corporations according to net worth. Did you mean 
that you would favor imposing limitations upon the further growth of 
large business organizations regardless of manufacturing costs and 
efficiencies ? 

Mr. Quinn. No, no. All I said there is that I would say beyond 
a certain point—and I do not care whether it is $100 million, I am 
simply selecting that figure—I simply selected that figure—that I 
would say beyond a certain point a capital aggregation is affected with 
the public interest. Surely we have learned that now in the past 25 

ears. 
: Being affected with the public interest, we are going to subject it 
to these conditions, not limitations, to these conditions: It pays a 
higher tax; it may not buy other companies, it may not have officers 
and directors associated with other companies. 

I am not limiting anybody in that sense; I am simply making 
it to their interest to decentralize when they get beyond, get into 
the giant class and become threatening to our institutions; all with a 
purpose of creating more free enterprise for more free people instead 
of so much concentrated enterprise, free enterprise for so few. 

Mr. See.ry. The question has arisen about this phrase “economies 
of scale” which has been used frequently, Mr. Quinn. Prof. George 
W. Stocking, in his testimony before the Joint Committee on the 
Economic Report on February 1 of this year, stated that if we wished 
to preserve a free-enterprise economy, the public policy should be 
directed toward insuring as manvy firms in an industry as 1s consistent 
with the economies of scale. However, Dr. Joe Bain, of the Uni- 
versity of California, in an article in the American Economic Review 
for March 1954, arrived at the conclusion that the so-called economies 
of scale, or of bigness. are problematical and generally unimportant. 

He stated as a result of his study that in half the cases in which 
definite estimates were received, such economies were felt to be negli- 
gible or absent, whereas in most of the remainder of the cases they 
seemed slight or small. 

ey your experience, would you say that the represents the correct 
view ? 

Mr. Quinn. Well, as I tried to indicate a while ago, economies 
usually consist in lowering costs, and you can easily get lowering costs 
if you have the power by imposing lower prices upon your suppliers. 

Moreover, you will find that the people who have something to sell 
are so anxious to get your business in any field that they give big 
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discounts out of proportion to any saving in costs which the Robinson- 
Patman Act was uimed at. 

Let us take an illustration of what I am talking about. If 3 or 4 
independent people in the automotive field wanted to run 52 adver- 
tisements in Time Magazine or Life, they would have to pay the price 
for each of their separate companies, which is a higher price because 
they would each get fewer ads. | 

But if General Motors wants to buy 52 ads or some X number of ads 
in those same magazines, the price schedule is set up—and I think 
and I hope this is not unfair—is set up very largely in favor of the 
very big corporations—it will get the lower price on all the divisions. 

Now, you can say that is an economy. But I think it is purely on 
arbitrary allowance of discount. It favors the big fellow primarily 
again, I think, because of his market power. 

Senator O’Manoney. Mr. Seeley, I think that in view of the wit- 
ness’ request at an earlier time for an early termination, and in view 
of the fact that he has been a very interesting and very responsive 
witness, In opening up interrogatories which you are now propound- 
ing to him, and which are opening up a new field, we might call this 
to a termination now, with the understanding that if we desire to call 
him back later on he will be willing to come or that if you desire to 
write out some further questions—I see you have a lot to cover—we 
may submit them to him in writing and he may answer them to be 
submitted to the committee. : 

I know it is important that we should take another step in this 
meeting before adjournment, and it is now 10 minutes after 12. 

Mr. Burns, will you now state what the program is to be? 

We thank you very much, Mr. Quinn. 

Senator Keracuver. Mr. Chairman, may I just ask Mr. Quinn one 
question about a matter before he leaves? 

Senator O’Manoney. Yes, of course. 

Senator Keravuver. Mr. Quinn, you have talked about size as not 
necessarily being efficiency and not necessarily being in the public 
interest. 

Do you, of your own knowledge, have any information or can you 
tell us anything about larger companies withholding advanced or new 
products from the market for the purpose of selling their older ones 
or preventing no logical advancement ? 

Mr. Quinn. The only example I have any personal knowledge, and 
that not too distinct, was in the General Electric Co. with respect to 
the fluorescent lamp. 

Senator Kerauver. That is what I wanted to ask you about. Do 
you know about that personally ? 

Mr. Quinn. Yes. I was there at the time. 

Senator Kerauver. Mr. Chairman, would it be in line—I think that 
is a very important point that he personally, he alone, could discuss—I 
have heard this story around for years and years, and I never have 
gotten it from the horse’s mouth, so to speak. Could I be permitted 
to ask him about it ? 

Senator O’Manoney. It is important, I think, that we proceed with 
a schedule that has been prepared. 

There are certain other witnesses to come. The Patent Subcom- 
mittee is going into that matter, and we will be very happy to have 
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you present in the course of the study of the patent system. We will 
go into that then, if it is agreeable to you. 

Senator Krrauver. Could he make a brief summation of it now 
without going into detail ? 

Senator O’Manoney. Yes, if he will. 

Mr. Quinn. It would be very difficult to document at this late date 
because this goes back many years, Senator, but my recollection of it 
is simply this—that the fluorescent lamp was a more efficient lamp in 
that for the same input of electricity you got very many more lumens 
of light, and the electric light and power companies, who were anxious 
to sell power, were concerned, as Pee iiber it, were concerned over 
the widespread use—they did not know how widely fluorescent lamps 
might come into use—and they feared that all hghting would tend, 
would move over, to the fluorescent, in which case there would be a 
very substantial reduction in their revenues. 

Therefore, there was talk and pressure and conversation about it at 
the time that, I think, did have the effect of retarding or slowing the 
speed of the development, until it was pretty well established that the 
fluorescent lamp was going to have its place, and that it would not 
entirely supplant the ordinary incandescent lamp. 

Senator Kerauver. Well, was it not held back from the market by 
General Electric for quite a long time, even though they knew it was 
technically an advancement and better for society? You were there, 
you know. 

Mr. Quinn. Yes, but it is very difficult to say that, Senator. The 
only one I can imagine who would give it to you, say, “Why aren’t 
we out with the fluorescent lamp?” and you have got an engineer there 
in charge, the man at that time was named Pritchard, he alone was 
the only ee with him alone you could have retarded the 
development, because he could have said, “Well, we are not ready for 
1t yet,” and there would be nobody to question his statement, because 
he was the expert in charge. 

His simple statement was, “We are not ready for it,” and it would an- 
swer the simplest question. 

So it was in development over a long period of time, but whether 
that time was actually required to perfect it or whether it was a de- 
liberate retarding or slowing up of the development, would be very 
difficult to establish. 

I should think, unless you called in the people in the incandescent 
lamp department of the General Electric Co., and interrogated them 
and, particularly the man in charge, and he would almost have to be 
under oath, I suspect, to get the truth from him. 

Senator Kerauver. What was your position with General Electric 
at that time? 

Mr. Quinn. Let me see. I think I was assistant manager of the 
National Lamp Works in Cleveland, Ohio. I believe that was my job 
at the time. 

Senator Krerauver. Thank you, Mr. Chairman. 

Senator O’Mationey. Mr. Burns? 

Mr. Burns. The subcommittee will now call witnesses from among 
the manufacturers of diesel Jocomotives. This industry 1s compara- 
tively new, having developed during the late 1920’s. Today prac- 
tically every railroad in the United States is completely dieselized, and 
since 1946 more locomotives have been produced for use in this country 


STUDY OF THE ANTITRUST LAWS 2347 


than during any other comparable period in history. General Motors 
entered the field during the formative stages, and produced its first 
over-the-road diesel locomotive in 1934. Its production and share of 
the market have grown until it now produces approximately 76 per- 
cent of all of the diesel locomotives used throughout the United States. 
It also is heavily involved in the foreign field. Its closest competitor, 
which has been in the locomotive business since 1901—through steam 
and then diesel—has at the present time only approximately 15 percent 
of the market. 

The purpose of the hearing will be to attempt to determine what 
factors are responsible for the phenomenal growth of General Motors 
in this field and its ability to capture such a large share of the market 
in such a short period of time. We would also like to determine the 
economic effects on the industry and upon the American economy of 
General Motors’ accomplishments in this field. It is obvious that the 
historical producers of locomotives are losing ground and that General 
Motors each year is acquiring a larger share of the market. 

We expect the witnesses who shall appear today to furnish us with 
some of the underlying reasons and the effect of such tremendous 
changes in the industry upon the railroads and upon the entire 
economy. 

We would like to first call Mr. V. H. Peterson, vice president of Fair- 
banks, Morse & Co., and I would like to have Assistant Counsel Gareth 
M. Neville question him. 


STATEMENT OF V. H. PETERSON, VICE PRESIDENT, FAIRBANKS, 
MORSE & CO., ACCOMPANIED BY ROBERT B. CRAIG, VICE PRESI- 
DENT; AND ANNAN RAYMOND, COUNSEL 


Mr. Nevitite. Would you identify your party for the record ? 

Mr. Petrrson. I am V. H. Peterson; this is Mr. Raymond, counsel ; 
and this is Mr. Craig, our Washington representative. 

Mr. Nevityte. Mr. Peterson, what is your position with Fairbanks, 
Morse? 

Mr. Prererson. I am vice president of Fairbanks, Morse & Co., and 
in charge of the locomotive end, railroad end, of our business. 

Mr. Nevitte. You are an engineer by profession; are you not ? 

Mr. Peterson. Well, Iam a graduate engineer, although most of my 
work since graduation has been in the sales or commercial end of the 
business. 

Mr. NeEvItiE. Will you describe for us the Fairbanks, Morse position 
in the electric-diesel field today, please ? 

Mr. Prrerson. Well, today our company—may I go back and say 
a few words about the background of our company ? 

Mr. Neviute. Yes; if you please, Mr. Peterson. 

Mr. Peterson. We. were founded and started in 1830, and incorpo- 
rated as Fairbanks, Morse in 1890. 

Senator O°Manonry. In what State were you incorporated ? 

Mr. Pererson. Illinois. Our headquarters are in Chicago. 

We started in the engine business before 1900. We built some gaso- 
line engines. We built our first semidiesel in 1912, I believe it was, 
and our first full diesel in the early twenties. 

In the early thirties, with our own engineering talent, we designed a 
type of engine, a two-cycle engine, opposed piston type of engine which, 
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in the early thirties, the Navy became quite interested in, and during 

the thirties we became one of the principal suppliers to our Navy of 

this type of engine, used mostly in the submarine fleet, in the building 
of the submarine diesel electric drive type of submarine. 

However, when we first conceived this diesel, we had in mind the 
locomotive market. We were delayed using it in locomotive design, 
although in 1939, I believe it was, we did furnish a few of the engines 
for that type of power for our railroads. However, the war came on, 
and all of our output of this engine was taken by the Navy principally 
for the submarine fleet. 

So actually we did not start in the locomotive business as such until 
1944 when, while the war was not over, we were able to get enough ma- 
terials approved to build our first locomotives in 1944. 

Our position in the market today, I believe we are getting, between 
7 and 8 percent of the available business. 

Our company does its—it is a small company or at least in this gen- 
eral atmosphere here, we do a little over $100 million a year sales. 

Mr. Nevitz. Your company is involved in sales other than the 
diesel locomotive; is it not £ 

Mr. Pererson. Yes. The locomotive end of our total business is, 
perhaps, 15, 20 percent of our business, and we build pumps or scales; 
and scales was thie start of our business back in 1830. 

We build other types of diesel engines than the type used in loco- 
motives. We do Aes diesel engines and small ones. We build 
electrical machinery, electric motors, and generators, and pumps, as 
I mentioned. 

Mr. Nevitie. Mr. Peterson, I show you a tabulation of the respec- 
Ha position of the various manufacturers of the diesel locomotives 
today. 

Mr. Pererson. Yes. This is a tabulation which we keep as a part of 
doing business. It shows locomotive orders placed by domestic rail- 
roads from 1944 up to the present time. 

Mr. Nevitiez. This is headed, “Locomotive Orders Placed by Do- 
mestic Railroads (Source: Railways Age and Fairbanks, Morse).” 

Mr. Peterson. That is correct. 

Mr. Nevitie. This is taken from your own records and the magazine 
Railway Age? 

Mr. Pererson. That is correct, so far as we know. 

Mr. Nevitte. This shows that you presently have 698 locomotives in 
service as of today; is that correct ? 

Mr. Peterson. No; we have more than that. 

Mr. Nevitte. You have additional copies of that; do you not? 

Mr. Peterson. Yes; we have. 

Mr. Neviiie. Could we have some more? 

Mr. Pererson. Total number of units in service—we did not total 
them—you see these are given by years. 

Pi Nervmie. You say you started in the locomotive business in 
Mr. Prrerson. We actually built our first locomotives in 1944. 
Mr. Nevitte. Can you give us by years the percentage of the mar- 

ket that you have been able to service ? 

Mr. Peterson. Yes; it is given on this sheet here, percent on horse- 
power basis. 
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It started, the first year, we just built three locomotives, and the 
percentages 0.32 that first year ; and each year here successively we have 
a percentage given on the sheet. Do you want me to read them ? 

Mr. NEVILLE. Yes, would you, please? 

Mr. Peterson. Well, starting in 1944 it was 0.32; 1n 1945 it was 1.94; 
and then the next year 3.54; 8.88; 5.27, 4.80, 5.13, 3.56, 5.18, 6.16; and 
then the last year, 1954, it shows 7.32 percent; and so far this year 
up through October 20th, 7.33 percent. 

Mr. Nevitte. What was the position of General Motors in this field 
when you entered, percentagewise of the market? 

Mr. Pretrrson. Well, again, referring to this tabulation, in 1944 
they were getting 58 percent. 

Mr. Nevitte. What is it today ? 

Mr. Pererson. Well, today, for last year, according to these figures, 
it was 77.65, and so far this year up through October 30, was 76.62 
percent. 

Senator O’ManHoney. Mr. Neville, may I interrupt? I find from 
looking at this chart, Mr. Peterson 

Mr. Prererson. Yes, sir. 

Senator O’Manoney (continuing). That the following producers 
are mentioned: Alco, Baldwin, Electro-Motive, Fairbanks, Morse, 
and Lima-Hamilton. 

Mr. Peterson. Yes, sir. 

Senator O’ManHoney. I note that in the last line it shows that be- 
ginning with the year 1944 the total number of units produced by all 
the manufacturers mentioned was 744? 

Mr. PErerson. Yes, sir. 

Senator O’ManHoney. And that that number of units grew steadily 
during the years, from 1944 to 1954, when the total number of units 
was 1,024, but that was not the maximum during the period? 

Mr. Pererson. No. 

Senator O’Manoney. The maximum appears to have been the num- 
ber of units manufactured in 1950. 

Mr. Peterson. That is correct, sir. 

Senator O’Manoney. 4,021. 

Mr. Pererson, Yes, sir. 

Senator O’Manoney. And the proportion of output by Fairbanks, 
Morse, while increasing steadily from 0.32 to 7.32 in 1954, was fallin 
behind, relatively speaking, with the output of Electro-Motive, which 
I upcerstand, to be the name indicating the General Motors produc- 
tion $ 

Mr. Peterson. Yes, sir. 

Senator O’Manoney. Is that right? 

Mr. Peterson. That is correct; that is the Electro-Motive Division 
of General Motors. 

Senator O’MaHoney. Yes. 

Mr. Nevitte. What were the special problems that you had in this 
field, in getting the product out to the railroads? 

Mr. Peterson. Well, it is a straightforward selling job. We built 
some demonstrator units and showed those, and demonstrated them 
to certain of the railroads and advertised. We did all of the normal 
things that you do when you try to sell a new product. 
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Our engine had wide acceptance in the areas in which I have already 
mentioned, in the Navy—I mean it has been a successful engine 
there—and in other marine applications. So we did have that back- 
ground when we started to build locomotives. 

Mr. Neviutte. Were there any special situations due to the dominance 
and size of the leader in the industry, Electro-Motive, that caused you 
problems in putting your product on the market ? 

Mr. Pererson. Well, of course, they were the leader ever since— 
I mean, according to this chart they were getting almost 60 percent in 
1944; that was a war year and, as I recall it, the Government desig- 
nated, it seems to me this was so, the Government designated Electro- 
Motive to build freight roaders. 

Baldwin and Alco, as I recall it again, I may be wrong, were desig- 
nated to build switchers, yard switchers. Of course, the great need, 
there was a need for both switchers and road power, but the necessi- 
ties of war required certainly a great many road diesels, large loco- 
motives, that Electro-Motive was apparently assigned to build during 
the war. 

As I say, at. that time, we went into the business. We did not build 
any until 1944, but Alco and Baldwin were, of course, both building. 

Mr. Nrevirte. How much freight does your company generate, in 
round numbers, as compared with the General Motors organization ? 

Mr. Peterson. Oh, I do not have that exact figure. But I would 
think that if we had $1 million of freight that would be a great deal 
for $110 million of sales. It 1s probably not that much, maybe half a 
million of it; Ido not know. 


Mr. Nevitie. Did you consider that a competitive problem that 


you have to overcome in selling products to the railroads ? 

Mr. Peterson. Well, of course, any large company that builds 
heavy machinery or automobiles or anything in the class of equipment 
has tremendous tonnages to move over all railroads, and there is a 
natural business relationship, I would expect, between the railroads 
and the builder of equipment or apparatus that the railroad may. have 
use for. 

Mr. Nevirie. Do you feel or have you had any experience in your 
company that indicated that such a situation might be of great advan- 
tage to General Motors and react against you ? 

Mr. Perrerson. No, I can only assume—I can only assume that such 
situations may have occurred. I know of no situations of my own 
information where we have been injured by the weight of, say, General 
Motors traffic. 

Mr. Nevitie. At the time you entered the market, General Motors 
was well established ? 

Mr. Prerrerson. Yes; they were. 

Mr. Nevirte. Would you comment about the problems you may 
have had in getting your product on a line that was already partially 
or highly dieselized with the products of a competing company ? 

Mr. Perrerson. Well, there are many railroads that we have never 
gotten our product on. I mean, there are some railroads that have 
started with one class of power and stayed with that class of power, 
still staying with it. We never hope to break in on such a railroad. 

We have power on perhaps 40 of the principal class I railroads in 
the country. 
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You mentioned numbers of units. I suppose that we have maybe 
twelve, thirteen hundred locomotive units in operation today, in round 
numbers, perhaps 40 railroads. 

But the problem of selling is lke selling anything else. We have 
problems selling against Baldwin or Alco or Electro-Motive, all of 
them. 

Mr. Nevitute. Do you feel that the preponderance of the General 
Motors product on a given road makes it more difficult for you to 
break into that road # 

Mr. Pererson. Yes; that is so. 

Mr. Nevitite. What about the amount of advertising that your com- 
pany is able to do as against the type of institutional advertising that 
a much larger company, such as GM, can engage in? Do you feel 
that is a difficult problem to overcome? 

Mr. Pererson. Well, we decide among ourselves as to how much 
we feel that we can afford to spend in our advertising program, com- 
mensurate with the amount of business that we might expect to get 
for a coming year, and that is what we spend. 

_ We spend some of it in institutional selverd ci and some—most of 
it—in product advertising. 

Mr. NevILLE. You were, of course, at this time breaking into a new 
field with your 

Mr. Pererson. Yes, sir. 

Mr. NEVILLE (continuing). Locomotives ? 

Mr. Prrerson. Yes, sir. 

Mr. Nevitute. Perhaps if you could just tell us the general prob- 
lems that you had to face as a new producer in this particular market, 
although an old producer in the diesel line, that might relate to the 
s1zZe—— 

Mr. Pererson. I have been selling all my life since I got out of 
school, and it is hard to explain. But it is just a job of work to do 
to sell your product. 

We believe that there are many features and factors in respect to 
our product that are better than anybody else’s, and that is what we 
talk about, and we have been reasonably successful. 

Mr. Nrevinte. Mr. Peterson, you have mentioned a few moments ago 
that you had been doing quite a bit of work for the Navy on Navy 
contracts. Are you still involved in that business ? 

Mr. Pererson. Yes, indeed. 

Mr. Nevitve. What is the extent of your business with the Navy 
along those lines at the present time? 

Mr. Peterson. Well, it is fairly extensive, but I cannot give you 
actually any figures. Some of it is restricted, so I could not give it to 

fou. 

senator O’Manoney. I would hke to know a little about the initia- 
tion of this work, Mr. Peterson. 

Mr. Petrrrson. Yes, sir. 

Senator O'Manoney. You began manufacturing diesel engines for 
the Navy for ships? . 

Mr. Prererson. Yes, sir. 

Senator O’Manoney. Long before you decided to go into the manu- 
facture of diesel locomotives for railroads? 

Mr. Pererson. That is correct. 
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Senator O’Manoney. How about these other corporations, when 
did they begin to manufacture diesel locomotives? I ask that question 
because the table which you have presented shows that the total pro- 
duction of the 5 producers mentioned in 1944 was only 744 units. 

Mr. Pretrrson, Yes, sir. | 

Senator O’Manonry. Of those 744 units only 3 were built by you, 
none were built by Lima-Hamilton-Baldwin, a famous old name in 
the manufacture of locomotives—they had built 164; Alco, a name 
with which I am not familiar at all, built 213; and Electro-Motive 
built 364. 

How long before 1944, therefore, did the manufacture of the diesel 
locomotive for railroads begin in the industry at large ? 

Mr. Prererson. Well, the oldest diesel electric locomotive that I 
know of was built and placed in service, I believe, in 1925, Senator. 

Senator O’Manoney. It was built by whom? 

Mr. Perrrson. Well, it is still in operation on the Central Railroad 
of New Jersey, and it has an Ingersoll-Rand diesel engine in it, and I 
am not clear who built it. It is just a small locomotive. 

Senator O'Manoney. I am advised that Alco is an abbreviation for 
American Locomotive— 

Mr. Perrrson. American Locomotive. 

Senator O’Manoney (continuing). Company. 

Mr. Peterson. That is right. 

Senator O’Manoney. So that was one of the old builders of loco- 
motive engines. 

Mr. Pererson. Way, way back, sir. 

Senator O’Manonry. When did they first begin to turn out diesel 
locomotives, do you know ? 

Mr. Pererson. I know they are going to testify here, and they have 
that information with them. J am sure they have it, but I imagine in 
the late twenties. But—in the twenties sometime, I am not sure, sir. 

Senator O’Manoney. When did Electro-Motive get into the field? 

Mr. Perersrn. Well, I believe they were starting to do something in 
the field—I do not think under the name of Electro-Motive at that 
time—but Winton Engine Co. in Cleveland—I think that is right— 
and I believe that was in the twenties somewhere. 

Senator O’Manoney. It was not a division of General Motors at 
that time ? 

Mr. Petrrson. No, not at that time, sir; I don’t believe so. _ 

Senator O’Manoney. You see, the beginning of this chart in 1944, 
11 years ago, Electro-Motive had 58.47 percent of the total production 
of only 744 units; whereas in 1954, last year, its percentage was 77.65. 

Mr. Peterson. Yes, sir. 

Senator O’Manonry. Meanwhile Baldwin had dropped from 16.74 
to 2.57; Alco had dropped from 24.47 to 12.46; but Fairbanks, Morse 
had increased from 0.32 percent to 7.32 percent. 

Mr. Peterson. Yes, sir. 

Senator O’Manoney. You were making progress, therefore, while 
the others were dropping out of the picture. Lima-Hamilton had no 

roduction apparently until 1948, when it turned out 16 diesel engines. 
That constituted 0.74 percent of the total production of that year. 

In the following year, 1949, Lima-Hamilton built 27 diesel locomo- 
tives, constituting 2.17 percent; and in 1950 it turned out 121 units, 
constituting 2.48 percent. 
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Thereafter it dropped out of the picture altogether. 

Mr. PETERSON. it Tia , senator, Lima-Hamilton is now a part of 
Baldwin. It is Baldwin-Lima-Hamilton today ; they were taken over. 

Senator O’Manoney. I see. 

p 7 here we have a merger of Lima-Hamilton and Baldwin in this 
eld. 

Mr. Prerrerson. That is correct, sir. | 

I have here information that may add to this. According to the 
record we have in our company, there were 2,191 diesel locomotives 
built prior to 1944. Now, the distribution of the builders and who 
built them, I do not have that record. 

Senator O’Manoney. Do you have that record, Mr. Neville? 

Mr. NEVILLE. Yes. 

Senator O’Mauoney. You will probably go into it Jater on; I am 
sorry to interrupt. 

Mr. Nevitze. Mr. Peterson, in selling a locomotive, is it customary 
or necessary to work with top management, or is it sold on a lower 
level in the railroads? 

Mr. Pererson. Well, you work with everybody on the railroad who 
will listen to you, by and large. The final decision is, in my experi- 
ence, invariably made by the top executive officers of the railroads, 
based in some instances, certainly, on recommendations that are made 
by staff people reporting to the chief executive officers. 

Mr. Nevitie. Do you feel that General Motors position in the entire 
market gives them an undue advantage in contacts with the top man- 
agement of the railroads ? 

Mr. Peterson. Would you rephrase that? 

Mr. Nevi.Le. Do you feel that General Motors, having contacts and 
being a much larger corporation, gives them the greater advantage or 
a greater ease of entry in to the top management than a smaller com- 
pany such as yours ? 

Mr. Peterson. Oh, I would expect so. 

Mr. Nevitte. Have you had any specific examples or situations of 
that type? 

Mr. Peterson. No;I havenot. But knowing they sell aggressively, 
as we try to do, and I am sure that if we had such contacts we would 
use them, and I would be surprised if they do not. [Laughter.] 

Mr. Nevitte. What is your feeling about the possibility of the domi- 
nant factor in the market in this field staying dominant? I mean, is 
it a situation where its size simply perpetuates itself, in your opinion ? 

Mr. Peterson. I do not know quite how to answer that. 

Senator O’Manoney. What is the outlook, Mr. Peterson, for Fair- 
banks, Morse in the sale of diesel locomotives ? 

Mr. Peterson. Well, we are—— 

Mr. O’Manoney. What do you tell your stockholders ? 

Mr. Pererson. Mr. Chairman, we are encouraged. There is still a 
good number—there are still many locomotives to be bought by many 
railroads, and we have—while it is a struggle and not easy—we have 
every intention of staying in the business, and we hone we can continue 
to set a reasonable share of what is going to be bought. 

We think that locomotives, diesel locomotives, will be bought for 


some years in the future. 
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Mr. Nevitte. Do the mass production possibilities of the General 
Motors plant give them an advantage that you find hard to compete 
with? 

Mr. Peterson. Yes. 

Mr. NEvitiE. Will you elaborate on that ? 

Mr. Perrerson. Well, of course, any company that builds a given 
product in large numbers has an economic advantage, it seems to me, 
over another company that builds in fewer numbers, as we do. 

We might build 10 locomotives a month, and another company might 
‘build a hundred, and obviously there are some economic advantages 
costwise. 

You can build, you can set up to build, you can afford to spend more 
money to build, to lower costs if you are in a big—if you are a big- 
volume producer. 

Mr. Nevitte. How much money do you have invested in plant and 
equipment for the manufacture of the locomotives? 

Mr. Peterson. It did not occur to me that you would ask me that; 
I am afraid I do not have anything that would be reliable. We have 
invested a great deal of money in the business, I can assure you of that. 

Mr. Nevitte. You produce a complete line of locomotives, do you? 

Mr. Peterson. Yes, sir. 

Mr. Nevit_e. I have some pictures that might be of some interest 
to the Senator. 

Are these pictures of your general line? 

Mr. Pererson. Yes. These are pictures of the general type of 
locomotives that we build, and I thought the committee, Senator, 
might be interested in seeing them. 

Mr. Nevitte. That is all. 

Senator O’Manoney. I think I must have been riding behind one 
of these just the other night coming into Washington from Chicago. 

Mr. PErerson. Yes, sir. 

Mr. Nevitie. At the present time, do all the people in the field 
produce fairly pene, both as to price and quality ? 

Mr. Pererson. Yes. I do not think there is much difference in the 
pricing of 1,200 horsepower switching locomotive which is priced 
generally the same. 

There are some differences in the price level among the various 
companies, however, because the locomotives are not exactly the same. 

Our horsepower rating would difler somewhat than General Motors’ 
rating, and likewise American Locomotive’s rating would differ a 
little bit, so the pricing is not exactly the same. 

Senator O’Manonry. Would you permit me to intervene? These 
pictures, Mr. Peterson 

Mr. PeTerson. Yes, sir. 

Senator O’Manoney (continuing). Remind me of the old sayi 
that the man who builds the best mousetrap in the world will find the 
people making a highway to his home. 

Mr. PETERSON. Yes, sir. 

Senator O’Manoney. I assume that Fairbanks, Morse, if it does 
not build the best mousetrap, at least in the opinion of: its officers, 
does build the best diesel locomotive ? 

Mr. Pererson. That is correct, sir. | 

Senator O’Manoney. Are the railroads building a highway to 
your factories yet ? 
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Mr. Peterson. No; but we are beating a path to their doors, anyway. 
[ Laughter. ] 

Senator O’Manoney. Well, the whole question involved in this 
inquiry is whether that highway of the purchasers to the door of the 
small manufacturer is impeded by the size of the biggest corporation in 
the world. That is really what we are getting at. 

Mr. Pererson. Yes; I understand. | 

I do not know that I have much—whether bigness in a corporation 
is good for the country, I do not know. If it is not, what could be 
done about it is still another problem. 

Senator O’Manoney. Well, of course, it becomes obvious that the 
larger a corporate entity is, and the greater its financial resources, the 
easier it is to go into new fields of endeavor. 

Mr. Pererson. I believe that is so. 

Senator O’Manoney. And that makes it possible for a corporation 
which has succeeded, let us say, solely through efficiency of manage- 
ment and excellence of output in one line of industry, can use that 
profit to go into another line of industry in which it has never before 
engaged, and in which there are eflicient operators, and through its 
financial strength and the size of the business that it itself gives to 
those who may be the purchasers of the new product, gain an ad- 
vantage over those sede in the industry. 

Mr. Prererson. Yes, sir. 

Senator O’ManHoney. You say, “Yes.” Do you agree with my 
statement? 

Mr. Prrerson. I was saying that I understood what you said. 

I think that that has been done many times, I am sure, and is stil] 
being done. 7 

Senator O’Mauoney. Thank you very much. 

Mr. Neville? 

Mr. Nevitte. Mr. Peterson, I just have 1 or 2 more questions here. 

According to the tabulation which you have, as Senator O’Mahoney 
has already brought out, General Motors has gone from 55 to 75 per- 
cent of the total market during the period of years, and yet you feel 
that pricewise and qualitywise that you do have a very competitive 
product. Do you have any explanation for that? 

Mr, Pererson. For what phase of it ? 

Mr. Nevintte. The ability of General Motors to increase its total 
percentage of the market from over half to three-quarters during this 
period of time. 

Mr. Pererson. Well, of course, during certain of these years, as you 
will see, railroads bought large numbers of locomotives. 

In 1950 the railroads bought over 4,000 units. It became at that 
time almost a matter of how many could you build. General Motors 
certainly did an outstanding job in enlarging their facilities and pro- 
ducing locomotive units in large numbers. 

As indicated here in that year, they got 65 percent of the business 
or 2,663 units. 

Our facilities could not build that many. We built as many as our 
facilities permitted us to build. I do not know whether that answers 
your question or not. 

Mr. Nevitte. Do you have any personal feeling as to the disad- 
vantage, insofar as the general economics of the country are con- 
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cerned, in having such a large concentration of the total output in one 
company and its facilities 

Mr. Pererson. Personal feelings? I do not know how to answer 
that. It might be better if 4 builders were all getting 25 percent of 
the business, but I do not know how that would happen. 

Senator O’ManHoney. Let us get away from your personal feelings, 
Mr. Peterson. 

Mr. Perrerson. Yes, sir. 

Senator O’Manoney. Your headquarters are in Chicago? 

Mr. Pererson. Yes, sit. 

Senator O’Manoney. Where are your plants? 

Mr. Peterson. Well, we have nine plants. Our principal plant is 
in Wisconsin, Beloit, Wis., about 100 miles north of Chicago. 

Senator O’Manonrey. Where are the other plants? 

Mr. Pererson. Well, we have a plant in St. Johnsbury; we have a 

lant 
: Senator O’Manoney. St. Johnsbury ? 

Mr. Pererson. Vermont. 

Senator O’Manoney. Yes. 

Mr. Pererson. And a plant at Pomona, Calif.; St. Louis, Mo.; 
Kansas City; Stuttgart, Ark.; East Moline; Freeport, Ill.; Three 
Rivers, Mich. 

Senator O’Manoney. That is quite a number of States. 

Are all of these locomotive plants that you named ? 

Mr. Peterson. No, sir. All our locomotives are concentrated in 
our large plant at Beloit, Wis. 

Senator O’Manoney. What proportion of your total output is in 
locomotives ? 

Mr. Peterson. I would say it varies perhaps between 15 and 20 
percent of our total sales, our locomotives. 

Senator O’Manonry. At the present time it is between 15 and 20 
percent of your total sales? 

Mr. Peterson. That is right. : 

Senator O’Manoney. Its success or failure would affect the entire 
company’s profits, would it not? 

Mr. Peterson. Yes; it would. 

Senator O’Manoney. How many employees do you have in the pro- 
duction of diesel locomotives? 

Mr. Pererson. I would—and here again I am in an area of guess- 
ing, because I do not have that exactly—but I would estimate perhaps 
1,500 of our total—our total employees are perhaps about 10,000 in 
the company overall. 

Senator O’Manoney. Yes. 

Well, it is evident that if your production of diesel locomotives 
amounted to 20 percent of your total business, the 1,500 employees 
who are engaged in that production have a vital stake in the success 
of your company ? 

r. Pererson. Yes, indeed. 

Senator O’Manoney. And so does the community in which the 
factory is built. If you gain business by way of straightforward, 
honest competition, based upon the value of your product, and the 
pe at which you sell it, then it is beneficial not only to your stock- 


olders and to your employees, but it is also beneficial to the 
community. 
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Mr. Pererson. Yes, sir. 

Senator O’Manoney. If, however, you find it difficult to compete 
because of the inherent size of a single competitor hke Electro-Motive 
which, producing in 1944, 58.47 percent of the total output, was pro- 
ducing 77.65 percent in 1954, 10 years later, that increase by weight 
alone would have a disadvantageous effect upon the smaller com- 
petitors not capable financially of building the plants from which 
these machines are turned out. 

Mr. Pererson. That is right. 

Senator O’Manoney. No question about that in your mind at all? 

Mr. Peterson. I do not believe there is any question in my mind 
on that, sir. 

Senator O’Manoney. So that size and financial strength alone have 
a great weight in the competitive field even with a corporation such 
as yours, which employs 10,000 people overall, and 1,500 in the manu- 
facture diesel engines alone; that is the plain fact of the situation, 
is it not? 

Mr. Pererson. Well, I think that with the size of General Motors, 
that does not make it any easier for us to compete with them; it 
certainly does not do that. It is tough competition. 

Senator O’MaHoney. Well, it is pretty difficult for a lightweight 
to go against Marciano, is it not? 

Mr. Pererson. That is right. 

Senator O’Maunoney. Mr. Peterson, Mr. Neville, tells me that he 
does not desire to interrogate you further this morning. 

Are there any additional statements that you would like to make? 

Mr. Peterson. No, Senator. I have none. 

Senator O’ManoneEy. Mr. Burns, do you have any questions? 

Mr. Burns. No. 

(The statistics previously referred to follow :) 
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Senator O’Manonety. Who will be our next witness? 

(Discussion off the record.) 

Senator O’Manoney. The committee will stand in recess until 2 
o’clock, when Mr. Vanderbilt will appear. 

(Whereupon, at 12:45 p. m., the subcommittee recessed, to resume 
at 2 p. m., the same day.) 


AFTERNOON SESSION 


Senator O’Manoney. Mr. Burns, are you ready to proceed ? 

Mr. Burns. Yes, Senator. 

Senator O’Manonry. Call your witness. 

Mr. Burns. I would like to have Mr. O. DeGray Vanderbilt, vice 
president of Baldwin-Lima-Hamilton, as our next witness, and he 
also has with him Mr. R. Nevin Watt, vice president in charge of 
transportation sales. They are accompanied by Mr. McAdoo, their 
attorney, and Mr. John Dooling of the firm of Sullivan & Cromwell. 

It might be useful to address my questions to Mr. Vanderbilt, and 
then for the technical questions which might better be answered by 
Mr. Watt, he can answer those questions. 

Senator O’Manoney. Very well. 

Mr. Burns. Mr. Vanderbilt, what is your position and what is the 
scope of your activities for Baldwin-Lima-Hamilton ? 


STATEMENT OF 0. DeGRAY VANDERBILT III, VICE PRESIDENT 
IN CHARGE OF COMMERCIAL ACTIVITIES, BALDWIN-LIMA- 
HAMILTON CORP., ACCOMPANIED BY R. NEVIN WATT, VICE 
PRESIDENT IN CHARGE OF TRANSPORTATION SALES, ROBERT 
McADO0, COUNSEL, AND JOHN F. DOOLING, OF SULLIVAN & - 
CROMWELL 


Mr. VANDERBILT. I am vice president in charge of commercial ac- 
tivities. which includes responsibility for the sales of all products 
from all divisions for the company, one of which, of course, is locomo- 
tives and other transportation products. 

Mr. Burns. And Mr. Watt, will you tell us what your title is and 
what your activities are with the company ? 

Mr. Warr. I am vice president of the company in charge of trans- 
portation sales, which includes locomotives as well as other railroad 
products. 

Mr. Burns. Now, I will address my questions to Mr. Vanderbilt, and 
when he feels that Mr. Watt should help him, why, he can refer the 
question to you, Mr. Watt. I will refer to the company as Baldwin for 
short. 

Is Baldwin in the business of manufacturing locomotives for use on 
railroads? 

Mr. VanpversBitt. That is correct. 

Mr. Burns. And can you tell us about how long they have been in 
that business ? 

Mr. VanpersiuT. Well, they have been in the locomotive business 
for over 100 years. 

Mr. Burns. There are three names in the company. Could you tell 
briefly the history of the relationship of Baldwin, Lima, and Hamilton? 
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Mr. VANDERBILT. Well, the Baldwin comes from the Baldwin Loco- 
motive Works, whose principal headquarters and plant was located 
in the vicinity of Philadelphia. 

The Lima-Hamilton Corp. was a separate corporation with plants 
primarily in Hamilton and Lima, Ohio, and they merged bay eed 
about 1950, and the corporate name was changed to Baldwin-Lima- 
Hamilton Corp. 

Mr. Burns. Was the Lima-Hamilton Corp. at any time in the busi- 
ness of manufacturing locomotives ? 

Mr. VANDERBILT. They were. 

Mr. Burns. As of today, what other major products does this com- 
pany manufacture besides locomotives ? 

Mr. VANDERBILT. Well, I can give you a quick rundown. I don’t 
guarantee I will cover all products because we have quite a diversified 
slate of products, but in addition to our transportation products, 
which include locomotives, dump cars, car wheels, and railway tools, 
we are heavily in the construction equipment and graders, shovels, 
et cetera. We make such products as large machine tools, hydraulic 
turbines, large mechanical presses primarily for the automotive in- 
dustry, hydraulic presses, testing equipment. 

Senator O’ManoneEy. May I interrupt you, sir? 

Mr. VANDERBILT. Yes. 

aed recess. ) 

enator O’ManHoney. You may proceed. 

Mr. Burns. We continue with the list of products other than loco- 
motives which Baldwin makes. 7 

Mr. VANDERBILT. You don’t wish me to repeat. 

Mr. Burns. Just continue from where you left off. 

Mr. Vanoersiit. All right. In addition to what I have already 
mentioned, we make commercial weldments such as bridges and tun- 
nels and other structures, canmaking machinery, ship’s propellers, oil- 
well equipment, casting and forging. I think that about runs the 
gamut of the product lines. 

Mr. Burns. Can you tell us approximately how many employees 
you have working for the corporation altogether ? 

Mr. VANDERBILT. I would say approximately 12,000. 

Mr. Burns. And how many different plants do you have? 

Mr. Vanpersitt. About 10. 

Mr. Burns. And can you give us a figure of approximate gross 
sales, say, for last year ? 

Mr. VaNDERBILT. Roughly, $160 million. 

Mr. Burns. How many plants do you have at the present time for 
the manufacture of locomotives? 

Mr. VaNpDERBILT. Just one in Eddystone, Pa., in the vicinity of 
Philadelphia. 

Mr. Burns. Did your company produce any diesel locomotives? I 
will rephrase that question. Does you company make any diesel 
locomotives at the present time ? 

Mr. VaNnvDERBILT. They do. 

Mr. Burns. And can you tell us about when they first began to 
make diesels? 

Mr. Vanpersiir. I would say our first diesels were 1936. 

Mr. Warr. In that neighborhood, yes. 
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Mr. VanpeErsixt. In 1936 I think we produced two of them in that 
area. 

Mr. Burns. Prior to the development of your own diesel locomo- 
tive, ae your company make any diesel engines for any other 

urposes 
Mr. VanpERBILT. Maybe Mr. Watt should answer that. 

Mr. Warr. Yes. We made diesel engines for the pumping—sta- 
tionary disel engines principally for oilfields and stationary utility 

Mr. Burns. Are you talking about the former Baldwin Co. ? 

Mr. Warr. The former Baldwin Locomotive Works. 

Mr. Burns. Yes, because in 1936 Baldwin was a separate company 
from the present company. 

Mr. Warr. That’s correct. 

Mr. Burns. And to what extent was the Baldwin Co. in the diesel 
engine field prior to manufacturing the diesel locomotive? 

Mr. Warr. Not to a large extent. We had a modest diesel-engine 
business. 

Mr. Burns. Do you know whether the Lima Corp. made any diesels 
prior to the time that it was merged with Baldwin in 1950? 

Mr. Watt. I believe Lima started the manufacture of diesel loco- 
motives about 1947 and made very few before the absorption by Bald- 
win Locomotive. 

Mr. Burns. Now at the time that Baldwin began to manufacture 
diesel locomotives, what was the situation in the business of manufac- 
fannie steam locomotives? What was the business situation at that 
time ¢ 

Mr. Warr. There were three manufacturers of what we call main 
line steam locomotives: Baldwin Locomotive Works, American Loco- 
motive Co., and Lima Locomotive Co. 

Mr. Burns. Do you have any figures which would show the relative 
percentages of the market that each of those companies had at about 
that time? 

Mr. Wart. Qh, over the years I would say that Baldwin and Lima 
peruicipe es to the extent of probably 80 percent of the business, and 

ima probably 20 percent, Baldwin and Aleo—— 

Mr. Burns. So that Baldwm and American Locomotive had about 
80 percent of the steam locomotive business and Lima had about 
20 percent ? 

Mr. Warr. That’s right. 

Mr. Burns. That was prior to the development of diesel engines? 

Senator O’Manoney. This wasn’t a combination between Baldwin 
and American Locomotive ? 

Mr. Watt. No. If I say over the years, it would average that. 

Senator O’ManHoney. You say 80 percent. Could you give us the 
separate percentage for each of these units? 

Mr. Warr. I can’t by years, but over the years I don’t think there 
was a whole lot of variance between Baldwin’s participation in the 
business and American’s participation, probably each about 40. 

Senator O’MAHONEY. Each would have about 40. 

Mr. Wart. In that neighborhood, yes; 35, 45, or 40, in that neigh- 
borhood. 

Senator O’Manoney. Thank you. 

Mr. Burns. What factors caused Baldwin to go into the diesel 
locomotive field ? 
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Mr. Warr. Well, I think it was obvious in the early forties that the 
diesel was headed for a very important piece of motor power for the 
rullroads of the country. 

Mr. Burns. Are you familiar with the development of the diesel 
locomotive by the General Motors Co.? I don’t mean the details of 
the development, but are you familiar with the fact that they did de- 
velop and put on the road a diesel locomotive ? 

Mr. Watr. Yes. Of course, that is public information. 

Mr. Burns. And I presume, being in the locomotive field yourself, 
that was something which you follow with considerable interest ? 

Mr. Warr. Surely. 

Mr. Burns. Could you tell us briefly what you know about the man- 
ner in which General Motors happened to get into this diesel locomo- 
tive industry ? 

Mr. Warr. No, I couldn't tell you how they happened to get. into 
it. I believe I am correct in stating that it was through the acquisi- 
tion of the Winton Engine Co., as was brought out in testimony this 
morning. 

Mr. Burns. Do you know when General Motors first put diesels on 
the road ? 

Mr. Wart. I would think about the middle of the thirties. 

Senator O’ManoneEy. May I ask a question, Mr. Burns? Was the 
Winton Engine Co. a competitor of Baldwin? 

Mr. Watt. No, we didn’t compete with the engine. 

Senator O’Manonrty. What did the Winton Engine Co. make? 

Mr. Watr. It was, to my knowledge, just diesel engines, but of a size 
that were not competitive with the size that we were then making. 

Senator O’Marronrty. Were they making anything except diesel 
engines ? 

Mr. Warr. I don't believe so, but I am not certain of that. 

Senator O’Marioney. Did you regard them as a large company or 
a small company ? 

Mr. Warr. Well, I have no immediate knowledge of the Winston 
engine of that time. I wouldn’t know. I wouldn’t know the answer, 
Senator. 

Senator O’Manonrty. In other words, so far as Baldwin and Ameri- 
can Locomotive and Lima were concerned, Winston was a very ob- 
scure element in the locomotive field ? 

Mr. Watt. Yes, sir. 

Senator O’Manoney. It was manufacturing diesels, however ? 

Mr. Warr. Diesel engines. 

Senator O'Manonry. Yes. You say a smaller kind, not a locomo- 
tive engine. 

Mr. Warr. They were manufacturing, I believe, engines for—one 
of their outlets was in a rail car that was rather popular in railroads 
at that time, single-unit car powered by a diesel engine. 

Senator O’Manonry. When you speak of a single-unit car, what do 
you mean @ 

Mr. Warr. A single unit that provides the motor power compart- 
ment, possibly a small baggage compartment in the rear of that, and 
then a space for a few passengers for use in branch line service. 

Peon O’Mantoney. In other words, it was a peanut locomotive 
train ¢ 

Mr. Warr. It was a complete train, a train unto itself. 
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Senator O’Manoney. I see. So that actually it was not a competi- 
tor ? 

Mr. Warr. No. 

Senator O’Manoney. A competitor of Baldwin, American Loco- 
motive or Lima in the manufacture of locomotive for an ordinary 
train ? 

Mr. Watr. That’s correct. 

Senator O’Manoney. When did you first begin to realize that it 
was making the large locomotive? 

Mr. Warr. I say I believe it was in the mid-thirties that they came 
out. with 

Senator O’Manoney. Was that before or after General Motors ac- 
quired it? 

Mr. Watt. I believe after. Iam not certain. 

Senator O’Manoney. When did you first know that General Motors 
had acquired it? 

Mr. Warr. This is going back into history a little bit. I would 
savy about that time that they came out with a railroad locomotive, 
a cliesel electric locomotive. 

Senator O’Manoney. How long did it take them in terms of years 
to become a serious competitor in the field, after you first became 
aware of their existence? 

Mr. Warr. I would say 8 or 4 years. 

Senator O’Manoney. Three or four years? 

Mr. Warr. Yes. 

Senator O’Manoney. In other words, they bloomed very suddenly, 
and very rapidly ? 

Mr. Warr. Yes. 

Senator O’Manoney. And presently they are making more loco- 
motives than you are? 

Mr. Warr. They presently are. 

Senator O’ManoneEy. Thank you, Mr. Burns. 

Mr. Burns. Senator, I might say information will be developed 
that the staff has already received that it was in 1930 that General 
Motors acquired the Winton Co., and also the Electro-Motive Engi- 
age Co. and that in 1934 the first two diesel locomotives, pas- 
senger locomotives, were placed in service on the Burlington Railroad, 
and that was the first over-the-road diesel train which General Motors 
had produced, and from that they went into the production of switch- 
ing ocomotives and then followed that with freight and passenger. 

enator O’Manoney. It might be interesting for me to state for the 
record why I am particularly interested in that. 

Wyoming is rich in natural resources, coal and oil. The Burling- 
ton Railroad operates in Wyoming and so does the Union Pacific. 
The Union Pacific finally decided to dieselize and they ran a diesel 
engine into Rock Springs, which is the principal town in Sweetwater 
County, the principal coal-mining community of the State. The 
Union Pacific was proud of this new diesel and was so proud that 
it wanted to have a photograph taken and run in the papers, but 
the crew, the engineers, and the firemen, refused to stand by and 
have their pictures taken with the diesel engines in the great coal 
mining section. 

Mr. Warr. I can well understand that. 





2364 STUDY OF THE ANTITRUST LAWS 


Senator O’Manoney. I tell that because it illustrates in a practical 
human way the effect that this big business operation has upon local 
communities. 

Mr. Burns. Now at that time that Baldwin began to develop a 
diesel, did it limit its development to one type of locomotive? 

Mr. Warr. Yes; we started out with what is known generally in the 
trade as a switching type of locomotive. 

Mr. Burns. Will you just tell us what the different types, broad 
classifications, of locomotives are that are used in railroads? 

Mr. Warr. Well, generally there are four types, the straight 
switcher yard locomotive, the what we call an all-purpose locomotive 
that can be used in either switching or road service, a passenger type 
of locomotive and a freight type of locomotive. 

Mr. Burns. Were those classifications used both for the steam 
locomotives and for the diesels? 

Mr. Watr. Yes, they were. 

Mr. Burns. In developing your diesel, was there any special reason 
why you started with these switchers? 

Mr. Watt. The market at that time seemed to favor the diesel 
electric and switching service rather than road type of service. 

Mr. Burns. You say the market favored. Were there any other 
diesel locomotives being made at the time you started in, by any com- 
pany other than General Motors? 

Mr. Watt. Yes, I think the American Locomotive Co. was at that 
time building a switcher type of locomotive. 

Mr. Burns. And do you happen to know about when they began 
to develop their diesel ? 

Mr. Watr. No. I would say about the same time. 

Mr. Burns. What was the extent of this market which you were 
discussing which indicated that development of diesels for us as 
switchers appeared to be likely ? 

Mr. Watr. Well, in those early days of the development of the 
diesel locomotive, other than this locomotive you speak of that was 
put on the Burlington, the development had all been along the lines 
of diesel electrics for switching type of service. Very little progress, 
if any, had been made in that form of locomotive for other types of 
transportation, heavier transportation service. 

Mr. Burns. Will vou describe briefly the efforts of Baldwin to 
develop the diesel switcher locomotive both from the standpoint of 
technical problems, if any, and also from the problem of sales to the 
customers ? | ; 

Mr. Warr. I don’t know just how to answer that question because 
we were not.a big factor in the building of diesel electric locomotives 
until, oh. about 1940. 

Mr. Burns. Between 1936 and 1940 were vou in the process of 
developing one from the technical standpoint or did you have one 
that you were capable of making and it was a question of what 
approach to tale toward putting it out on the market or selling it? 

Mr. Warr. We had an engine and we designed a chassis and body in 
which to nut it. and then we had to get it out on the railroads to test 
it. That takes time. 

Po at When did you first sell diesels? Do you have any record 
of that 
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Mr. Watr. No; I have no record. I think we sold a couple in 1937 
and probably skipped a year and sold a very few more in 1938, or 
somewhere in that neighborhood. 

Senator O’Manoney. May I ask a question at this point? You 
spoke of having to get the engine out on the railroads to test it? 

Mr. Watt. Yes. 

Senator O’Manoney. How did you do that? 

Mr. Warr. By building a locomotive, selling it. 

Senator O’Manonry. By building it and selling it? 

Mr. Wart. That’s right. 

Senator O’Manoney. You didn't offer the locomotive to the railroad 
and say, “Now here, see if it will drag a train”? 

Mr. Warr, No, sir. 

Senator O’Manoney. You sold it first? 

Mr. Watr. We sold it. 

Mr. Burns. We have a chart here which I think will help to answer 
some of these questions. It is entitled “Steam Locomotive Building 
Industry, United States and Canada,” on one side, and “Diesel Loco- 
motive Building Industry, United States,” on the other. 

It indicates that Baldwin shipped two diesel locomotive switchers, 
which is in the second major column, the first of the diesel colums, 
in 1937. 

Mr. Warr. I would say that is substantially correct; yes. 

Mr. Burns. Now, between 1936, when you started to develop this 
diesel, and 1940, when apparently you were able to ship 10 
switchers 

Mr. VaNnpERBILT. Ten percent. 

Mr. Burns. Iam sorry: that’s right; that isa percent of the total. 

Mr. VANDERBILT. It would be 43 units in 1940. 

Mr. Burns. It would be 34, I think, of switchers. The total 
switchers is 846, and you sold 10 percent ? 

Mr. VANDERBILT. Yes. 

Mr. Burns. So that in 1937, out of 149 diesel switchers that were 
sold, Baldwin had 2 percent? 

Mr. Vanprernuitt. About 3 locomotives. 

Mr. Burns. During that time the number of locomotive switchers 
that were sold indicates that in 1934 there were 4; in 1935, 15; 1936, 
26; 1987, 149; 1938, 106; 1939, 155; 1940, 346; and that the 2 com- 

anies producing them at that time besides yourself were American 
comotive and General Motors, and in the year 1934, when 4 were 
shipped, American Locomotive shipped all of them, and then about 
1936, 2 years later, when 26 were shipped, General Motors had 77 
percent of those sold, and Alco 23. 

During that period up to 1940, what was the situation as far as 
vour development of the diesel was concerned ? 

Mr. Warr. Well, I think it is obvious that we are getting into it in 
a very gradual feeling-our-way procedure. 

sea Burns. At that time were you continuing to sell steam locomo- 
tives? 

Mr. Warr. We were; yes. 

Mr. Burns. And to the extent that General Motors was selling 
diesels, were they replacing sales of steam locomotives or were they 
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creating a new market, say, so that the steam locomotive sales were 
unaffected ? 

Mr. Watt. I would say they were creating a new market, certainly. 
You weren’t buying a diesel electric and then buying a steam locomo- 
tive to protect it. 

Mr. Burns. No. What I meant. was—in the railroad industry, is 
there a constant increase in the number of locomotives so that the mar- 
ket that General Motors was reaching was above the existing steam 
locomotive market, or were their sales taking away some of the sales 
which otherwise would have been in steam ? 

Mr. VANvERBILT. I would say they probably were taking away from 
the steam sales, because when a diesel electric was sold, it meant that 
one or maybe even in some cases a couple of steam engines would not 
be purchased. 

Mr. Burns. With that constantly growing number of diesels and 
also, as is shown on this chart, the increasing number of road passenger 
locomotives which by 1940 had reached 78 units, did that have any 
effect on your business in selling steam locomotives ? 

Mr. VANDERBILT. I would say very definitely one was replacing the 
other. 

Mr. Burns. What efforts were you making to meet that competition 
which was cutting into the steam locomotive business ? 

Mr. Vanprrsint. I think I could answer that generally. It was 
about that time that it was inevitable that there was a place, and an 
important place, for the diesel electric locomotive on our railroads, 
and if that was true, then it was inevitable that the demand for steam 
locomotives would taper off and eventually disappear. . 

However, we could not drop the steam locomotive and concentrate 
all our efforts on the diesels because there were several railroads at 
that time that still stuck with the steam locomotive, they were our cus- 
tomers, and we had an obligation to continue production for their use. 

So we were straddling two horses, so to speak, whereas EMD didn’t 
have the complication of the steam locomotives. They could devote 
all of their interests and energies to the diesel. 

Mr. Burns. Up to 1940 when you went into the diesels more heavily, 
had GM been selling any diesels to railroads which had been your cus- 
tomers ? 

Mr. VANDERBILT. Yes; surely. | 

Mr. Burns. Did you find it necessary to switch your production to 
diesels in order to retain your business ? 

Mr. Warr. Not in those particular years, no; because we weren’t 
ready for it. 

Mr. Burns. Were there any problems you encountered during the 
period 1936-40 in the sale of your diesel switching locomotives, or did 
that come after you made the decision or apparently saw that you 
should expand your diesel activities ? 

Mr. VAnpexrsitt. In think there is no doubt that General Motors had 
a running start on this. As you can see from these figures, we came 
into the picture later, and naturally we had at a later time the develop- 
ment pains which are necessary to launch any new product, and we 
were feeling our way along here at a time when General Motors had 
developed and eliminated a lot of the kinks in their products and really 
had something to sell. We were just approaching that point. 
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Mr. Burns. Then starting in 1940, will you tell us what the nature 
was of your development of your diesels and also of your sales of 
cliesels ? 

Mr. Watt. Well, during the early forties, during the period of the 
Second World War, we were restricted in the development of our 
diesel electric locomotives to nothing but the switcher type that we 
had then been building under regulations from WPB. | 

Mr. Burns. Do you recall in what year those restrictions were first 
applied ? 

PMr. Watt. I can’t give you the exact years. I would say 1941-44, 
probably. 

Mr. Burns. During that time, you did continue to make diesel 
switchers but made no effort to develop other types because you didn’t 
have allocations of materials? 

Mr. Warr. That’s right. We were not permitted to make other 
types. ° 

Ne VANDERBILT. And don’t forget at that time too the demand by 
the services for steam locomotives was tremendous, and all our re- 
sources, energies, and facilities were directed toward fulfilling those 
requirements which diverted that effort from the development of this 
new product, so to speak. 

That development work did not go on as fast as it would have if 
there hadn’t been a war. 

Mr. Burns. When the war ended or when the restrictions ended, 
what activities did you have in the further development of diesels or 
attempts to sell either diesels or steam locomotives ? 

Mr. VANDERBILT. Well, I think at the end of the war—and you can 
see by these statistics with the big year appearing in about—it built 
up but really it got going in about 1947, which enabled everybody 
after World War LI to collect themselves and really get into the busi- 
ness, but it was inevitable at that point that diesel electrics were the 
type of motive power that the railroads had to have, and if anybody 
was going to stay in the locomotive business, they had to muster all the 
resources and brains to get a product which was a good diesel electric 
unit. 

Mr. Burns. And at that time what problems, if any, did you en- 
counter in developing your market for diesels ? 

Mr. VANDERBILT. Well, we had all the usual problems of develop- 
ing and launching a new product, and we had the problems of retain- 
ing what we considered a fair economical share of the existing market. 

r. Burns. And prior to the war, at least up to the late thirties, 
you ae approximately 40 percent of the United States locomotive 

market { 7 

Mr. VANDERBILT. In the steam locomotive business. 

Mr. Burns. Steam; yes. 

Mr. VanpersBrint. Right. 

Mr. Burns. And after the war the railroads were turning more and 
more to diesels and replacing steam entirely. 

Mr. VANDERBILT. Right. 

Mr. Burns. Your company recognized that, and was using its re- 
sources to make the switch itself from the steam to the diesel. 

Now what was the nature of the competitive market that you faced 
at that time in tryimg to switch your activities from steam to diesel and 
maintain a competitive position ? 


2368 STUDY OF THE ANTITRUST LAWS 


Mr. VANDERBILT. Well, I think time was a factor. General Motors, 
and Alco, too, as you can see from this, had a few years head start on 
us in the development of this product. 

I think General Motors, particularly, probably got rid of their 
growing pains at a time when we were right in the middle of that 
period, and then, of course, there is no doubt they had developed and 
spent the money to develop wonderful manufacturing facilities to 
produce these locomotives on a mass-production basis. 

Mr. Burns. This same chart shows that in 1946 Baldwin had 22 per- 
cent of the switcher locomotive sales of diesels. 

Senator O’MaHoneEy. What year? 

Mr. Burns. In 1946, 22 percent. That is the second main column, 
the last line; General Motors, 35 percent, and Alco, 38 percent; and in 
1954 Baldwin had 8 percent, General Motors had 60 percent, and Alco 
had 25 percent. 

Now, in the field of road switchers it shows no road switchers at all 
for Baldwin in 1946, but in 1947 I think it shows 11 percent. I am 
sorry—11 percent in 1946, and it went up to 22 percent in 1947, then 
dropped down to 2 percent in 1954. Now, that is in the first category 
of road switchers. 

Now, over on the road freight, it shows in 1946: 5 percent for Bald- 
win, 75 percent for General Motors, 20 percent for Alco; and, in 1954, 
100 percent for General Motors. 

Taking the same years for road passengers, it shows in 1946: 27 per- 
cent for Baldwin, 44 percent for General Motors, 13 percent for Alco; 
and in 1954; 100 percent, so that by 1954 General Motors had 100 per- 
cent of the road freight and road passenger locomotives, and 74 per- 
cent of the road switchers. 

Are those figures correct? 

Mr. VANDERBILT. Well, I don’t think we had any; did we? 

Mr. Warr. We were not building a passenger locomotive that year. 
We discontinued manufacture of it earlier. 

Mr. Vanpersitt. Whether the others had any, we don’t know. 

Mr. Warr. I couldn’t answer for American. 

Mr. Burns. Now, in 1954 did you sell any steam locomotives in the 
United States? 

Mr. VANDERBILT. No. 

Mr. Watt. Not for domestic use; no. 

Mr. Burns. And do you happen to know whether Fairbanks-Morse 
or Alco sold any steam locomotives in 

Mr. Warts. Fairbanks-Morse never built steam locomotives, and I 
am quite certain American discontinued their facilities for building 
steam locomotives in—1954, do you say? 

Mr. Burns. Yes. 

You are in this business. Can you state whether, in 1954, General 
Motors built all of the locomotives that were sold for use for road 
freight or road passenger service ? 

Mr. VANvERBILT. Well, we did not build any; right? 

Mr. Warr. We did not. 

Mr. VANDERBILT. But whether Fairbanks-Morse or American Loco- 
motive did, we don’t know. 

Mr. Burns. But in the years before the war, and for some years 
after the war, you did a substantial business in road freight and road 
passenger locomotives, propelled by steam ? 
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Mr. Warr. That’s correct. 

Mr. VANDERBILT. Right. 

Mr. Burns. And that business was gone in 1954? 

Mr. VANDERBILT. Right. 

Mr. Burns. And the only locomotives you were making, then, in 
1954, were some diesels for switching purposes ? 

Mr. VANDERBILT. Right. 

Mr. Burns. You mentioned mass production. What effect did the 
General Motors method of making diesels by mass production have 
on your ability to compete in the manufacture of diesels? 

Mr. VanpersBitr. Well, it all comes down, as was mentioned this 
morning, to a question of manufacturing costs, and if one has the 
facilities and the tooling for producing on a mass production basis, 
and if they can capture the volume to justify such a setup, there is 
no doubt that it is very difficult to compete cost wise on the part of any- 
body who doesn’t have such facilities. 

Mr. Burns. Was there any special financing problem involved in 
creating those mass-production facilities? 

Mr. VANDERBILT. Well, to be sure, it took a considerable outlay of 
capital to develop those facilities, and no company would treat such 
an expenditure lightly, without analyzing the market very carefully 
for a justification. neral Motors did spend the money. Whether 
anybody else could afford to follow them, that is the question. 

Mr. Burns. Have you any information as to the capital that was in- 
vested by General Motors in its plant at La Grange when it instituted 
this—— 

Mr. VANDERBILT. Oh, we don’t know. We have heard stories of 40 
or 50 million, but whether that is right or wrong I am sure I can’t tell. 

Mr. Burns. Did you ever make any estimate as to what it would 
cost for Baldwin to set up a plant to mass-produce in competition 
with General Motors? 

Mr. VANDERBILT. You mean today ¢ 

Mr. Burns. At any time; at any time when you were considering 
this. 

Mr. Vanversitt. If they spent 40 or 50 million dollars at that time, 
if we had wanted to duplicate those facilities, it would have cost us 
the same amount of money. I don’t think the volume of the market 
could justify two such duplicate facilities, though. 

Mr. Burns. Can you give us any figures which represent the annual 
total sales in locomotives during this period in the thirties, when 
the development of diesel was first put on the road, say the late 
thirties ? 

Mr. VANDERBILT. You mean the steam locomotive volume? 

Mr. Burns. Yes; your total locomotive volume. 

Mr. Wart. In the early thirties? 

Mr. Burns. No; the late thirties, at the time when General Motors 
was entering the field. 

Mr. Wart. I haven’t those available, and I have forgotten. Wehad 
some very poor years all through the thirties in the locomotive busi- 
ness. 

Mr. Burns. In addition to the advantage which resulted from-the 
ability to produce these on a mass-production basis, was the fact that 
the diesels-were being made by General Motors, a company which 
ships itself over the railroad tremendous quantities of freight. I be- 
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lieve it has been stated that it is the largest shipper of freight in 
the United States. Do you feel that that in any way gave it advan- 
tages in selling its locomotives over a company like yours, which did 
not have so much freight being shipped over the railroads? 

Mr. VANDERBILT. Oh, I think that is true. I think we would be 
naive to assume that General Motors’ tremendous volume of traflic 
over the railroads does not have a profound influence on railroad 
purchasing. If the railroads didn’t take it into consideration, I am 
sure they wouldn’t be doing their job. 

Mr. Burns. Did you encounter any problems as a result of the 
nature of this product which was taking the place of steam, this 
diesel product? Did it create any repair difficulties which added 
to the other problems of endeavoring to break into this market ? 

Mr. Warr. It was an entirely new venture for the railroads. The 
railroads had to be educated in the maintenance of the equipment. 
They had to be educated in that by the builders, something we had 
not encountered in the steam locomotives because the railroads were 
fully equipped to maintain and service steam locomotives 

Mr. Burns. Speak just a little louder, please. 

Mr. Warr (continuing). Having used them over the years. 

Mr. Burns. Was it the custom in the raliroad industry for each 
railroad to repair its own locomotives ¢ 

Mr. Wart. Steam locomotives ? 

Mr. Burns. Steam locomotives. 

Mr. Warr. Yes. 

Mr. Burns. And when they shifted to diesels, what was the situa- 
tion with respect to repairing the locomotives, the diesel locomotives ? 

Mr. Warr. They did not have the facilities in the early days to 
repair their diesel locomotives. They were acquired later, or the 
know-how. 

Mr. Burns. How did you service your customers in repairing the 
diesels which they purchased from you ¢ 

Mr. Watr. By the use of service engineers. 

Mr. Burns. Just how was that handled, as a matter of practice ? 
You had one plant? : 

Mr. Wart. These repairs can usually be made in the shops of the 
railroad. This is not a rebuilding program. It is a repair or cor- 
ne of certain pieces of equipment that might be giving them 
trouble. 

Mr. VANDERBILT. It is a question of having spare parts depots con- 
veniently located and servicemen available to reenforce the efforts of 
the railroad-maintenance people. 

Mr. Burns. Did you provide those facilities throughout the coun- 
try, that is, did you sell steam locomotives to railroads that operated 
all over the United States ? 

Mr. Warr. Yes. 

Mr. Burns. And did you have the problem of being able to render 
service throughout the whole United States? 

Mr. VanversBirttT. You are talking about diesels now, or steam ? 

Mr. Burns. I am starting with the customers to whom you sold 
steam locomotives. You sold them throughout the United States? 

Mr. VaNpDeERBILT. Right. 

Mr. Burns. Now, when you wanted to sell them diesels, the same 
customers bought them and used them throughout the United States, 





STUDY OF THE ANTITRUST LAWS 2371 


you had the problem of providing repair-service facilities throughout 
the United States ? : 

Mr. Watt. No. If we had it, we didn’t recognize it. 

Mr. Burns. We have been told that one of the difficulties, as you 
have indicated, to a certain extent, with the sale of diesels, was that 
since they were a new product, the railroad relied on the manufac- 
turer to take care of the repairs or to provide—— | 

Mr. Warr. No; to educate the maintenance people on the railroads 
how to repair their locomotives. 

Mr. Burns. And also to have parts available? 

Mr. Watt. That’s right. 

Mr. Burns. In having the parts available, did the railroads buy 

; and have them handy, or was it up to the manufacturer of the 
ocomotive to be able to get them to the railroad needed ? 

Mr. Watt. The railroads bought an inventory of parts to carry, to 
take care of just such emergencies. 

Mr. Burns. I inderetand that the General Motors Corp. set up the 
5 or 6 repair stations in various parts of the country in order to be 
able to service the customers of the locomotives. Was that an advan- 
tage to them in the sale of their locomotives which you were unable 
to meet ? 

Mr. Warr. We didn’t have it. I don’t know how much of a factor 
it Was in General Motors obtaining business that we were not able to 

et. 
F Mr. Vanpersitt. There is no doubt that service certainly helped in 
the marketing of the product. Whether you could afford to carry it 
out to the fullest extent or not was another question. 

Mr. Burns. Did the diesel locomotive also result in a change in 
attitude toward standardization in locomotives? 

Mr. Wart. Very definitely. 

Mr. VANDERBILT. Definitely. I think the diesel electric could never 
have been practically and economically produced unless it was stand~- 
ardized to the point where volume production would result. ; 

And there is not doubt that the advent of the diesel finally was 
accepted after the railroads were educated to the fact that it was to 
their advantage to have standardization. 

Mr. Burns. Did that standardization affect the willingness of rail- 
roads to accept products from various manufacturers rather than stay- 
ing with one manufacturer whose parts would be interchangeable in 
the various locomotives? 

Mr. VANDERBILT. I think initially the railroads tried to patronize 
all the locomotive companies to some extent, and they still do, of course. 

But as their experience grew with the maintenance and operating 
problems of these diesel electric locomotives, it wasn’t long before they 
realized the advantages of having one type of locomotive power from 
one manufacturer, at least, oneentrated, on one division of a large 
railroad or, in the case of a very small railroad where they had a 
limited number of locomotives, they probably could not justify buying 
except from one source, because of the fact that they had to carry 
duplicate inventories of spare parts, their maintenance personnel! had 
to he familiar with two types of motive power which differed from 
one manufacturer to the other. 

Mr. Burns. To that extent, would you say that the company which 
got into the market first had an advantage due to that changing atti- 
tude of the railroads toward standardization, which was quite differ- 
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ent from the attitude with steam, in which they had all different 
types, some of them specially built for the particular railroads ? 

Mr. Vanpersitt. I would say that is true, certainly. 

Mr. Burns. And by the time the war was over, that was one of 
the problems, one of the factors, which you had to meet in endeavor- 
ing to switch from the steam locomotive over to the diesels; 1s that 
right? 

r. VANDERBILT. Right. 

Mr. Burns. To what extent did you find sales resistance among 
the railroad companies to adopting the diesel, and how was that over- 
come by you or any of the other companies who were trying to sell 
them ? 

Mr. Vanpersitr. Well, I think that the diesel proved itself when 
they got out in service and had enough mileage to their record, then 
the record spoke for itself, and it was inevitable that the economies 
were such that the railroads had to convert over, and the quicker the 
better. 

Mr. Burns. It has been said that in endeavoring to overcome the 
resistance of railroads to changing their whole method from steam 
to diesels, that General Motors had to put locomotives right on their 
railroad and sell them, with the idea that they should use these diesels 
which, of course, meant it had to have a considerable investment in 
capital in order to build the locomotives, put them on the road as 
samples, to get the business. 

Now, did you have any problem in trying to sell your locomotives, 
diesels, to your customers comparable to that which GM experienced ? 

Mr. VANvERBILT. Well, I would say that probably you can give 
GM credit for having done some missionary pioneering work in here 
because they were the first ones. Now, whether they actually put 
units, which they built at their own cost, free of charge on a railroad’s 
lines, I don’t know. However, I am quite sure that the Baldwin Loco- 
motive Works couldn’t have afforded such a program. 

Mr. Burns. Did you build any locomotives as sample models, and 
then endeavor to sell them, or did you build them only after obtaining 
orders ? 

Mr. Warr. We probably had 2 or 3 demonstrators out of a new 
type, yes, subsequently sold. 

Senator O’Manoney. As I look at these tables, Mr. Watt and Mr. 
Vanderbilt, there seems to be a rather revealing picture, the explana- 
tion of which is not immediately visible to me. 

On the switchers, it would appear that the peak was reached in the 
total sales and ordering of diesels in 1950; the total there is given as 
4,174. Now, that has decreased steadily since 1950, and in 1954 had 
fallen to 983. 

If you go over to the road switchers, the 1950 peak was 1,240 units, 
which then continued to decline except for the year 1953, which showed 
a gain over 1952 but was still below 1950, and the low point was 
reached in 1954 when there were only 635. 

Then, to go over to the road freight engines, we find the peak again 
in 1950 of 1,585, dropping to 1,245 in 1951, and finally to only 85. en- 
vines in 1954, while, with respect to road passengers, the peak in 1950 
was 158—no; the number in 1950 was 158, it increased to 188, and has 
continued to drop off until now it is only 27. These road passenger 
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diesels, however, were greater in number way back in 1947 than they 
have been since 1950. 

Now, during this period it would appear that the percentage of 
American Locomotive in the building of switchers was 19 percent in 
1950 and 25 percent in 1954, whereas General Motors was 48 percent 
of the peak number of 4,174 1n.1950 and increased to 60 in 1954. 

In like manner, on the road switcher General Motors increased from 
57 percent in 1950 to 74 percent in 1954, whereas American Locomotive 
dropped from 28 to 14, and, at the same time, Baldwin, in 1950, which 
had 9 percent in 1954, had only 2 percent of the road switchers. 

Then we go over to the road freights. Here Alco had 10 percent 
in 1950, 11 percent in 1953, and apparently nothing in 1954. Baldwin, 
from 7 percent in 1950, rose to 8 percent in 1954, and then dropped 
off to 2 in the 2 succeeding years, and in 1954 to nothing, whereas 
General Motors increased from 82 percent to 100 percent. 

Then, in the column of road passengers, Alco dropped from 20 
percent in 1950 to 15 percent in 1953 and then disappeared. Fair- 
banks, Morse, with 3 percent in 1950, rose to 10 percent in 1954 and 
then disappeared. General Motors, meanwhile, in 1950, had 77 per- 
cent, rose steadily, until 1954 it is set down as having 100 percent. 
It has a larger percentage of a lesser number. 

What is your outlook, Mr. Vatderbilt, for the diesel locomotive 
business as a whole? 

Mr. VaNnperBiLr. Well. of course, as we all know, figures don’t lie, 
that this 

Senator O'Mainonry. Now, don't give us the rest of that. 

Mr. VANDERBILT (continuing). Statistical information shows the 
picture as it exists today. As far as we are concerned, it is a tough 
situation. However, we have been in the locomotive business for over 
a hundred years, and we don't intend to get out now. We have had 
our gloomy periods before. 

We are currently concentrating all our efforts and resources on the 
_ development, as somebody mentioned this morning, of a better mouse- 
trap, which we think we have. We expect that that will be ready for 
the market very shortly, and, assuming that we have a healthy state of 
competition and a healthier situation exists in the industry than does 
today, then we hope to recapture what we consider a fair, profitable - 
share of the market. 

Senator O’Manonry. Well, these figures show, with respect to road 
freight diesels and road passenger diesels, that in the last 5 years Gen- 
eral Motors has risen steadily from an average of about 78 percent to 
10) percent of the total production. 

Now, does that. leave much hope for competition with General 
Motors by any of these other manufacturers of diese] engines in the 
field of road freight and road passengers in the future years? 

Mr. Vanpersi_t. Well, from looking at these figures, it would be 
hard to answer that in the affirmative, but there is hope; we think 
there probably is. 

Senator O’Manonry. You terminated in 1954. What have you 
done in 1955? 

Mr. Vanperpinr. Not much better, certainly. 

Senator O’Manonny. Have you manufactured any diesels in 1955? 

Mr. Vanpersitr. Oh. ves. 
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Senator O’Manoney. Have yousoldthem? <. 

Mr. VanpeErBILT. But a very unsatisfactory enantite of them, from 
a production viewpoint. 

Fray O’Manoney. The quality of your diesel engines, sir, how 
is that ¥ 

Mr. VanpveErsiLT. That is fine; the best, as we always say. 

Senator O’Manonry. The best ? 

Mr. VANDERBILT. Right. 

i ea O’Mauoney. Well, what is the obstacle to the sale of the 
est ¢ 

Mr. VanpvrrsBiLt. Well, frankly, the diesel electric field to us, our 
interest diminishes because of the low volume of business that we have 
been enjoying, and the present price situation, and that is why we are 
enthusiastic about this new development, which we feel will take us 
a long way along the road towards obsoleting this type of equipment. 

Senator O’Manioney. Well, you are not obsoleting the diesel-electric 
engine ? 

Mr. VanpersBiLt. Tosome extent, we hope. 

Senator O’Marronery. Well, what is this new tvpe of equipment. you 
are talking about; something else? 

Mr. Vanpersiur. Yes. 

Senator O’Manoney. Another product é 

Mr. Vanpersitt. No; it is a continuation of this development of the 
diesel engine locomotive, with a new type of transmission. 

Senator O’Mauonry. For both fr eleht and passengers ? 

Mr. Vanvexsitt. Right; with a new type of transmission. 

Senator O’Manoney. A new type of transmission which you have 
not yet put on the market, I take it ? 

Mr. Vanpversitt. We currently have, which was in the papers, two 
orders for the motive power in connection with streamlined trains, 
one for the New York, New Haven & Hartford, and one for the New 
York Central, and in ‘both those cases this new principle I speak of 
will be embodied in those locomotiv es, and we are currently working 
on completing those locomotives for that service. That whole train, 
of course, 1s a revolutionary concept of what future transportation on 
the railroads should be. 

Senator O’Manoney. I observe that Baldwin found it advisable to 
combine with Lima. That combination took place, or that merger, 
between 1945 and 1946, according to this table? | 

Mr. VANDERBILT. No; that was about 1950. 

Senator O’Manonry. Well, the reason I say that, this is only be- 
cause I am reading the table, I found separate figures for Baldwin 
and for Lima in 1945 for the steam locomotiv es, and then there is a 
centralized column from there on which seemed to combine both Bald- 
win and Lima for the steam locomotives. 

Mr. Warr. I don’t know why that was done. It should have been 
the same subdivision up to 1950. | 

Senator O’Manonry. I beg your pardon % 

Mr. Warr. Itshould have been the same subdivision until 1950. 

Senator O’Manonry. Until 1950? 

Mr. VANDERBILT. 1950 was the year that the combination took place. 

Senator O’Manonry. Mr. Burns, what was the source of this table? 
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Mr. Nevue. It is noted on the bottom, Senator, number of sources, 
Railway Age. 

Senator O’Manoney. This is a combination of figures? 

Mr. Nevitte. You have to look at the number. 

Senator O’Manoney. You pointed to figure 6: 

Railway Age’s estimates of orders for diesel locomotives from Canadian subsid 
iaries of American Locomotive— 
andsoon. These are authoritative figures, are they ? 

Mr. Nevitie. Yes, sir; that’s right. 

Senator O’Manoney. Will you put in the record the source of the 
figures, so that it will be clear ? 

Mr. Nrvitie. The next witness will identify it. 

Senator O’Manonry. Good. 

How about the manufacture of the steam locomotive? Has that 
been abandoned ? 

Mr. VaNnpDERBILT. For all intents and purposes. We still are pro- 
ducing the finish-up of a run of steam locomotives for export, but 
domestically there is nothing. 

Senator O’Marronry. What we see here is that the old companies 
which manufactured steam locomotives have merged and abandoned 
the field, to all intents and purposes, of manufacturing steam loco- 
motives. 

Mr. Vanversi.t. To interrupt, I wouldn’t say we have abandoned 
the field, because that is the last of our intentions. 

Senator O’Manonry. I said to all intents and purposes, because 
those were your words, of steam locomotives. 

Mr. VanpersBILT. Of steam locomotives; right. 

Senator O’Manoney. That is all I was talking about. 

Mr. Vanpersitt. Oh,Tamsorry. Right. 

Senator O’Manoney. You have abandoned, to all intents and pur- 
poses, the field of steam locomotives ? 

Mr. Vanpversitt. Right, sir. 

Senator O’Manoney. Because progress has put the diesel in its 
place ¢ 

Mr. Vanversitt. Right. 

Senator O’Manoney. Now, this vacuum has been filled by General 
Motors which, some years ago, acquired a small manufacturer of diesel 
engines, the Winton Co., which was so small that it really wasn’t recog- 
nized in the industry as amounting to much. And that has built up 
to capture the whole field of diesel engines at the present time, in 
freight and passenger ? 

Mr. VANDERBILT. 76 percent of the total field. 

Senator O’Manoney. That 24 percent is to be found practically only 
in switchers and road switchers; is that not right? That is what this 
story tells. 

Mr. VanpberBitt. From these statistics, that would be a true state- 
ment, yes. 

Senator O’Manoney. That would be a true statement. 

Now, these old-type companies are looking forward to tho future 
with a new type of diesel engine which has not yet actually been taken 
far beyond the testing stage ? 

Mr. VANDERBILT. Right, sir. 
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Senator O’Manoney. Have I correctly summarized the story that 
you have told ? 

Mr. VANnpERBILT. Yes; I would say that is about the situation we 
face today. 

Senator O’Manoney. And in entering this field, this new field that 
you see ahead, I suppose you are confident that General Motors also 

ave some knowle ge of the possibilities and may be carrying on 
similar experiments ¢ 

Mr. VANDERBILT. I wouldn’t doubt it a bit. 

Senator O’Mauoney. So that you now find yourselves in the posi- 
tion of a newcomer in an industry of locomotive transportation which 
you, to all intents and purposes, originally established ? 

Mr. VANDERBILT. Right, sir. 

Mr. Burns. May we have inserted in the record this chart from 
which we have been reading, which gives the figures of steam and diesel 
locomotive shipments from 1934 to 1954? 

Saas O’Manoney. Surely. That may be made a part of the 
record. 

(The chart referred to follows :) 
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Locomotive purchases, 1947 to 1954, inclusive—Domestic 
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11,000 horsepower, 
21,200 horsepower. 
31,750 horsepower. 
4 Roller bearings: $3,000 included fn price. 
Mr. Burns. Mr. Vanderbilt, you are familiar with these charts 
that I have just listed ? 
Mr. VANDERBILT. Yes; we are. 
Senator O’Manoney. Mr. Burns, may I interrupt you for just a 
moment. I want to have a conference with the staff. 
(Discussion off the record.) 
Mr. Burns. Mr. Vanderbilt, this first schedule entitled “Inventory 
of Diesel Motor Power in Service as of January 1, 1955” indicates 
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that EDM, which I understand, is the Electro-Motive division of 
General Motors—— 

Mr. VanversitT. Right. 

Mr. Burns (continuing). Has on the road 15,192 locomotives, 
which amount to 61.7 percent; and that Baldwin has 2,598 or a total 
of 10.5 percent. Does that mean—that is the inventory of locomotives 
on the road in the United States as of January 1, 1955? 

Mr. VaAnvERBILT. Right. | 

Mr. Burns. And the second sheet marked “Domestic” shows the 
total of purchases each year, with the percent for all types of diesels, 
which was probably, to some extent, a compilation of the total figures 
shown on the previous sheet which had them broken down ? 

Mr. VANDERBILT. That is right. 

Mr. Burns. And the third sheet is the figures bringing sales up to 
date of October 17, 1955? 

Mr. VanveRBILT. Right. 

Senator O’Manoney. Are there any other questions to be asked 
of Mr. Vanderbilt and his associates? 

Mr. Burns. That is al] I have, Senator. 

Senator O’Manoney. Do you have anything else, anything in addi- 
tion, to say, sir? 

Mr. Warr. No; nothing. 

Mr. VanverBitr. Nothing at all. 

Senator O’Manoney. Any expression of hope or regret? 

Mr. VANDERBILT. We always live in hope. 

Senator O’ManHonry. Thank you very much. We are most appre- 
ciative of your presentation. 

Well, Mr. Lewis, 1f you will be seated. 

Mr. Burns, are you ready to proceed ? 

Mr. Burns. Yes. Mr. Lewis has prepared a statement as a result 
of questions we have asked him, and I think if he wishes he may 
proceed with his statement. 

Senator O’Manoney. These are the questions asked by the staff? 

Mr. Burns. Yes. | 

Senator O’Manoney. During conferences previous to the hearings? 

Mr. Burns. That is right. 

Senator O’Manonry. Very well. 


STATEMENT OF WILLIAM F. LEWIS, VICE PRESIDENT IN CHARGE 
OF MARKETING, ALCO PRODUCTS, INC.; ACCOMPANIED BY W. J. 
BOLTE, GENERAL COUNSEL, AND BRUCE BROMLEY, ATTORNEY 


Mr. Lewis. All right, sir. : 

Senator O’Manoney. Mr. Lewis, will you give your name to the 
reporter and state the position you occupy, aint company you rep- 
resent, and then the facts you would like to lay before us? 

Mr. Lewis. All right, sir. My name is William F. Lewis. I am 
vice president of marketing, in charge of marketing, at Alco Products, 
Inc., which, until April of this year, was known as the American 
Locomotive Co. I have been an officer of Alco since 1951, and have 
been selling diesel locomotives for the past 22 years. I might say, 
Mr. Chairman, they have been pretty rugged 22 years, too. I would 
like to go ahead with my statement if I may. 
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I am before your subcommittee because Alco was asked to have 
a representative here today who was familiar with competitive prac- 
tices in the locomotive industry. We are pleased to cooperate with you 
in your study, but before answering your specific questions I would 
like to submit this brief statement to put the facts in perspective and, 
perhaps, to conserve your time. 

The short answer to the question as to whether there is competition 
within the locomotive industry is that there is plenty of it; and it’s 
tough, and awfully tough. 

I want to follow that statement immediately with this point: Alco 
Products no longer is only a locomotive builder; and this is why our 
corporate identity was changed with the approval of our shareholders 
in April of this year. We now produce some 8 dozen products for 
11 different. industrial markets. We cannot say, in all sincerity, that 
competition in the locomotive industry is any tougher than in any of 
these other businesses in which we operate. 

I believe that we can gain some perspective in examining the loco- 
motive industry through a brief chronology. 

There have been two basic patterns to the locomotive industry. 

One might be described as the steam era, the other the diesel era. 
Two existing companies today participated in both eras, Alco and 
Baldwin, along with a later Baldwin subsidiary, Lima Locomotive 
Works. Alco has built more locomotives than any other company in 
the world; about 80,000, since 1901 when the company was first organ- 
ized. Of course, most of these were steam locomotives. 

The introduction of the first successful diesel locomotive in 1924 
marked the first successful revolution in rail motive power since 
the iron horse was invented. Alco produced this first diesel locomo- 
tive at its Schenectady shops in 1924, and that first diesel was in 
service with the Jersey Central Railroad until about a year ago. 

I would like to make a comment here, if I may, that I do not wish 
to have this locomotive confused in any way, this diesel locomotive, 
with the so-called gasoline rail car which also was being produced in 
that area of time. 

This was a diesel electric, not a gasoline engine. 

The diesel era was slow to develop, primarily because the diesel en- 
gine available at that time was heavy and large. However, the very 
weight of the first locomotive diesel engines was an advantage in 
switching service, since the additional weight on drivers enabled the 
diesel switchers to haul more freight cars more easily. Therefore, the 
production of diesel switchers continued, with more and more rail- 
roads learning of the substantial advantages of this new type of 
switching motive power. 

As early as 1927, Alco was engaged in designing a diesel engine 
which would be lightweight and compact in size, and we produced the 
first experimental diesel locomotive developed for passenger service 
in 1929. It was not until the midthirties, however, that sufficiently 
light and compact diesel engines were developed for passenger service, 
and it was not until 1940 that the freight diesel locomotive, as we know 
it today, was produced. This isa significant point—for freight loco- 
motives at that time comprised about 75 percent of the total market 
pone for diesels. This meant that at the threshold of World War 

I, the diesel era, as such, still lay ahead for the locomotive industry. 
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For a full appreciation of this fact, let us quickly examine the compo- 
sition of the motive-power industry of United States class I? rail- 
roads as of December 31, 1941. At that particular benchmark, there 
were 41,771 locomotives in service on United States class I railroads. 
Of this total, 39,624 were steam locomotives and 1,267 diesel. Of the 
diesel group, slightly over 1,000 were switchers, with Alco the manu- 
facturer of a substantial share. That brings us to the conclusion of 
what might be termed the pioneering era of the diesel. 

The basic explanation of General Motors position as the largest 
producer of diese] locomotives lies in an understanding of what 
occurred in the diesel’s second era; the war period. By that I mean 
the World War II period, and these remarks, I think, are very im- 
portant. 

Alco, as the originator and major producer of the diesel switcher, 
was restricted by the Government material allocations during the war 
period to the manufacture of diesel switchers. We also produced 
steam locomotives and a multitude of war products, primarily tanks 
and other ordnance weapons—our company, as you may know, 
ranked among the first dozen ordnance producers in World War ITI. 
On the other hand, General Motors was given the assignment by the 
Government to turn out road diesel locomotives at a high production 
level. Fora full appreciation of this situation, I would like to empha- 
size that Alco at the end of 1941 had virtually completed the engineer- 
ing on what would have been the first fully complete line of diesel 
locomotives of an entirely new design. 

The headstart which General Motors gained in the read diesel toco- 
motive field from its protected position during the war was tremen- 
dous. As of December 31, 1945, there were approximately 1,500 road 
freight or diesel road passenger diesel locomotives in service distrib- 
vitad’ among about 35 class I railroads, and almost all of this number 
had been built by General Motors. The war years had allowed GM to 
eliminate many of the so-called bugs inherent in any new product 
design. The various railroads which had acquired GM road joconio: 
tives during the war quite normally were inclined to favor GM in 
new diesel purchases for road service in order to simplify the locomo- 
tive servicing and maintenance of a complicated new product. 

This brings us to the third era of the diesel locomotive—that is, the _ 
postwar period. It is a little realized fact that diselization of Amer- 
ican railroads occurred largely since World War II, most of it crowded 
into the 8 years from 1946 through 1953. In that brief period, ap- 
proximately_19,000 diesel locomotive units went into service on Amer- 
ican railroads, the largest number of locomotives by far ever to be 
produced in such a short time. 

Our competitors were then and still are GM, Fairbanks, Morse, and 
Baldwin. 

Alco introduced its war-delayed line of diesel locomotives in 1945-46 
and it was an instant success. We invested approximately $20 million 
in the conversion of our Schenectady, N. Y., plant to provide adequate 
facilities for the production of this new diesel line. In the 8-year 

eriod from 1946 through 1953, our company turned out approxiniate- 
y 5,000 diesel locomotive units; a recor which speaks for itself. In 
many of those years we produced at capacity level, at times reaching 





3 Rafiroads earning more than $1 million gross a year. 
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a peak of 514 diesel locomotive units a working day, or more than 
100 locomotives a month. Production of this capacity requires an 
obviously high level of efficiency, and we certainly have every reason 
to be proud of Alco’s diesel locomotive output record. 

The sharp drop in locomotive orders in the last half of 1954 brought 
with it many problems in reducing volume output to less than one- 
fourth of what it had been at its peak. At that particular time, 
United States class I railroads were more than 80 percent dieselized. 
Our company had known that the market would be saturated in per- 
haps 3 years, assuming the then existing output levels, but the drop 
in general business activity at that time found the railroads postpon- 
ing many capital improvements and expenditures. 

Senator O’Manoney. When was it that you foresaw the saturation 
in 3 years? 

Mr. Lewis. Sir? 

Senator O’Manoney. You say you foresaw saturation of the market 
in 3 years. 

Mr. Lewis. For new locomotives; yes, sir. 

Senator O’Manonry. What was the beginning of that period ? 
When did you reach that conclusion? You were looking forward 
from what year to what year ? 

Mr. Lewis. Well, I would say in that time, Senator, that it was in 
1953, and through 1956 into 1957, in that 3-year period. 

Senator O’Manoney. Thank you. 

Mr. Lewis. Yes, sir. To bring our statistics up to date, we find that 
as of January 1, 1955, there were 25,325 diesel locomotive units in 
service on class I railroads. Of this total we estimate that 15,192 
or approximately 60 percent were produced by General Motors, 6,571 
or approximately 26 eyeew by Alco, 2,598 or approximately 10 per- 
cent by Baldwin and 964 or 4 percent by Fairbanks-Morse. 

At the present time we believe there is a market for approximatel 
5,000 new diesel locomotive units to be produced before complete diesel- 
ization of American railroads is achieved. Of course, complete diesel- 
ization will not end the locomotive business. As diesels age in service, 
they require replacement parts from the original locomotive manu- 
facturer. Furthermore, many railroads now find it wise to have their 
_ older diesel locomotives rebuilt by the manufacturer to incorporaate 
the latest designs, thus obtaining an up-to-date locomotive at far below 
the cost of a new unit. We are now also entering the era, we believe, 
when the oldest diesel locomotives have about completed their eco- 
nomical service life and will need to be replaced by new units. 

How much of the remaining market for new diesel locomotives 
Alco will obtain is, of course, an unknown. We are confident we can 
go after this business in competition with General Motors or any 
other builder and obtain a significant share. 

That is all I have to read. 

Senator O’Manoney. Mr. Burns? 

Mr. Burns. May we go off the record? 

(Discussion off the record.) 

Mr. Burns. We have a chart showing the steam locomotive ship- 
ments and diesel locomotive shipments from 1934 to 1954. Are you 
famihar with that chart? 

Mr. Lewis. Yes; I have it. ho ee ae 

Mr. Burns. You have a copy of that ? RS: - 
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Mr. Lewis. Yes. 

Mr. Burns. Was this furnished to us by your company ? 

Mr. Lewis. Yes, sir. 

Resi Burns. Can you tell us the source of the information on this 
chart ¢ 

Mr. Lewis. The source of the information, you mean for the com- 
plete report, Mr. Burns? 

Mr. Burns. Do those footnotes at the bottom give the source for 
each of the—— 

Mr. Lewis. Yes, sir. 

Mr. Burns. So the chart itself does show the source? 

Mr. Lewis. Yes, sir. 

Mr. Burns. Well, now, this shows under the diesel section on 
switchers that in 1934 your company was the only one making diesel 
switching engines; is that correct ! 

Mr. Lewis. Yes, sir. 

Mr. Burns. And that vear you apparently made four? 

Mr. Lewis. That is right. 

Mr. Burns. From that time down to 1940 your percentage, as dis- 
tinguished from numbers of the switching diesels sold, was down to 
26; whereas General Motors was up to 64? 

Mr. Lewis. That is right. 

Mr. Burns. Can you tell us what factors caused General Motors 
to get that large percentage of that particular type of business which 
you were in before they entered it? 

Mr. Lewis. Well, we, in 1934 were—let me put it this way—trying 
to ride two horses. One was a pretty proven racehorse and the other 
was a young colt, and the young colt was the diesel. 

The diesel at that time was rather an unknown, and we took it 
upon ourselves to promote the engineering and the construction of 
the diesel and, as in all new products, the industry was a little slow 
to accept it. | 

At that time, a few of the next 5 or 6 years, we were not tooled up 
to make the diesel locomotive because at that time we were primarily 
a steam locomotive builder. 

We were limited. We built the locomotives by strong backs and 
blood, sweat, and tears. I think they were actually a handmade 
product. 

We were not keyed up for what we would term today as mass pro- 
duction. We were uncertain about the market, and we were trying 
to develop the market. 

On the other hand, it was in 1935, as I recall, after General Motors 
had purchased the Electro-Motive Co., that they had built or started 
construction of their plant at La Grange, Tl., which was tooled up 
right from the foundations to the roof fon the sole purpose of build- 
ing diesel locomotives only. 

And there, as I recall, at their plant was produced—which was 
completed in late 1934 or early 1935, when they started building loco- 
motives out of that plant a hundred percent their own miaAeHice 
In 1935. 

TI think this chart will show that from then on, because of their tool- 
ing and all, it was my belief that. they were able to probably produce 
more locomotives than we could at that time because of our manufac- 
turing facilities. 
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Mr. Burns. Well, now, there was a period, say, 6 years from the 
time General Motors started until the war restrictions, wartime re- 
strictions, became a factor in hindering the development of diesels by 
your company and Baldwin. 

During that entire period, were you in a position to develop and 
go after diesel locomotive business if you chose to do so? 

Mr. Lewis. Yes, we could, with limited facilities, Mr. Burns; yes, 
we did. 

Mr. Burns. Were you able to sell locomotives that you were making, 
diesels you were making, at a competitive price with the mass-pro- 
duced General Motor diesels? 

Mr. Lewis. Yes, sir; we were. 

Mr. Burns. Even though you did not have the advantage of their 
type of operation ? 

Mr. Lewis. That is right. 

Mr. Burns. Was there anything in the performance of your loco- 
motives, your diesels, compared with General Motors, which enabled 
them to obtain that increasing percentage of the market? 

Mr. Lewis. No, sir; not to my knowledge. 

Mr. Burns. Do you feel that your problems in developing your 
sales in a market first were encountered when the war restrictions 
terminated and you embarked on a broad diesel program ? 

Mr. Lewis. Well, we had started, as I said in my statement, we had 
started in the thirties to develop a road passenger locomotive, and 
we had built some road passenger locomotives—I did not specifically 
state that—but we were just getting into our tooling facilities at 
Schenectady. 

We had brought out, we had engineered, a design of a lightweight 
compact diesel engine for road service. 

nfortunately, 1t was on paper at the time that the war broke out, 
and we had not had the time to assemble or accumulate all of our tool- 
ing to go into manufacturing. 

f course, when the war period broke upon us, all restrictions for 
tooling for any items that were not necessary to the war effort were 
stopped. But we had to delay and postpone a development and the 
building of the first diesel engine of this new design of ours which we 
had completed approximately 1939 or 1940. 

Mr. Burns. You have already pointed out in your statement that 
one factor which you had to meet at the end of the war was that Gen- 
eral Motors had obtained an advantage in the manufacture of freight 
diesels. 

Mr. Lewis. Yes, sir. 

Mr. Burns. Which was a very substantial part of the business. 

Now, were you able to overcome the advantage which General 
Motors had in that type of locomotive? 

Mr. Lewis. Eventually we were. 

As I said, they had about 4 to 5 years of a start on us. We had to 
accumulate our toolings to go into the manufacture of this engine in 
1945, and we produced our first locomotive of this new design in late 
1946. 

Naturally, with the new product it takes some time to develop it 
and, particularly, to gain its acceptance by your customers. 

We were able to do this over the period of the next 2 or 3 years, and 
I think we were quite successful in getting it accepted on the railroads. 
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Mr. Burns. Well now, this chart shows that your development, 
your sale. cf road freight diesels in 1946, when you commenced to 
make them, was 20 percent of the total, and decreased down to 6 per- 
cent in 1949, went up to 25 percent in 1952, and then, according to 
this chart you shipped none in 1954. 

Mr. Lewis. Yes. 

Mr. Burns. Have you any explanation of this wide variation in the 
percentage of the market which you were able to obtain in this postwar 
era. 

Mr. Lewis. In the road freight ? 

Mr. Burns. Yes. 

Mr. Lewis. Well, I think this chart—and I think it needs some 
explanation, Mr. Burns—shows that in 1946 and 1947 the road freight 
locomotive that. was known at that time was what we call an A anda B 
unit. They were all enclosed. The B unit was sort of a boxcar type. 
That was used primarily and exclusively in road freight operations. 

Then we came along in 1947—1946 really—on the development of 
the road-switcher type of locomotive. As you will see here, we first 
introduced that in late 1946 and early 1947. 

Now, then, at that time in 1947, and now going into 1948, approxi- 
mately 90 percent of the market for main-line road-freight services 
could be satisfied by the road-freight type of locomotive, and the other 
10 percent probably by the road switcher. We developed the road- 
switcher-design locomotive. 

Over a period of years we proved that our design was right and 
that there was a very flexible type of locomotive that could be used in 
either switching or main-line road-freight service. It was a cheaper 
locomotive to our customers by approximtely $20,000 over the road- 
freight A type. 

So over a period of years the road-freight type of A and B unit was 
gradually supplanted by the road-switcher type of locomotive, and I 
think that is one reason why you will find down through the last years 
of the road freight, maybe the last 5 years—you can see, with the 
exception, perhaps, of 1950 or 1951, when those were the 2 largest 
Abdi we had, but you will see the percentage of the road-switcher type 
ocomotive increasing while the road-freight type, the percentage is 
decreasing, and that is—it was merely—it was not the market—it 
was the type of locomotive being offered for that type of service. 

Mr. Burns. Well, the figures on road freight do show a decline. 

Mr. Lewis. Yes, sir. 

Mr. Burns (continuing). Beginning with 1950 down to a very 
small amount in 1954. 

Mr. Lewis. Yes, sir. 

Mr. Burns. But the figures for road switchers show that after the 
war In 1946 you had 64 percent; you went up to 67 percent in 1948; 
and then went down rather consistently, except for 1 year until you, 
in 1954,-had 14 percent. 

Mr: Lewis. Well, I think we can explain that, because the road 
switcher was replacing the road freight. They were interchangeable 
in service. You could operate them together, two types of locomotives 
together, as one locomotive. One locomotive could even consist of 
2,3, or 4 units coupled together. 
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Again the diesel engine, the trucks, the motors, the generators, the 
control equipment were all interchangeable with the road freight type, 
and again the historical roles—and I would lke to bring this in— 
General Motors had—that General Motors had after the war period, 
and they were historical roles, where they have locomotives on some 
35 class I railroads because of the similarity in maintenance and oper- 
ation, they kept with one manufacturer. 

I think that explains that, Mr. Burns. It may be a little confusing 
on that chart. I do not know whether I have explained it clearly or 
not, but I think that is an explanation for it; at least it may clarify the 
picture a little bit. 

Mr. Burns. Well, you indicated that you have been able to sell about 
5,000, I think it was around 5,000, diesels, and the bulk of them had 
been sold since the war when you got into production ? 

Mr. Lewis. Yes. We have sold about 6,500 for domestic use, a 
little over 6,500, and about 5,000 of those in that period since the war. 

Mr. Burns. And this chart seems to indicate that your sales per- 
centagewise of the market have decreased in all three of these classifi- 
cations, the road switchers, the road freight, and the road passenger. 

Mr. Lewis. The passengers—well, while you can take, I will say, 
the percentages in 1946 and 1947 to compare them with 1953 and 1954, 
I think if you will analyze these percentages a little closer, you will see 
there is quite a fluctuation in these percentages. 

They are up anddown. They have the peaks and valleys. 

I think you can see in 1946 and 1947 with, perhaps, across the board 
on all types of locomotives that, perhaps, we had in the neighborhood 
of 14 percent of the business ; and in later years we got up some years 
as high as 26, 28 percent, and then we dropped down to 19, and then 
we go back up. One year, I think, we had about 31 percent. Last 
year, 1n 1954, we were down to about 15 percent. 

This year we are on the upward grade again, and I think we will end 
the year of 1955 with something between 19 and 20 percent of that 
a et. So it isa fluctuating market, if you want to call it that, Mr. 

urns. 

Mr. Burns. This chart indicates with respect to steam locomotives 
during the war years, your percentage of the market, the total market, 
apparently was close to 40 percent, a little above or a little below. | 

Now, was that approximately the percentage of the steam locomotive 
market which you had in the years prior to the war? 

Mr. Lewis. I would say, approximately, yes. I would think the 
percentages here are quite indicative of the years before 1941. 

_ I think the average year was from 31 percent all the way up to 46 
percent in 1944. AsI say, over a period of years it would come close 
to that; yes, sir. 

Mr. Burns. And that was the principal business which was in steam 
locomotives prior to the war ? 

Mr. Lewis. That is true. 

Mr. Burns. So that your 40 percent or so was close to 40 percent of 
the total locomotive market ? 

Mr. Lewis. Would you say since 1900 or something like that, or 
would you want to take a period 

Mr. Burns. I mean in the period, say, 10 years prior to the war. 

_ Mr. Lewis. To the war? I would say this in round numbers; yes, 
sir. 3 





; 
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Mr. Burns. Then according to this chart of domestic locomotive 
purchases, 1947 through 1954, we find the steam locomotive decreasing 
gradually until there are practically none, well even as early as 1949 
there were only 15 units as compared to 1,608 diesels in 1950, 17 steam 
locomotives as compared to 4,000. 

So that beginning around 1949 there were very little steam loco- 
motives, there was very litle steam locomotive business. It had all 
turned to diesels? 

Mr. Lewis. That is right. We went out of the steam locomotive 
business 1n 1948. 

Mr. Burns. Yes. 

Mr. Lewis. We could not maintain 2 plants building 2 products, and 
so we converted entirely to diesel locomotives. 

Mr. Burns. During that period beginning in 1948 up to date, your 
share of the total locomotive business has decreased from 23 percent 
down to 15.7 percent, according to this chart; and we have—I think 
this is a copy of—a chart which you furnished which has some dif- 
ferent figures onit. Do you have it there? 

Mr. Lewis. Yes; I have it, Mr. Burns. 

Mr. Burns. I assume that a great many of the General Motors’ 
sales were to customers which had historically been yours prior to 
the development of the use of the diesel on a large scale? 

Mr. Lewis. Would you say that again, sir ? 

Mr. Burns. The sales of diesels by General Motors included custo- 
mers which you had historically handled prior to the development of 
the diesel on a large scale ? 

Mr. Lewis. Yes. You mean in the steam locomotive days? 

Mr. Burns. Yes. 

Mr. Lewis. Yes. 

Mr. Burns. You used whatever efforts you could in sales to hold 
on'to those customers? . | 

Mr. Lewis. That is right. : 

Mr. Burns. Well, now, what problems did you encounter in en- 
deavoring to hold on to these customers to wel them for your own 
diesels which you were able to make after the war? 

Mr. Lewis. Well, of course, we had a reputation with these com- 
panies over a period of years where we would build a great many 
steam locomotives for them. 

We tried to show them the advantages of our diesel locomotive 
design over competitors. We tried to show how the savings in diesel 
locomotives over the steam locomotives which, because of the nature 
of the two beasts, the diesel locomotive is much cheaper in the oper- 
ating costs primarily because of the thermal efficiency of the two 
tvpes of power. . 

We tried to show the railroad in some cases that they could almost 
pay for diesel locomotives over a period of, it was less than, oh, 5 to 6 
years, from the savings in fuel costs alone, and we tried to design 
locomotives in that period that would try to meet their operating re- 

uirements; and we worked with a great number of railroads very 
closely in that period.’ | | | | 

Mr. Burns. Now, were there any railroad customers that you lost 
entirely during this development in the postwar era} . 

Mr. Lewis. No,sir. | | 
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Mr. Burns. You still managed to sell to all of your previous cus- 
tomers ? 

Mr. Lewis. Yes, sir. 

Mr. Burns. In view of that historical position which you had with 
some of them, being their principal supplier, I suppose in some cases 
supplying all of their needs, there were some ¢ 

Mr. Lewis. Some; yes, sir. 

Mr. Burns. Were there any advantages which General Motors had 
in dealing with ‘hem which aided them in competing with you ? 

Mr. Lewis. Well, of course, we did not furnish steam locomotives— 
we did to the majority of the railroads at one time or another, that is, 
the American railroads—but on the coming in of the diesel locomotive 
I might say that they came out of the war period, again the big market 
for the diesel locomotive after the war was in road freight service, and 
I would say that during this war period that they had, of course, built 
some 1,200 or 1,800 road freight locomotives. 

These railroads had started with them. Evidently they were satis- 
fied with the product and, as a result, we classify that as sort of a 
historical customer. 

It was historical, a historical customer, for General Motors. In 
some cases we were able to break down that resistance, and a good many 
of those roads did place orders with us, I mean after the war, after we 
developed our road type of locomotive. 

Some of the railroads had not ordered locomotives during the war 
years, and they waited until, say, 1948, 1949, to start buying dic-zel 
locomotives. 

We were fortunate in selling our product to those railroads, of which 
there are several, and since that time they have stayed with us, I 
would say, almost 98 percent. They have nothing but our locomotives 
on their property. 

Mr. Burns. Those were railroads which had not already started 
with General Motors ? 

Mr. Lewis. That is right. 

Mr. Burns. Have you found that a railroad has any reluctance to 
use 2 different types of diesels of 2 different manufacturers? 

Mr. Lewis. Yes. In some cases you find that, because I think it is 
particularly true of the smaller railroads where a few units would com- 
pletely dieselize their operation. 

Again, it is a problem of training their personnel, and the mainte- 
nance of these locomotives, instructing their crews, their engineers 
and firemen in the running, the operation of the locomotives, and we 
have had that argument thrown at us many times and it has been 
difficult to combat in some cases. 

However, we do not believe in that philosophy, and we have en- 
deavored in all cases to try to convince railroads they should have 
at least 2 sources of supply for their locomotives, in some cases even 3. 

We have been successful in the majority of the cases, and we have 
been awarded business for—even if they are historical General Motors 
customers, we have been awarded business, say, where they could put 
it on out on a division where it would be all Alco power so that the 
personnel on that one division would be only responsible for Alco 
power and, of course, would be trained to maintain that type of power. 

There have been very few railroads that have not gone along with 
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that reasoning, and some very few of them have nothing but, say, 
General Motors. 

On the other hand, we have several railroads that have nothing 
but our type power, 100 percent. 

Mr. Burns. Have you encountered in any way the problem of meet- 
ing the situation which has been referred to of General Motors being 
the largest single shipper by rail in the United States, and thus being 
a customer of the railroads to whom it is trying to sell its products? 

Mr. Lewis. Well, I think with the size of General Motors, I think 
it is recognized that they must have a tremendous amount of traffic. 

Now, how they divide their traffic between the railroads and the 
buslines or the trucklines, I have no idea. It does not concern me. 

It may be important in the placing of business. I think of it in 
this way—well, those are the facts of life that you might as well look 
oe that I think that in the business world today you try to help each 
other. 

Now, to what extent this feeling has been on the railroads I cannot 
say. I have not had any railroad official admit to me that that is the 
only reason he places business with General Motors. I think it has 
some consideration, yes; but I do not think it is fully every considera- 
tion they use in placing the business. 

eure O’Manoney. Mr. Lewis, will you make a little more 
clear 

Mr. Lewis. Yes, sir. 

Senator O’Manoney (continuing). This principle of helping one 
another that you say exists in the business world today ? 

Mr. Lewis. Well, I think that, Senator, it 1s recognized that we 
like to do business with our friends, particularly if our friends are 
responsible and reliable. 

I think business in any field—I do not mean to refer to the railroad 
industry or the railroad-manufacturing industry—but you might take 
it in any industry that is in existence, I think it is only—you do 
business through friends. 

Senator O’Manoney. And through customers? 

Mr. Lewis. And through customers; that is right. 

Senator O’Manoney. And the bigger the customer the better the 
friendship? 

Mr. Lewis. That might be true in many cases; it might be true. 

Mr. Burns. Well, now, I have indicated and I have pointed out 
that these statistics do show General Motors, since the time it entered 
the business, approximately 20 years ago, has risen to the point where 
it has 61 percent, approximately, of all the locomotives now in use, 
and is selling approximately 76 percent a year. 

What do you attribute this rapid growth of the General Motors 
Corp. to in this comparatively heavy industry ? y 

Mr. Lewis. Well, I think—well, go back to capacity<and go back 
to historical customers. They, through their production-line meth- 
ods for which they are noted, are set up for mass production. I can 
remember when I was out in the field and was slugging it out pretty 
heavy in those days—now I have got an office job and I do not like 
it too well—but we were slugging it out pretty heavy, and I know at 
the time there were periods in 1948, 1947, again in 1950, even when 
we were up to a maximum production of five units a day, that in 
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reality we had to turn down business because we could not make 
deliveries, — 

We did not have production capacities to make deliveries that our 
customers wanted. 

On the other hand, General Motors at one time at their two plants, 
both LaGrange and Cleveland, were up to something between 10 and 
11 locomotive units per day and, as a result, they gained a better foot- 
hold, I might say, on some of the railroads, and again you get back—I 
keep going back—to the historical customer. 

You are getting to the point now where the railroads are completely 
or almost completely dieselized. We said in there about 80 percent. 
We thought in 1953, with the carloadings as they were then that we 
could only foresee about 3 more years. 

All right. The general economy of the country took an upturn in 
late 1954 and 1955 and, as a result, the railroads are coming back in 
now, those which were, I would say, dieselized, they are coming back 
into the market now for just. a few units to take care of their increased 
business. 

Again they are filling out their fleet, the same type of locomotives 
they had in the majority before, and you very seldom see any large 
locomotive orders placed today as there were back in the 1950’s, when 
maybe roads would place orders for anywhere from a hundred to 
three hundred units in one order. 

Today the orders are in 2’s, 10’s, 15’s, and if somebody places an 
order for 25 today, it is a pretty large order. It is primarily to fill 
in their fleet. 

Senator O’Manoney. Mr. Burns, may I interrupt at this moment? 
I am called to another conference with respect to another aspect of 
the Judiciary Committee. We will take a short recess. 

(Short recess.) 

Senator O’Manoney. We shall resume our session. 

Mr. Burns, you may proceed. 

Mr. Burns. If the market for new locomotives is becoming sat- 
urated, then will the major interest, at least in the near future, be in 
replacement parts? 

Mr. Lewis. Yes, sir. We feel so over the period of the next few 
years; yes, sir. 

Mr. Burns. Does that amount to a substantial sum of money in 
annual business ? 

Mr. Lewis. Yes, sir; it could be; yes, sir. 

Mr. Burns. I mean from the experience that you have had to 
date—— 

Mr. Lewis. Are you talking about the parts business or the rebuild- 


ing ? 

Mr. Burns. Replacement, replacement parts, repairs. 

Mr. Lewis. Of, yes; yes, that has been very important, and it has 
been very important that we, as a manufacturer, have provided our 
customers with off-the-shelf, so to speak, service. 

We stock in our warehouses approximately 8,000 different parts, 
which we have in various warehouses throughout the country. 

We recognized as far back as 1948 that it was going to be necessary 
for us to set up what we called renewal parts warehouses throughout 
the country to serve these customers. 
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It. meant we were carrying their inventory for them in our ware- 
houses. What they wanted was 24-, 48-hour delivery on parts, so we 
had to set up that service for them. 

Today we have some five warehouses throughout the country, and 
we carry an Inventory of several! million dollars to serve our customers. 

Again they insist upon it when buying locomotives, they insist. 
upon having that service, and without that service I know that we 
would have received a smaller amount of the business, because we use 
it, frankly, as a selling tool. 

Mr. Burns. Well now, is it your expectation to sel] road passenger 
diesels in the future? 

Mr. Lewis. Yes, we would like to. But the facts come down to 
this. I think that that market is saturated today for passenger loco- 
motives. You will find a trend on the railroads today, they are taking’ 
passenger locomotives off of schedules because they are not economi- 
cal to run. 

I know we have several customers for passenger locomotives, and 
they have asked us now how ¢o convert them into road freight loco- 
motives because gradually there is less and less number of passenger 
trains being operated. I think that market is gone, road passengers. 

Mr. Burns.. Now, the parts of your locomotives, are they inter- 
changeable with General Motors’ diesel parts ? 

Mr. Lewis. No, sir; none whatsoever. 

Mr. Burns. You believe you would be able to hold on to the replace- 
ae nes for those locomotives you have been able to put on the 
roa 

, Mr. Lewis. Yes, sir; by giving them good service we can hold on to 
them. 

Mr. NeEvILLtE. Mr. Lewis—— 

Mr. Lewis. Yes, sir. 

Mr. NEVILLE (continuing). You have een out in your statement 
very cee that one of the economic factors that placed you in a’ 
somewhat difficult position competitivewise was the order of the War 
Production Board giving to General Motors practically all of the 
diesel field and confining you and Baldwin Locomotive to the steam 
field in which you were the most proficient at the time. 

Do you have any feeling about a situation of that type, whether 
some—— 

Senator O’Manoney. Mr. Neville, before we ask for conclusions 
from ue witness, let us ask about the facts. When was that order 
issued 4 

Mr. Lewis. Well, that was issued, Senator, in 1942. 

Senator O’Manoney. In 1942% 

Mr. Lewis. Yes, sir. 

Senator O’Manoney. What was the nature of the order? 

Mr. Lewis. It was the order where the War Production Board took 
over all the production activities of certain industries, and I think 
those regulations ended, if 1 am not mistaken, approximately July 
1945. 

Senator O’Manonry, Do you happen to have the designation of 
the order? It was an executive order, I take it, of the War Produc- 
tion Board ? 

Mr. Lewis. Of our allocation, you mean, for materials? Is that it? 
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Senator O’Manoney. Yes. 

Mr. Lewis. NPA material controls. 

Senator O’Manoney. I would like to identify the order itself. 

Mr. Lewis. Yes, sir. We can obtain that. e have it in our files. 

Senator O’Manoney. You have? 

Mr. Lewis. Yes, sir. 

Senator O’Manoney. Did you have any notice about it before it 
was granted ¢ 

Mr. Lewis. That I am not familiar with, but I know we have that 
in our files. 

Senator O’Manoney. Now precisely what did you say in your 
written statement about this order ? 

Mr. Lewis. I had 2 or 3 paragraphs on it at the top of page 3, I 
think, Senator. 

Senator O’Manoney. Does the sentence begin on page 2? 

Mr. Lewis. No, sir. 

Senator O’Manonry. Read the sentence that you have in mind. 

Mr. Lewis (reading) : 

The basic— 
I am starting with the first sentence on page 3, sir— 


explanation of General Motors’ position as the largest producer of diesel loco- 
motives lies in an understanding of what occurred in the diesel’s second era—the 
war period. Alco, as the originator and major producer of the diesel switcher, 
was restricted by the Government material allocations during the war period to 
the manufacture of diesel switchers. 

Then we skip a sentence. 

Senator O’Manoney. Yes. 

Mr. Lewis. All right. 

On the other hand, General Motors was given the assignment by the Govern- 
ment to turn out road diesel locomotives at a high production level. 

Senator O’Manoney. Now, the copy that I had, you see, was 
amended. | 

Mr. Lewis. That is true. 

Senator O’Manoney. And I was distracted and did not notice this. 

I think this is a matter of very great importance, because in the con- 
struction of the War Production Board, the Government gathered in- 
dustrial executives from the four corners of the country. 

These leaders of industry were recruited to help win the war, and it 
was frequently alleged at the time that the War Production Board was 
staffed with employees of industry who, if they did not favor the par- 
ticular companies from which they came, at least did not lean over 
backward whenever any matter affecting the interests of those com- 
panies was involved. 

So this committee will want to know very completely the story of 
that order. 

Apparently, according to your testimony, it changed the direction of 
the whole development of diesel engines. It placed a handicap upon 
the pioneers of the industry and gave a great advantage to the new- 
comer; am I right? 

Mr. Lewis. Yes, sir; we feel that way. 

Senator O’Manoney. Is that your interpretation of it? 

Mr. Lewis. Yes, sir. 
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Senator O’Manoney. Will you please procure for the committee 
copies that you have, and the staff will check with the executive orders 
to determine what was done? 

Mr. Lewis. Yes, sir. 

Senator O’Manoney. Thank you very much, Mr. Lewis. 

Mr. Bromtey. Senator, I think we should make it very clear we 
have no complaint about this. We feel that it was clearly in the na- 
tional interest that this be done; isn’t that right, Mr. Lewis? 

Mr. Lewis. Yes, sir. 

Senator O’Manoney. You mean it was clearly in the national inter- 
est that General Motors should have the assignment by the Govern- 
ment to turn out road diesel locomotives at a high-production level? 

Mr. Bromiey. Yes, sir. 

Senator O’Manoney. As against you? 

Mr. Bromiey. Yes, sir; because our skill at that time was in the 
switching business. We could do that best and most efficiently. 

Senator O’Manoney. Very good. 

But we are very much interested in the order just the same. 

Mr. Bromiey. Yes, sir. 

Mr. Lewis. Yes, sir. 

Senator O’Manoney. Please obtain it. 

Do you have any further questions? 

Mr. Burns. That is all. 

Senator O’Manoney. We are very much obliged to you, Mr. Lewis, 
and to your associates for the evidence you have given, we are very 
much obliged indeed. 

Mr. Lewis. Thank you, sir. You have been very gracious to con- 
tinue the meeting, Senator. 

Senator O’Manoney. The committee will be unable to hear Mr. 
Hamilton tonight, and if he will be good enough to remain patient, 
why, we will hear him tomorrow morning. 

The committee will assemble at that time. I understand that he does 
a a prepared statement, but will be examined by the committee 
stall. 

Thank you very much, gentlemen. 

The committee stands in recess until 10 o’clock tomorrow morning. 

(Whereupon, at 5 p. m., the subcommittee recessed to reconvene 
at 10 a. m., Thursday, November 10, 1955.) 
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THURSDAY, NOVEMBER 10, 1955 


UNITED STATES SENATE, _ 
SUBCOMMITTEE ON ANTITRUST AND MoNOPOLY 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D.C. 


The subcommittee met, pursuant to recess, at 10:15 a. m., in room 
424, Senate Office Building, Senator Joseph C. O’Mahoney presiding. 

Present: Senators O’Mahoney (presiding), and Kefauver. 

Also present: Joseph W. Burns, chief counsel; Donald P. McHugh, 
assistant counsel; Joseph A. Seeley, assistant counsel; Gareth M. Ne- 
ville, assistant counsel; and Jesse J. Friedman, economic consultant. 

Senator O’Manuoney. The committee will be in session. 

Mr. Burns, are you ready to proceed with Mr. Hamilton ? 

Mr. Burns. Yes. Mr. Harold M. Hamilton. 

Senator O’MaHoney. Good morning, Mr. Hamilton; good to see 
you. . 


STATEMENT OF HAROLD L. HAMILTON, RETIRED VICE PRESIDENT, 
GENERAL MOTORS CORP.; ACCOMPANIED BY HENRY M. HOGAN, 
VICE PRESIDENT AND GENERAL COUNSEL 


Mr. Burns. Mr. Hamilton, were you until recently an officer of 
General Motors Corp. 

Mr. Hamixton. Yes. 

Mr. Burns. Will you tell us what office that was and what your 
ee is? 

Mr. Hamriton. Well, I was a vice president of General Motors; and 
my present position is that of a retired vice president of General 
Motors. : 

Mr. Burns. I am going to ask you to speak just a little louder so 
that the people in the room who are interested may hear your 
testimony. 

When did you first go with General Motors Corp. ? 

Mr. Hamuitron. In December, December 31 I think it was; that is 
correct, December 31, 1930. 

Mr. Burns. Will you tell us very briefly the circumstances under 
which you went with General Motors? 

Mr. Hamitton. Well, I was president of the Electro-Motive Co., 
which was a company which I had founded several years before that, 
and this company and General Motors worked out an arrangement 
whereby General Motors bought the common stock of the company, 
and made of it a wholly owned subsidiary. 
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They bought the common stock of the Electro-Motive Co., all of it, 
and made a wholly owned subsidiary of General Motors out of this 
compaly and then it continued as an independent corporate structure 
in w] a I was president, and I had been president, and continued to be 
president. 

The corporate structure was retained until about 1942, and then at 
that time it was made into a division of General Motors, and the cor- 

orate structure dissolved, and from that point on I was a vice presi- 
yent of General Motors, and retained more or less the same position so. 
far as the direction of affairs was concerned, for some time. 

Mr. Burns. What business was the Electro-Motive Co. engaged in 
at the time that 1t was acquired by General Motors in 1930% 

Mr. Hamitton. Well, the Electro-Motive Co. was incorporated for 
a very specific purpose, largely by me and some associates, and the 

urpose was to carry out and furnish the facility for developing my 
ideas of the use of the internal combustion engine as motive power for 
railway motorcars. 
co SoENe, What year did you form the Electro-Motive Engineer- 
in 4 
fr. Hamimton. 1922. | 

Senator O’Manoney. May I ask who were your associates ? 

Mr. Hamiiton. At that time? 

Senator O’Manoney. Yes; in the original incorporation. 

Mr. Hamiuton. Well, one man by the name of Paul R. Turner, who. 
was—I will give you his temporary background. Paul Turner was a 
salesman in the White Motor Co., and was working under my jurisdic- 
tion at the time. He came along with me and helped me form this 
company. 

Senator O’Manoney. I understand that you were with the White 
Motor Co. ? 

Mr. Hammuton. That is true. 

Senator O’Manoney. Your position in that company was what ? 

Mr. Haminron. At that time when I left the White Co. to form 
this, I was wholesale manager of the so-called western district, which 
included about 11 of the Western States, with headquarters in Denver. 

Ser avor O’Mauonry. You were a Rocky Mountain operator at that 
time ? 

Mr. Hamrirton. At that time; yes, sir. 

Senator O’Manonry. Well, I may say that I have driven up Boulder 
Canyon in a White Steamer. 

Mr. Hamruton. That goes back a long way. 

Senator O’MaHoney. ‘Perhaps I should not have spoken so frankly. 
[Laughter. ] 

Mr. Hamitton. Well, your memory is excellent, because those 
Steamers did not operate after about 1910 or 1911. 

Senator O’Manoney. I know that very well. | 

Who else besides Mr. Turner ? 

Mr. Hamiton. The other three were—they were the people brought 
into the incorporation by our attorney, and they are just, they were 
just names; I have forgotten who they were. 

Senator O’Manonry. They were just dummies? 

Mr. Hamitton. That is right. : | 

Senator O’Manoney. Mr. Hamilton, Mr. Turner, and three dum- 
mies organized this corporation ? 
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Mr. Haminron. That is right. They probably would not appreciate 
that appellation. [{Laughter. | 

Senator O’Manoney. I am sure that it has no application to their 
intellects, or to their personality qualities, but we all know that there 
is a great difference between natural persons and corporations. 

Mr. Hasnuron. Right. 

Senator O’Manonry. They were dummies only in the sense that 
they were not active in the corporation ? 

Mr. Hammon. That is true. 

Senator O’Manoney. I do not wish to imply anything else. 

Now, then, in what State was this company organized ¢ 

Mr. Hasamton. In Ohio. 

Senator O’Manoney. What year? 

Mr. Hamiiron. 1922. 

Senator O'Manoney. What was the name of the company, Mr. 
Burns, that was referred to yesterday by some of the witnesses $ 

Mr. Burns. Winton. 

Senator O’Manoney. Winton. Was this independent of Winton? 

Mr. Hammon. Yes. 

Senator O’Manoney. Altogether different ? 

Mr. Hammron. Altogether different, no relation whatsoever. 

Senator O’MaHoney. Were these three other gentlemen affiliated 
wee other corporation engaged in the automotive industry in any 
wa 

Mr. Hasitron. No; they were clerks. 

Senator O’Manoney. They were clerks brought in by the incorpo- 
rating lawyer ? 

Mr. Hamitton. That is right; they were clerks in his law office. 

Senator O’Manoney. And had probably one share of stock each? 

Mr. Hamunron. Yes, sir. 

Senator O’Mauonry. For the purpose of the incorporation # 

Mr. Hamitton. That is right; to comply with the statute. 

Senator O’Manoney. Very well. 

Mr. Burns. Will you tell us what product you were interested in 
developing when you formed the Electro Motive Engineering Co., and 
the reasons which prompted you to leave the White Co. and commence 
this company of your own! 

Mr. Hamiiton. Well, in order to provide—in order to develop a 
connected story, to make a little sense to people listening, probably 
I should go back to about 1905. 

Mr. Burns. Will you do it briefly, just to give us the main points 
which caused you in 1922 to form this company ? 

Mr. Hamitron. That is right. But to do that I have to supply a 
reasonable background and establish how my thinking developed and 
took form which resulted in a decision to make this move and form 
this company. 

Mr. Burns. Will you do that, please? 

Mr. Hamivron. About 1905, 1 am not being specific as to specific 
dates, but it is the period, the Union Pacific Railroad, largely under 
the instigation of Mr. Harriman, who was at that time important on 
that railroad, launched an enterprise, with the assistance of the 
mechanical department of the Union Pacific, and a man by the name 
of McKeen, to develop some form of a small rail motorcar—the name 
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was not given that way—but a small vehicle that could be used on the 
railroads to take care of light passenger train requirements in place 
of the steam locomotive and 2 or 3 cars, which was the conventional 
practice at that time. | | 

This company evolved a very well-defined car that had a capacity of 
about 50 or 60 passengers, with a gasoline engine, and the necessary 
mechanical means of transmitting that power to a driver on the rail. 

The railroac, through its subsidiary arrangement, which was known 
as the McKeen Motor Car Co., between that. period of about 1905 and 
the beginning of World War I, built and put on their own railroad, as 
well as the other so-called Harriman lines, and some other railroads, 
7 other railroads, quite a number of those cars—probably, I do not 
know offhand—but I think in order of 150, 200 of them. 

Now, then, another development got in motion about that time of 
this same character, and that was by the General Electric Co. They 
evolved a car of similar character, similar size in horsepower and in 
characteristics, but they used an electric transmission to transmit the 
power from the engine to the drivers instead of the mechanical trans- 
mission. They built some 80 or 90 of those cars during the period 
preceding World War I. 

When the war came on all that activity ceased on the part of both 
companies. 

Then during the war itself and following, shortly following the war, 
with many of the railroads in what they thought were in need of that 
sort of equipment, particularly the short line, the so-called short-line 
railroads of America, which means all of the railroads with less than 
a hundred miles of track in those days, got to different motor-vehicle 
builders, like the bus companies and the truck companies, got them 
interested so that there were quite a number of vehicles out on the rail- 
roads put together by the different truck companies that consisted of 
buses, converted to operation on rails by simply putting flange tires 
on the vehicle in place of rubber tires and making some other modi- 
fication, not very extensive; so that at the end of the war there were 

uite a number of vehicles of that character operating on particular 
lines, particularly short lines, and so forth, over the country. 

Now, my interest in this picture developed something like this: 
At the end of the war when I went—after my tour of duty that arose 
out of the war—I went back to the White Co.; I had been with them 
before the war—and I was assigned the district manager’s job in Des 
Moines, Iowa, and I soon found about a half dozen er, in fact, about 
a dozen of these buses running on rails that had been sold by the White 
Co. in my territory. 

I also discovered that they were giving us more trowble than any of 
the rest of the vehicles we had delivered, and our service people were 
spending most of the time trying to keep them running, so I got a 
quick introduction to that one. 

As time went on, in order to make up my mind what was wrong 
and what we were going to do about it, I took a good look at the vehicle, 
spent a little time watching them operate, discussed the matter with 
our service people, and came to a firm conclusion that the vehicle was 
fundamentally wrong for operation on the rails, and.there was nothing 
we could do to correct it except to rebuild them when they broke up, 
which occurred regularly. 
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I not only insisted that we would not sell any more, but that 
no more would be sold in my territory. I did not want our service 
people to have the responsibility of trying to keep them running. 

At that moment I made up my mind as to what was wrong with 
any form of a mechanical hookup between an internal combustion 
engine and a steel wheel running on a rail. So much for that. That 
was 1919 that I talking about. 

In 1920—I was then in the meantime made wholesale manager of 
the western district, which put me in Denver, Colo., and gave me all 
the Western States except ae three coast States, put them all under 
my jurisdiction, and I found a lot of these vehicles running then. 

So my headache increased rather than decreased. 

But in the meantime, the White Co., in its search for business, 
decided to expand their motorcar program, and I did my best to dis- 
courage it, to the extent that I had an agreement with the president 
of the company that we would not deliver any more of that type of 
vehicle in my territory. 

Now, during this time—and this may sound irrelevant, but it is not, 
you asked how I happened to get started—during this period, the 
ey that I had responsibility for included nearly all of the 
national parks, Glacier, Yellowstone, Rocky Mountain National, Mesa 
Verde, and a group of the Rocky Mountain parks. AJ] of the motor- 
vehicle transportation in those parks at that time were fleets of White 
buses that we had sold, so we were in constant contact with these 
transportation companies; and in addition to that they had worked out 
coupon tickets so that all the railroads of the area sold tickets for 
passengers to circulate by the railroads through the park on another 
railroad through the next park, and so on. 

So I was also in constant contact with the railroad people, par- 
ticularly the L pemaen ae and traffic people, hved with them, traveled 
with them, and we worked out our problems jointly. 

They were constantly saying to me, “Why don’t you people build 
a vehicle hike these buses that we ride in through Yellowstone or 
through Glacier, wherever we may have been; why don’t you build us 
something like that that will operate on the rails so we can cut down 
our costs of operation on these small lightly loaded branches?”, and 
so forth. 

I told them it could not be done. It was not inthe cards. We could 
not build a vehicle that could live, and I told them why. But the 
conversation on that one kept on wntil I realized, being primarily sales 
minded in the matter, realized that there was a bcmien cious opportun- 
ity for somebody to develop a vehicle of the right character, if they 
could develop the type, the correct vehicle, the market was ready and 
waiting. 

The question was how do you do that. So my mind started ex- 
ploring around on it. 

Now, previous to my experience with the White Co., I had started 
as a youngster in railroading. 1 learned the operating side, at. least 
the mechanical side, of railroading the hard way, and Pbad gone out 
of there with the White Co., so I understood railroads fundamentally, 
their operation and their problems, particularly from the rolling- 
stock angle. 

So T felt I could evolve a design that would meet: railroad require- 
ments at that time. 
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I knew the story of the failure of the other efforts that had been 
undertaken, to some extent. I was not particularly familiar with 
General Electric at that time, but they had built a gas electric car; 
I knew about the McKeen car; I knew about all the modified motor- 
cars, the rail buses, and so forth, which were really highway buses. 

Well, it was my concept that what was needed was a transmission 
that could only be done electrically, and by a complete conversion of 
energy, for the benefit of the record, the introduction of a generator 
or dynamo and an electric motor in combination between the engine 
and the driver. ‘That was a necessary element to accomplish the ob- 
jective for two reasons: Not only to take the shock, the mechanical 
shock, that normally arises from the contact of the rails, the driver on 
the rails, but also to convert the horsepower and torque character- 
istics of an internal-combustion engine so that it is suitable for trac- 
tion purposes on a railroad; a very difficult thing to do mechanically, 
and that is one of the reasons why the failures had occurred previously. 

So I evolved what, in my opinion, was a vehicle that would function 
properly. Then I asked the White Co. for a leave of absence to make 
a survey to find out why somebody had not done that, and why, what 
seemed simple to me was not. being done at the time. 

I soon discovered on my survey trip that the General Electric had 
made such a vehicle and then discovered what I have told you earlier 
here. 

Well then, the next step was to find out why they did not continue 
to make it, and why they were not acceptable, why the railroads were 
not buying them and using them. 

I knew their interest in that sort of vehicle. So I made up my 
mind after a check with the railroads that had some of these General 
tke ears, What was wrong with their particular approach to the 

roblem. 

Well, I, at least, decided this: That my solution was all right, and 
that what I Uae ae to do would improve on the General Electric’s 
effort, and eliminate the weaknesses that had prevailed at that time, 
and that I could produce a motorcar that would be satisfactory and 
would meet the commercial requirements that these railroad men 
were talking about. 

Senator O’Manoney. Were there any patents involved in the Gen- 
eral Electric engine? 

Mr. Hamitron. No; nothing of any consequence at all because it 
was a very simple setup. It involved—I say patents, now I might be 
technically wrong. There were none on the engine, none on the gen- 
erator, none on the motor, but they used what was known as a Ward- 
Leonard control, and there may have been patents on that device, but 
cat was in common use in those days in lots of practices, particularly 
in ships. 

Senator O’Manonery. Did your modification involve any patent? 

Mr. Hamitton. No. There may have been a minor 1 or 2, but 
not from our standpoint. If I am supposed to go that far into it, I 
can answer your question more specifically, Senator. 

Senator O’Manoney. I think it is very interesting and very im- 
portant. 

Mr. Hamutron. Because at a later date we get into that, and if you 
want more detail on that point, I would be delighted to supply all you 
want. 
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However, as I say, the starting at scratch to build a motorcar with 
me—I had no resources, except my own personal resources—was a 
dificult undertaking. But I decided the opportunity was so great 
that I could not ignore it. So I left the White Co. and decided to 
incorporate a company of my own. That was in the summer of 
1922. The company was incorporated in August of that year, as we 
have indicated. 

Well, I ran up against a lot of problems, which I will not attempt 
to cover, only in some detail here. I first went to one major electrical 
company, and their engineers said the idea that I had for electric 
transmission probably could be done with considerable development, 
and very likely be inefficient, so much so, that they would not go see 
with it unless I was ready to finance the research that was involved. 
I was not ready to do that. 

So then I went to the General Electric Co., and I met a quick 
brushoff there at the outset because I met the higher officials, and their 
reaction was this: that they had made an effort of that kind, and that 
the total loss that the company wrote off was about $1,500,000 in their 
effort, and they did not feel like they wanted to make another try in 
that direction. 

However, there were people in General Electric, engineers pri- 
marily, that were left over and had been involved in the origimal 
development of the General Electric product that they had made, 
who still had faith in the whole program, and agreed with me as to 
why the General Electric’ car was not a commercial success, and was 
not accepted wholeheartedly by the railroads in view of the fact that 
they did want such an animal, or such a vehicle. 

So by working backwards through this group of individuals, and 
all of them important engineers in General Blectric's setup, we re- 
vived the general interest in the program, and eventually got the ap- 
proval of the officers of General Electric to develop a generator with 
a control characteristic which I had outlined as required, but not 
enough of an electrical knowledge of my own to know how to do it. 

That electrical knowledge, how to do it, was supplied by General 
Electric engineers. They thought they knew, and as time went on, 
it proved they did know how to do it, and we did it. 

hat is the point right at that part there, Mr. Senator. There 
may have been some General Electric minor patents involved in the 
technique of the control, and if so, they were General Electric patents 
and not ours. We had nothing to do with that angle. That was a 
highly scientific development. 

In the meantime, I had taken a good look, and much to my surprise, 
discovered that there were no engines built in America at that time 
that were suitable for the job that we had laid out or for the require- 
ments that we had set forth, as being necessary for this vehicle. 

So, in order to carry out, however, the test of the first generator 
that General Electric was building, we needed an engine of certain 
characteristics. 

I found such an engine, and bought one, and it was delivered to 
General Electric, and we put together the original test mockup, which 
was a small locomotive, electric locomotive, that was there, a switching 
engine that they worked over, and we put the engine and generator 
into it, and we ran a series of tests for a long time at the Krie Works 
of Genera] Electric, and in that process, we developed definitely that 
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the transmission, which was what we were really serious about or were: 
concerned with, would do what we wanted to do. It met all of the 
specifications that we had laid down, and the characteristic require- 
ments at the outset. 

However, the engine that we had hooked to this generator, and 
which we thought was the best engine available in America, had gone 
to pieces in about 90 days of just ordinary yard operations there in. 
a cars at the Erie Works of General Electric, so that left 
us flat. 

Now, you understand, at that time we were not even thinking in 
terms of diesel. We were only thinking in terms of the gasoline 
engine, because the diesel was so far away from our picture at that 
time, so far as it state of development, as not even to be entertained. 
We were only thinking in terms of a gasoline engine. 

Well, eventually, without going into all of the horrible details that 
went along with this, I made the acquaintance of what was then the: 

eneral manager of the Winton Engine Co. in Cleveland, and I would: 
fike to digress here for just a moment. . 

There were inferences made here yesterday in the testimony that 
this little company, known as the Winton Engine Co., was of minor 
importance in the industry. 

Now, the facts are that the Winton Engine Co., at that time, was 
one of the major diesel-engine producers in America, and was the 
company which made the relatively lightweight and fast-running type: 
of diesel used in tugs, fishing boats, yachts, and so forth, at that period. 

Senator O’Manoney. What year was that? 

Mr. Hamiuron. The period I am talking about was 1922, 1923. 

Senator O’Manoney. The Winton Co. also made automobiles, did 
it not, about that time? 

Mr. Hamitton. Not thiscompany. That was a separate enterprise- 
entirely. It is true that the Winton Automobile Co. was naturally,. 
as most everybody knows, the company started by Alexander Winton, 
one of the pioneers in the automobile business, and he had two asso- 
ciates, Mr. Henderson and Mr. Brown. They had been together for- 
years, and they built up the Winton Automobile Co. 

Then along about 1916, Alexander Winton became very interested! 
in the idea of building a diesel engine, and decided he wanted some: 
diesel engines for his own yacht, so he built a pair of diesel engines in 
the automobile plant for his own yacht, and that intrigued him, and 
he thought he ought to have an engine plant or an engine company to: 
build diesel engines for boats, and he organized this company of his 
own. It was a wholly owned affair, and it was completely separate: 
and independent of the automobile company, not in anyway related, 
except, of course, he staffed it with people that he had taken out of 
the automobile company, but it had no relation to the automobile, 
other than that. 

Senator O’Manronry. He was the head of each company ? 

Mr. Hamiuron. I beg pardon? 

Senator O*MAHONeEY. He was the head of both companies? 

Mr. I[amitton. Thatis right. But it was an important thing from 
the technological standpoint and from the development standnoint. 
In the historical development of the diesel engine in America, Wintom 
made a major contribution at that time. 
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Senator O’MaHonr.y. Would it be proper to say that he might have 
been the pioneer of diese] development in this country ? 

Mr. Hamitron. No, you cannot say that; you cannot say that. 

There were a lot of firms pioneering, but most of them were all going 
in slightly separate directions. 

Now, the first diesel engine, according to my reading of the history, 
the first pure diesel, and there is a lot of confusion as to what a diesel 
is in the mind of the public and the scientific world for that matter— 
but anyway, the first pure diesel manufactured in this country that 
eat aware of was built by Mr. Busch of Anheuser-Busch, in St. 

uils. 

He acquired, as I understand it, and I got this from the historical 
record, and if the record is correct and I am correct, from Selzer Bros. 
in Switzerland, a license to build an engine under Rudolph Diesel’s 
patents, and he built himself a machine shop or a plant, if you like, 
eventually, in St. Louis, and thus the building of diesel engines in this 
country ; and for a long time they were somewhat dominant, and were 
the only ones building a pure diesel. 

There was very little, if any, if I am correct, any pure diesels built 
in this country until after Rudolph Diesel’s patents expired, which 
began to be at 1911, and then we began to get into pure diesel. 

There were a lot of modifications that took place in there, but they 
were not diesel engines; they were just half diesel engines. 

Now, getting around to our program again, I went to the Winton 
Engine Co., ahich was there in Cleveland, got acquainted with their 
president, and told him what my problem was. 

After looking over what they had to offer in the form of gasoline 
engines, they did build moderate-sized gasoline engines for boats 
and so-called marine engines at that time, but nothing they had to 
offer was suitable for our purposes. 

The chief engineer, a man by the name of Salisbury, and Mr. Cod- 
rington, who was general manager at that time, and who agreed with 
me what we wanted to build was perfectly practical as an engine, and 
would be a good engine, and as long as we said it was suitable for our 
purpose, why, that was all right with them. 

But at that time—lI do not know whether this detail means anything 
or not, but it helps to show what some of the problems were at that 
time, and I think I would like to get that in the record in view, par- 
ticularly, of the testimony that I heard here yesterday—the engine re- 
quirements at the moment, according to our concept, at least, involved 
an engine that had to be built brandnew or designed brandnew from 
the bottom up, and the Winton Engine Co. at that time, owing to the 
receivership of the automobile company, and Mr. Winton’s assets and 
all the rest of them having been involved in that matter, the Winton 
Engine Co. was in the hands of the bank, and they were in no position 
to introduce or to spend any money for a new experiment of any kind 
of the character that we were talking about, particularly when so far 
as we, so far as I was concerned, and the Electro-Motive Engineering 
Co., which was the name of the company then, the automobile com- 

any—that is, the engine company, the management of it and the 

nk did not feel that this proposition offered enough future and was 

secure se a was a secure enough future for them to venture the 
capital involved to develop a new engine. 
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So Mr. Ceaene ten suggested we go talk to Mr. Winton personally, 
which we did. He came to the office; he was getting to be an old man. 
He came to the office occasionally but we went out to his residence, 
sat down and had a long talk and, of course, even in his last years, 
he had the spirit of the pioneer; his eyes would light up when we were 
talking about what we were going to do, which was something new 
and novel and off into the future. It was a forward development. 

So, after Mr. Codrington told him what we wanted, and after I 
described what we hoped to do and the potential possibilities that I 
thought existed, without any other word he simply got up, put his 
hand on Mr. Codrington’s shoulder, and said, “Go ahead and build it, 
George, and send me the bill.” | 
Pre that, of course, gave us a green light to move ahead, which we 

id. 

Mr. Burns. Would you spell Mr. Codrington’s name for the record ¢ 

Mr. Hamiuron. C-o-d-r-i-n-g-t-o-n. 

Well, after Winton completed the engine, which they did, in the 
meantime General Electric had built us our electric equipment, and 
we put the two together, and they functioned. 

n the meantime we had established some relationship with car 
builders to build the structure we wanted, more or less to our designs; 
so we introduced and put into service in 1924 two cars, both alike. 
They went into service in 1924, gas electric, as they were called at 
that time. 

They had 175-horsepower engines. One went into service on the 
Chicago & Great Western; the other one on the Northern Pacific. 

They were sold—the order was taken, if we want to call it an order, 
by me on this basis—I am introducing this into the record to show a 
state of mind that existed at that time. 

; will digress for a moment to get back to this state of mind, as I 
call it. 

The McKeen effort, the General Electric effort, the efforts of the 
large motor-vehicle manufacturers during this period, which included 
nearly all of the big names in the industry at that time, had offered 
and had sold and delivered to the railroads their version of some form 
of a rail car, and in 1 or 2 cases there had been separate companies 
formed to take this same philosophy of design and expand it into 
bigger vehicles. 

Yet, following automotive practice, al] of them—apparently, at least, 
and to the mind of the railroad. people—had been more or less failures. 

So, by the time we introduced the gas electric car of our design in 
1924, there was a sour state of mind in the mind of the railroad people. 

Senator O’Matronry. These were all gas electrics? 

Mr. Hamitron. Which is that, sir? 

Senator O’Manoney. The three that you have indicated, the Mc- 
Keen engine, the General Electric 

Mr. Hamitton. No. McKeen was mechanical; Genera] Electric 
was electric only. 

Senator O’Manoney. Electric only? 

Mr. Hamruton. Yes, sir. 

Senator O’Mantoney. And then the others? 

Mr. Hamn.ron. Were all mechanical. 

Senator O’Matronery. All mechanical f 
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Mr. Haminton. Yes, sir. 

Senator O’Manoney. So now we come to the first gas—— 

Mr. Hamiuton. Gas electric. 

We come to our gas electric, which was really a modern version of 
what General Electric had done before, several years ago. 

You see, we have got to keep in mind now that the design of the 
Genera] Electric car and the engine and all the components represented 
engineering and technical knowledge of the art in 1908. 

Senator O’Mauoney. What I wanted to be clear about was whether 
the engine which Mr. Winton agreed to finance, the construction or 
experimentation of which he agreed to finance, was a gas electric or a 
diesel ? 

Mr. Hamirton. No, a gas electric. 

Senator O’Manoney. That wasa gas electric? 

Mr. Hasiuton. Yes, sir. 

The first car—and I am still talking about those now—met this state 
of mind or atmosphere that existed in the country, and it was quite 
hostile. 

So before we had completed these cars, when I went out to see if 
we could sell them, I had to make this sort of guaranty to get the first 
order, and the guaranty was this: First, we gave them charts showing 
how fast the car would run under all operating conditions on dif- 
ferent grades; how fast it would accelerate from zero miles per hour 
up to its maximum speed; how fast it accelerated hauling a 35-ton 
standard railroad coach behind it under all of these conditions; and 
these curves were to be guaranteed. That was part of the condition 
of the deal. 

In other words, we would set up a test piece of track, stake it out, 
run it, a typical engineering test, to prove all of this performance, as 
we called it, that we had guaranteed. 

Senator O’Manoney. You were to make the test before the sale? 

Mr. Hamitton. No. It was this way, Senator: They had given me 
an order that if the motorcar would meet all the conditions they would 
pay for it, but if it did not, it belonged to me. 

Senator O’ManHoney. So you undertook to build a motor that did 
meet. these conditions ? 

Mr. Hamitton. I beg your pardon ? 

Senator O’Manonry. Then you undertook to build a motor that 
would meet those conditions # 

Mr. Hamiton. Yes, sir. 

Senator O’Manoney. Confident that you could do it, and confident, 
therefore, that you would get your money ? 

Mr. Hamuiton. That is right. 

There was one other requirement in this contract that was more 
difficult by far than the performance requirements, because those were 
all subject to engineering calculations, and we could do it if we were 
as good designers as we thought we were; then the motorcar was bound 
to meet those conditions. | . 

But there was another factor over which we had no control. It 
was in the laps of the gods, and that was this: That the motorcar was 
to operate on a schedule run for 30 days, and not to be late at the final 
terminal over 15 minutes, two times. If it did, the guaranty was—the 
motorcar belonged to me, and the railroad’s obligation had been met, 
so to speak, or they had no obligation. 
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That meant, in order to establish these two motorcars, and the 
reason that was so tough was because everything that had been done 
in that field up to that time had left such an odor behind that no rail- 
road was going to take an obligaticn to buy anything in the form 
of one of these gadgets or whatever you wanted to call it—they had 
all kinds of names for them, incidentally—unless they were sure that 
it was going to function, and it did not have the weaknesses that had 
prevailed before that. 

That is why they made these guaranties so tough. 

So here we were. We were a small company with limited funds, 
and we had these 2 cars built, and our success hinged on whether or 
not they met the guaranties, whether they would run for 30 days. 

Now, you keep in mind that a broken spark plug, a little dirt in 
the fuel line or a drop in brake hanger or an airbrake failure or a 
million things could happen to that mechanism of that kind that 
would cause a delay on ne; so that you would be 15 minutes late at 
the final terminal. 

We had some fast experiences, I assure you, during that period of 
time. I will not go into detail on that. 

Senator O’MaHoney. What did it cost to build these engines ? 

Mr. Hamitton. The engine itself? 

Senator Kerauver. The whole thing. 

Mr. Hamitton. Or the entire motorcar, Senator? The whole car? 

Senator O’Manoney. I meant the whole car that you were selling. 

Mr. Hamitron. The car we were selling at that time, I think as I 
recall it now, sold for about $48,000, the entire vehicle; that was the 
selling price of the vehicle. 

I am going on memory, because we eventually made them a little 
ben tas and we got up to $55,000. I think that was $48,000, to begin 
with. 

Well, we put these two motorcars on their runs, and with some very 
fast plays that we had to employ during the period because of failures 
that did occur, things that did happen, but nevertheless they com- 
pleted their 30-day test to the satisfaction of the railroad. 

First we ran the tests against the curves or the performance data 
that we had guaranteed, and they met those. Then we put them in 
service, and at the end of the 30 days we had met the requirements 
there. So, of course, we got our money and, likewise, an order for 
more motorcars. 

The reason I am going into some detail on that one was this, that 
at that time the railroads were still buying a few of the so-called 
mechanical drive vehicles built by the different bus companies and 
others that were specializing in this business at that time. 

Almost immediately that buying ceased, and the entire interest in 
that type of vehicle was switched over to the gas electric, and our 
business expanded just like an inverted pyramid from that point on, 
that is, during the balance of the twenties. 

Eventually, we had competition. Other people came into the field 
to build asimilar car, so we were not alone. 

By the end of the thirties, why, I think there had been three people 
in the business. 

Mr. Burns. Mr. Hamilton, at the time that you satisfied the require- 
ments of these railroads in 1924, was your car the only gas-electric 
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type vehicle operating on the railroads, as far as you know, in the 
United States? 

Mr. Hamunton. Yes, sir; except the remnants of the old General 
Electric cars. There were still a few of those operating, but that 
was the only car that was being offered for sale at. that time, being 
manufactured in this country. 

Mr. Burns. All the others that were being offered for sale were 
with mechanical transmissions? 7 

Mr. Hamuttron. That is right. 

Mr. Burns. Were you the person who was chiefly responsible at 
that time for the conversion of the ne of the railroad people 
to accepting this gas-electric type of vehicle 

Mr. Hamitron. Well, this vehicle that I have just described, and 
those that followed immediately, established their own reputation. 
They hewed their own way, because they were reliable. They did 
‘what the railroads wanted done, and always said they wanted in a 
vehicle of this kind. 

They were economical; they would cover their run successfully, and 
they operated for around 30 or 40 cents a mile as against a dollar or a 
dollar and a quarter for the steam train they replaced, and they 
‘could run them two or three, four hundred miles a day if the run was 
available, so that the economy was tremendous, and their interest de- 
veloped fast, and the motorcar established its own reputation, and 
that is what carried the thing along. 

Mr. Burns. And that was based on the successful transmission into 
‘a practical rail car of the ideas which you had developed in forming 
this company? 

Mr. Hamitton. Yes, sir; except I would like to add this point right 
there: There is a whole lot more to a motorcar and a whole lot more 
to a diesel locomotive than simply the transmission. 

The entire motive-power mechanism that goes into these vehicles 
must be a coordinated whole. They must be designed so that they 
function together as a compatible mechanism, and that involves a lot 
-of apparatus in addition to simply the electric transmission. 

Now, to be more specific, I am convinced and others are, too, now 
that the interna]l-combustion engine—should I explain what I mean 
by an internal-combustion engine, Senator ? 

Senator O’Manoney. We hope a lot of people will read these hear- 
ma so I think you might do that. 

{r. Hamitton. We use the term in the engineering world to dif- 
ferentiate between a steam engine and what we commonly know as a 
gasoline engine or a diesel engine. So we call it an internal-combus- 
tion engine, and the general characteristics there are no different be- 
tween a gasoline engine, a gas engine, and a diesel engine in that re- 
spect, because the combustion is al] internal, it is al] inside the cylinder, 
and that is how the name was generated. 

So the characteristics, the horsepower output, and the ability to do 
work of an internal-combustion engine are such that it is completely 
backward for the application into a mobile power, without the intro- 
duction of a very flexible scheme of transmission. 

- You can do it well in an automobile, because you have got a light 
vehicle, and you can maintain, get some momentum, and then you can 
shift gears, and the car keeps rolling while you are shifting gears, and 
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you are in the next one, and you drop your clutch in, and so on and so 
on and so on. 

But if that automobile weighed on the order of 20 tons instead of 
4,000 pounds, and you tried to shift gears and make it go someplace 
with this little engine, then you would discover what the problems are 
” converting the power of an internal-combustion engine down to the 

rivers, 

So it was our contention then, and it was our subsequent experience, 
which has proven that, without an electric transmission introduced 
between the engine or the prime mover, in this case the internal-com- 
bustion engine, either gasoline or diesel, the final result is unsatisfac- 
tory, and so, answering your question, I would say yes, the electric 
transmission is definitely necessary, but I want to establish the fact 
that that was not the whole story. 

If the rest of the mechanism in that motorcar had not also been 
correctly designed and compatible so that they worked and lived to- 
gether, a balanced design, then the motorcar would not have been a 
success, regardless of the transmission. It required a whole piece, 
everything to be the same. 

Mr. Burns. Can you describe briefly the developments from that 
time until 1930, so that we can see what the situation was at the time 
that General Motors acquired your company and the Winton Co. ? 

Senator Kerauver. Mr. Chairman, may I ask a question for my 
own interest ? 

Is much energy lost in the transmission of power from an internal 
combustion engine through an electric generator and then through the 
drive shaft, or is there much loss of energy in that process ? 

Mr. Hamitton. That is right. There is a loss of energy. The loss 
of energy on the generator, depending on who builds the generator—of 
course, there is a slight variation—but the generator efficiency, as a 
whole, runs in the order of 93 to 95 percent. 

Senator Kerauver. So there is a 7 or 5 percent loss of energy ? 

Mr. Hamintton. At that point. 

Then you have the traction motor, and the efficiency of the traction 
motor varies in proportion to the output but, normally speaking. they 
are on the order of 85, 86 percent efficiency, so you add that differen- 
tial in there. 

So when we talk about transmission efficiency and transmission as 
used in these diesel electric locomotives which we are to get, I have to 
make one more qualification there, but what we are dealing with is a 
complete conversion of energy. You start out with mechanical power 
in the engine, which is converted into electricity in the generator, the 
dynamo, as the public knows it, and then we reconvert that electrical 
energy back into mechanical power by the traction motor in order to 
rotate the drivers, so technically we call that complete conversion 
of energy. 

The reason I make that differentiation is that there have been trans- 
missions built in which there is no conversion; there is simply the 
armature and the field coils so controlled as to make a slipping clutch 
sort of arrangement that has always been called an electric transmis- 
sion, but it is really a magnetic clutch, but there is a difference. 

When we get to the type we are talking about here, the efficiency 
values that we deal with are in the order of overall 85 to 86 percent. 

Senator Kerauver. Thank you. Excuse me. 
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Mr. Burns. Now, will you tell us about the development from 1924 
to 1930. 

Mr. Hamitton. Well, the development during that period of time, 
so far as we were concerned, we were dealing all the time with refine- 
ments, improvements, and taking care of weaknesses that we discov- 
ered as we went along and had experience. 

But the interesting phase of it that you have in mind or the import- 
ant phase of it, is what east ee in that period of time from the 
historical side. Well, it was this: 

The railroads, as soon as they got a few of these motor cars, did the 
typical thing. They started hauling behind them first a little hght- 
weight coach, 35-ton coach, and we had only guaranteed to haul a 35- 
ton coach, and pretty quickly they found that the 35-ton coach was old, 
and people did not like it, so they had to put on a better coach to 
satiety the community, and that better coach was a modern steel car 
that weighed about 60 tons. So that interfered with the performance. 
So the demand immediately arose for more power. We provided the 
horsepower. We stepped up the horsepower. 

The next thing the railroad sees is that they have only 2 motor- 
ears, and they want to reach into the next bracket to get where 
they can handle 3 cars, so that means still more horsepower, and we 
have got to step it up, so we went through that process to step up the 
horsepower to handle bigger trains, if you will, more cars, until about 
1930 when we had reached 800 horsepower, after starting with 175, 
we were up to 800 horsepower. We got the 800 horsepower by multi- 

lication. 
. The largest engine we had built and put into service at that time was 
400 horsepower for engines, so we multiplied that, we put two of 
them in the cab, and we came up with 800 horsepower, and that was 
about the ceiling, and that is where we were in 1930. 

Mr. Burns. Were there any other companies in 1930 mannfactur- 
ing the same size and type of gas-electric car that you were making? 

Mr. Hamunton. Yes. There were people manufacturing the same 
type. Their sizes of horsepower, and so forth, did not necessarily 
parallel ours, but in a smaller size, yes, there was one that was made 
with 300 horsepower, and there was another one of 500 horsepower. 

Mr. Burns. Can you give us the names of those companies? 

Mr. Hamitton. Well, the 300 horsepower was the Brill Co. 

Mr. Burns. ACF Brill? 

Mr. Hamiutron. ACF took over the Brill Co. later, but at that time 
was an independent company, as I remember it, or the consolidation 
occurred in that period. 

The other one was the Westinghouse Electric Co. which was a diesel 
engine, incidentally, not a gasoline; those two. 

There was one other, I think the Mack Truck Co. went in and 
made a little start in that direction, but they never introduced, built 
enough, to have any importance. 

The two competitors of consequence were the Brill Co. and the 
Westinghouse Electric. 

Mr. Burns. What did your company actually make in the cars 
that were sold? That is, we would like to have an explanation of 
just what part your company played in the actual manufacture, and 
also was it your company that sold the complete vehicle to the rail- 
roads? 
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Mr. Hamitron. Yes. 

The arrangement was this: We did not ourselves, Electro-Motive: 
Co. which, incidentally, the name had been changed in that interval— 
when we started out—I might digress for a moment so as to clear 
the record—the company initially was the Electro-Motive Engineer- 
ing Co., and after a couple of years we found ourselves getting so. 
many inquiries in the mail involving all sorts of sh Sa prob- 
lems and inquiring would we undertake this and would we take some 
other engineering, inasmuch as we were specializing only in this one: 
thing, we decided we might just as well get rid of that name “Engi- 
neering,” because we were doing business only with the railroads; 
they know what we were and who we were, and we did not need the: 
name, so we became the Electro-Motive Co. along about 1925, in that 
neighborhood. 

Now, getting on up to the point as to our—I kind of lost my point 
there now. 

Mr. Burns. What parts you were selling. 

Mr. Hamitton. What our parts were ? 

Mr. Burns. What parts did you manufacture? 

Mr. Hamiuton. The Electro-Motive Co. did not manufacture any- 
thing. We had no manufacturing facilities. We had a very close 
working arrangement with the Winton Engine Co., and we initially 
had established a very close working arrangement with one of the car 
builders of St. Louis, later on—and the electrical equipment was sup- 
plied by General Electric or Westinghouse as time went on; they 
came into the picture and supplied some for us, too; and then the 
other components of varying pieces of apparatus that are necessary, 
we procured from the original manufacturers. 

Then the cars were all built to our specifications at these different 
car plants. We collected all of the equipment at those plants, and’ 
with a crew of supervisors, not hourly people, but supervisors on our 
payroll, the equipment was all installed in these cars, whether it was 
at the Pullman alaatt. St. Louis plant, Standard Steel, broadly all over 
the eastern part of the country, wherever these plants were, the cars 
were built. 

Now then, we took full responsibility. We sold the motorcar, 
worked out general and operating studies, and economic studies of 
where the motorcar would be applicable from an economic standpoint. 
We sold the motorcar. 

We took full and absolute responsibility for its performance and 
all of the after-sale guaranty for the ailvoad. the car builder, the 
engine builder, the electric people; nobody was involved but us. We 
handled all of that. 

We also set up, to support the motorcars in service, parts depots, 
as we called them, all over the United States. I say all over. They 
were strategically located so that at no time was one of these cars over 
24 hours away froma spare part. If any one of them failed, we could 
get a new piece to it in 24 hours any place, whether it was in Spokane, 

Vash., Portland, Maine, or Miami, Fla. In other words, we had them 
so located we could do that. 

Mr. Burns. Those depots were owned by your company ? 

Mr. Hasniton. They were owned by us. 

Mr. Burns. And you serviced from them ? 
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Mr. Hamonron. That’s right, but other than that as a sales service 
and guaranty engineering development company, that was the nature 
of the Electro-Motive Co. 1n those days. | — 3 

Mr. Burns. The other companies that sold vehicles that were sup- 

ed to serve the same purpose, did they try to, or did they make the 
identical type of car that you were making by 1930? 

Mr. Hamitton. Very close to it; very close to it. 

Mr. Burns. There was nothing to stop them from doing it? 

Mr. Hamoxton, No. On the other hand they had a lot of hel 
because the electric transmission, which by that time had been devel- 
oped by a lot of blood and tears and perspiration on the part of General 
Electric and ourselves, working out the bugs and taking the losses 
that it involved, was available to them right on the shelf. All they 
had to do was call up General Electric and have it shipped to them. 

General Electric was selling it to anybody that would come and 
pay for it. They were in no position to make an exclusive arrange- 
ment with us, in spite of the fact we had, more or less in conjunction 
with their people and engineers, evolved this. 

Mr. Burns. Now what was the nature of this diesel electric which 
Westinghouse was making at that time ? 

Mr. Hamitton. That is a quite a tale. I am afraid you would be 
bored to tears before I got through with that. I don’t know how I can 
shorten that one up either. 

Senator O’Manonry. I can assure you that to date you have been 
boring the chairman not at all. It has been very interesting, sir. 7 

Mr. Hammton. Thank you, Senator. Well, maybe if I can tell 
that story so as not to confuse everybody and boil it down to where it 
makes some sense, I will attempt todoit. I will try to make it as short 
as I can. 

Mr. Burns. Will that help to explain the differences between what 
your future developments in diesel were ? 

Mr. Hasmiton. Yes, it will have a place in what is going to be said 
later on as to what the problem was. 

Mr. Burns. Would you rather refer to that when you are discussing 
your own development of diesels ? 

Mr. Hamittron. I think so. We will just leave that one on the shelf 
and come back to it, if it suits the Senator. 

Mr. Burns. All right, tell us the situation in 1930 at the time that 
your company was taken over by General Motors.. At that time were 
you getting your engines entirely from Winton ? 

Mr. Hamoxron. Yes. 

Mr. Burns. And you were getting the electrical equipment from 
General Electric? 

Mr. Hamitton. And Westinghouse too, by that time. 

Mr. Burns. All right, now, what was the business situation and 
the technological situation at the end of 1930? 

Mr. Hamitton. Well, the problem was primarily one of economics 
at that stage. The railroads, as I said to you and as I indicated a 
while ago, had stepped un their horsepower requirements to where 
we were thinking—everything we were building at the later period 
was 800 horsepower. 

Now, in the meantime, when we launched this program back in the 
middle twenties, the price of gasoline in bulk bought in tank cars, 
which is the way a railroad buys it, was in the order of 4 cents a gallon. 
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That varied some places, it was 5 some places, and 314; in Texas you 
could get it for 314 cents a gallon. 

By 1930, however, it was in the order of 14 cents a gallon, 12 to 
14 across the board, so that our economic advantage from the cost 
of fuel standpoint was running backward on us, so to speak. 

Now, then, by increasing the horsepower requirements up to 800 
as against the smaller horsepower, then our fuel cost, because of the 
size of the engine on the one side and the price of the fuel on the 
other, brought the operating cost of that sort of a vehicle, 800 horse- 
power as against steam, steam engine, it narrowed the gap down 
to a point where the economic advantage of buying these motorcars 
commenced to disappear. 

Then there was another factor that was involved, and that was 
that, during the twenties, we had the greatest hard surfacing cam- 
paign for rebuilding highways in America that took place, as we 
all know. By that time buses and highway motor vehicle traffic 
had further cut into the passenger travel on these branch lines that 
the railroads had to operate, secondary main lines and so forth, so 
that before they would buy a vehicle to supplant the steam engine 
on some of these runs, in many cases the run had an income or the 
train had a revenue of maybe 30 cents a mile and it costs them $1.50 
a mile to run it. So they would go to the State commissions and 
ask for relief, try and get many of those trains removed, the privilege 
of taking them off. That was a step that had to be done under the 
law, and that is what they did. 

So they had all of these, or many of these, requests before the com- 
missions in all the States all the time. And as they finally got av 
proval, they would fluff off certain runs, and those that they could. 
not get approval on, then they would buy motorcars to try and reduce 
their losses, 

Now then, those two factors operating together had resulted in a 
ceiling on our business. We had come to the end of the road be- 
cause the amount of buying of motorcars under that combination of 
a had shrunk down to where we had really saturated the 
market. 

That combination of circumstances had saturated our market. How 
much further do you want me to go on that, Mr. Burns? 

Mr. Burns. In 1930, the end of 1930, the stock of your company 
was sold to General Motors. What were the events leading up to that 
transaction ? 

Mr. Hamiron. Well, the steps are a little involved there because, 
to some extent, they include the Winton Engine Co. 

Mr. Burns. Will you go back and tell the steps leading up to 
it? 

Mr. Hamiuron. Chronologically it might be better for me to cover 
this phase of it a little more and then bring that other into the story 
so that 1t doesn’t get too confusing. . 

Mr. Burns. All right, proceed. 

Mr. Hamitton. This problem that I have just indicated that faced 
Electro-Motive at that time was not taken easily nor lying down so 
far as the Winton Engine Co. or ourselves were concerned. 

One of the efforts that we made was to try and learn or use as a 
fuel in these engines so-called engine distillate, which was a by- 
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product, or was at that time a by-product of the Burton cracking 
process, and it has characteristics that are so different from gasoline 
that the trick of burning it in an engine of this kind, gasoline type 
of engine with carburetors and spark plugs, and was very difficult. 

But we made an effort in that direction, spent a Jot of time and the 
fuel at that time was available on the order of 3 cents a gallon. In 
fact, down in Texas you could get it for hauling it away from the 
refinery because it was a byproduct of no value. 

So we attempted to devolve carburetors and other devices and gad- 
gets to see if we could burn this low-grade fuel. 

We could, on certain operations where a motorcar was in a rela- 
tively constant load where they started up a grade and stayed with 
full horsepower and didn’t shut off at the top and start and stop, it 
did very well, but when it go into an intermittent operation, we had 
a lot of trouble. I think that right at that point I had better bring 
the diesel into the picture. 

Now with the exceptions of these engines that I am talking about, 
the Winton Engine Co.’s business at that time, as it had always 
been, was purely builders of diesel engines, and they were right in 
the middle of that, and as probably as far advanced in diesel engine 
design of that period as any of the American builders. 

Naturally we discussed among ourselves over and over and over 
again as to how we could make a diesel do this job, recognizing that 
with the increase in the price of fuel and the increase in horsepower, 
we had to find some way of taking advantage, 1f possible, of the high 
thermal efliciency of the diesel engine versus the gasoline engine. 

I might state right here that at that time both of them operating 
under optimum conditions, the difference bétween the efficiency of one 
was about in the order of 18 percent in the gasoline engine and 36 to 
3¢ percent efficiency in the diesel. I don’t mean to say that that is 
what the efficiency 1s out at the rim of the wheels, I am talking about 
tle engine per se. 

Now another characteristic is this: that was vital, and I might add 
this, because it is going to come into the story somewhere along here, 
if I have a chance to cover the whole thing completely. 

The diesel engine thermal efficiency oharacieristic or habit, if you 
will, is this: its efliclency curve or thermal efficiency curve is, so to 
speak, flat. In other words, idling with a very light load, not puttin 
out any horsepower, it has the same thermal efficiency as it has at full 
horsepower. Now when we go to the autocycle or gasoline engine, as 
it is commonly known, which is the engine with the carburetor, spark 
plugs, and so forth and so on, the efficiency curve is what we call in the 
engineering world a drooping curve, that is to say that when the 
engine is idling, like when you are standing in your automobile waiting 
for a red light, the engine is at most ineflicienct point on its efliciency 
curve. It is atthe bottom. | 

And as you speed the engine up to horsepower and finally get clear 
up to its maximum power, it has its maximum economy, in other 
words, its maximum thermal efficiency. 

Now in locomotives as well as in your automobile, there is the load 
factor, as we call it, involved. In other words, if you could run an 
engine full horsepower all the time for a given period or increment 
of time of 1 hour or whatever you want to call it, you would have a 
100-percent load factor. You don’t do that in your automobile or on 
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the streets, and so forth. Your load factor of the engine is in the 
order of 15 percent. 

Now then, out on the railroad in these locomotives and in o ion 
our load factors varied. We had discovered that the load factor in 
switching operation, that is, the locomotive built for switching cars, 
was in the order of from 15 to 30 percent. It varied depending on 
the assignment. When we got into passenger operation, it could vary 
some, but would normally be in the order of 60 percent. When we get 
into freight service, we can get it up into the 80-percent. load factor. 

Now, then, the gasoline engine operating on a relatively light load 
factor was a very inefficient animal because we were not working at 
the optimum efficient point, we were working way down the line. But 
the diesel engine, due to its inherent characteristics, when we put that 
in in place of the gasoline engine, we had a curve that was perfectly 
flat. 

The engine is just as economical, thermally speaking, when it is 
idling or running at a 10-percent load or a 20-percent load as it is 
at a 100-percent Toad. So for the problem that we had to deal with 
here, which was purely an economic problem at all stages, purely 
an economic tool that we were dealing with, then we had to deal with 
something that had a fundamental optimum economic characteristic, 
and that was the diesel engine. 

So naturally we struggled along to see if we could not produce 
among ourselves at Winton a diesel engine that was suitable for this 
job. 
Mr. 3urNs. Was that development of a diesel commenced before 
1930 at Winton? | 

Mr. Hamitton. Oh, yes. Winton at that time—I am still talking 
about the late twenties, 1928 and 1929—we commenced to recognize 
this problem, that we had one ahead of us, and we had to do some- 
thing about it, and we started on the distillate experiments as a side 
issue, but it was there all the time as a problem. 

Now the whole industry, the diesel industry in this country and in 
Europe, was working on this problem of doing this: reducing the 
horsepower weight ratio that had prevailed in the diesel engine de- 
velopment the world over at that time. 

Those that had accomplished the most, some in this country, some 
in Europe, had finally got down to where they were willing to talk 
about and sell you an engine and guarantee it to have a reasonable 
commercial life that weighed in the order of 60 pounds to the horse- 

ower. 
: Mr. Burns. Was that a stationary engine or one that was on 
wheels. 

Mr. Hamitton. They seldom sold them for stationary. They were 
sold generally for boats in those times. That was primarily marine 
practice. There was no mobile power at that time I am talking about, 
with moderate exceptions. 

There are some, and the story was given here yesterday, that is, as 
to the development of that character. But in principle, I am talking 
about the status of the diesel engine art at that time in this country 
and Europe. 

Now it is true the Germans had built lighter weight diesels than 
that, had developed them for their submarines and our own people 
had them in this country and our own Navy had them. 
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And getting back to the point which we left on the shelf a while 
ago about Westinghouse coming into the picture in the late twenties, 
the Royal Automobile Society in England had taken a position that 
the English Government should support the development of a diesel- 
type or engine or a diesel cycle engine for lighter-than-air craft, and 
dient experience with the Zeppelin bombing in England, which was 
only a scare, but they had it and they had not gotten over it yet 
after the First World War, so the Beardsmore people in England 
‘were commissioned by the Royal Society to develop a lightweight 
engine primarily intended for lhghter-than-air craft.. 

enator O’MaHoney. Commissioned by the Royal Society ? 

Mr. Hamiiton. Yes. 

Senator O’Manoney. With Government support? 

Mr. Hamitton. That is right. Now then, they made tremendous 
‘progress in building a diesel engine of relatively light weight. Now 
all the details of that I don’t know, but it does not make too much 
difference, because the end result there that we are concerned with 
is this: That at one stage the Beardsmore people in their development 
felt they had a commercial product, and te Canadian National Rail- 
ways in Canada decided to build some gas-electric cars and use an 
engine that Beardsmore would built following their development and 
‘experiment with this lightweight design. 

Those engines were sent over to Canada by the Beardsmore people, 
and the cars were built in Canada, the electric equipment in this 
-country, and sent up there, and the engines and the whole apparatus 
was installed by the Canadian National Railway in their own shop, 
-and those cars were put in service. 

Mr. Burns. Was that gas electric or diesel electric ? 

Mr. Hamitton. That is this Beardsmore diesel I am talking about. 
“That engine weighed on the order, if my memory serves me, of about 
15 pounds to the horsepower, instead of the 60 I was telling you about 
that prevailed the world over. 

So shortly after that, after those cars went in service in Canada, 
the Westinghouse Electric Co. in this country made some sort of an 
arrangement with the Beardsmore people to build that engine in this 
-country themselves, and they did. 

They took on the manufacturing en or what have you, and 
they built the engine themselves, and sold quite a number in the form 
of a motorcar, 500 horsepower, and as I remember, the weight ratio 
of the engine was in the order of 15 pounds to the horsepower. They 
‘built quite a number of those, placed them in service on the different 
railroads in America at that time. 

Now, they eventually quit that activity. Just exactly when they 
quit it, I can’t recall right now. They quit it because it did not work 
out economically for some reason, and they decided to abandon the 
idea. 

But that is the first introduction on any scale of consequence that 
I am familiar with of the diesel engine of the lightweight character 
in this country, so far as mobile power is concerned. 

Mr. Burns. Then in what period was that ? 

Mr. Hamiztton. That was 1927, 1928, 1930, in the late twenties. 

Mr. Burns. How did that compare to the weight ratio to horse- 
power of the gasoline engine which you were making and selling ? 

Mr. Hamittron. Just about on that order, just about the same. 
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Mr. Burns. Then they had solved one of the major problems as 
far as the use of a diesel engine on wheels is concerned ? : 

Mr. Haminron. Yes, they had. There was one joker in it, though, 
apparent): The joker was this: That the engine was built by watch- 
makers apparently, and the minute something happened, the minute 
a piece failed and had to be replaced, you just about had to have that 
individual watchmaker on the job that built the first one the first 
time in order to get the engine back in shape. 

That was the experience in Canada, and apparently, and this is an 
assumption on my part, but knowing the story, knowing the problem 
per se, apparently what happened was that when Westinghouse had 
to manufacture that engine, manufacture the pieces off of tools and 
with the standards of mechanical workmanship that we could nor- 
mally employ in a factory, the engine was not a success. 

For instance, I can recall in one circumstance being told by one of 
the officers of the Canadian National Railway that they had to send to 
England to get workmen to fit the pistons. They were not able to 
do it and they were lapped in by hand. 

That means just the way a jeweler fits a bearing in a watch, the final 
operation is a lapping operation, and that is what they did, and it 
would take a man 2 days to put a new piston in 1 of these engines that 
failed, just to lap it in a little bit at a time, make a couple of move- 
ments, take it out, put it through a set of mikes, put it back in, put a 
little bit of emery dust on it, make 2 or 3 more movements, bring 1t out 
and go through that operation. 

Now, it was an engine that required, it was so delicate, so highly 
designed that it required some sort of workmanship to function. 
When they tried to make it on tools it became an impossibility. It 
did not function. It was erratic, didn’t stay together. Pieces would 
fail, so I am sure that is the reason why Westinghouse decided it was 
not a commercial proposition. 

Mr. Burns. But at that point, from the scientific standpoint, they 
had solved the problem? 

Mr. Hamiiton. That’s right. 

Mr. Burns. Of makin 

Mr. Hamixton. It al be done. But on the other hand, the Ger- 
mans were making a 10-pound engine before that, but they were 
doing the same thing. It was so involved with so many auxiliary 
“gadgets” and such refined workmanship and design that to manufac- 
ture it at any reasonable price—the way to make things in America—it 
was an impossibility. 

The Germans could do it with endless craftsmen of every character 
and a relatively low cost per hour, and men that had spent their 
lives at one individual job, why, they could build it, but we could 
not build it in this country that way. 

So the Germans had a 10-pound engine even then, but that was 
about as nice a job that I know of that was done by anybody at that 
stage. 

In this country to build an engine that would live on the railroads 
or in the kind of service that we are talking about, anybody’s engine, 
I don’t think there was any exception to that rule including Winton ; 
the best you could do was in order of 60 pounds to the horsepower in 
1928, 1999, and 1930. 
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And there was another factor in there, too, and that was the crank- 
shaft speed. The fastest running engines in that period were in the 
neighborhood of 400 to 450 revolutions a minute. That was ideal 
for boats because you want a slow propeller operation, anyway, so 
there was no great problem there. 

But when it came to our business where we were running a generator 
and the weight of a generator is in inverse proportion to its speed, 
revolutions, so to speak, in other words, if you run it 450 revolutions 
a minute it will weigh, we will say, a thousand pounds—that is not 
so, but then that is relative. And if you double up the speed to 800 
revolutions then you can make a generator at 500 pounds that would 
have the same capacity. 

So when we talk about a generator delivering a lot of horsepower, 
turning over at 450 revolutions, you are talking about a machine that 
weighs more and costs more than the whole engine itself. So that was 
not practical in our book. 

It was in our estimate that we had to have speeds of 800 revolutions 
or more to make a successful electric transmission, in view of the 
weight factor involved. 

So we decided at that time, Winton and ourselves, that we would 
take one of their engines and experiment with it. So we took a marine 
engine and tried it out and found that all the factors that we knew on 
paper were so. The next step was this: we took 1 of our 8-cylinder 
400-horsepower gasoline engines and converted that into a diesel and. 
rated the horsepower back to 300 as against this normal rating of 400, 
and we put that out in a switch engine and tested it for about 90 days 
or 6 months, I guess, altogether on a railroad in Cleveland, and found 
out a lot of things. 

We found out two things were wrong. One is that the injection 
system, that is, the means of putting fuel into the engine, which is 
simply a pump with a lot of pipes and valves and so forth, operating 
with a camshaft that squirts a little oi] in the cylinder at the right © 
time when the engine is running, that is the means of supplying the 
fuel on diesel engines, that that mechanism was not as developed at 
that time in the history of the whole industry, and the mechanism we 
used was built by the Vickers people in England, who were the lead- 
ing designers of the so-called diesel injection system at that period, 
that it would not do the job because it was erratic in operation. 

We could not get them so tuned up so that you would get an even 
explosion throughout the engine at all times. One cylinder would 
have more fuel than the next. The result was we put a twisting and 
winding motion on the crankshaft and pretty soon the engine came 
apart. That was one trouble. 

The other trouble is that the tubes and pipes and all the other things 
that carried this fuel under such high pressure, 6,000 or 7,000 pounds 
to the square inch, would not live. And at that time nobody knew 
how to make tubes and joints. 

We did not have the metallurgy that we have today, so the result 
was we had leaky pipes and jomts after we had the locomotive in 
service where you got a lot of vibration coupling in the boxcars, you 
get shaken up and so forth, and every time you would do that you 
would snap off one of these pipes that had 7,000 pounds of pressure 
init. They were made out of material that would not take it. 
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So we decided at that stage that the answer was we had to develop 
an enirey new injection system, start at scratch, if we were going to 
make it. 

Then after we got that done, we had to learn how to make the rest 
of the structure, and we had to reduce the weight if we were going to 
have a commercial engine, from about 60 pounds to the horsepower 
down to 20, which seemed a fantastic program. 

Anybody that remembers the newspapers telling us all about it in 
those days of the problem of getting the weight of the internal-com- 
bustion engine down for airplane service, a long pull getting it down 
from 6 or 7 pounds to the horsepower to 2—eventually we got it down 
to a fraction of 1, but there were years involved there. 

Now we are talking about the same problem, only we are talking 
about taking an engine that weighs 60 pounds and bringing it down 
to 20, and to double its speed and at the same time increase its life, 


its useful life of the parts. That was the problem that faced us in. 


1930. 

Naturally we knew—we sent engineers to Europe to see what was 
going on over there and they brought back their stories. 

And here and there you would find a little information, somebody 
had done something over there, and we put those things together to 
see what kind of a picture it made. We finally came to this conclusion, 
I did, anyway, that the development was clear out into the pure re- 
search field to get over the barriers. There was nothing known, 
nobody had done anything specific that you could combine together 
and accomplish the objective yet. We had to go clear and far afield. 

We had to learn to build a structure for the engine that would take 
2 and 3 times the stress that we were using at that time. We had to 
develop bearing materials that would carry bearing loading, in other 
words, pressure per square inch way out beyond what was being used 
successfully at that time even in the airplane world, for that matter. 

We had to develop valves that would stand the higher temperature 
condition than we had before and pistons that would have to stand it 
because the engine had to be small, if it was going to be light, and if it 
was small that meant each cylinder had to do more work, the heat was 
going to be greater. So we had to work in the realm of temperature 
ranges in pistons that nobody had been working in before. 

Well, on top of that, we had to evolve an injection system, new from 
-he ground up. I came to the conclusion on my own—and I won’t say 
Laat if Mr. Codrington was here today he would support me entirely, 
Decause his concept was a little different from mine, but this was 
tnine—that where we stood at that time, it would cost in the order— 
und that was simply a figure taken out of the air, Mr. Senator, there 
was no place else to get it—about $5 million in the engineering develop- 
ment to learn how to make the kind of an engine suitable for this job 
that we were talking about. 

Now, if we learned how with $5 million, then there would come the 
capital required to tool up to manufacture, because the experience 
of Beardsmore, or Westinghouse with the Beardsmore engine, the 
experience in Europe trying to build in any other shop except the 
original shop the little German diesel that was used in our submarines, 
taught us definitely and specifically that if you can’t build something 
that is well enough designed initially, fundamentally that you can 
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manufacture from tools, jigs, and fixtures, then you had better not 
tackle it. 

Now, it could be done. I will point out another story here. I am 
going far afield, Mr. Burns. I hope I am not getting this too in- 
volved, but I want to point out one thing to make my point on that 
right there. , 

he first exhibition of what can be done on tools that I am aware 
of definitely, by making things on tools that can be uniform and one 
piece fits where the other fits regardless of whether it was originally 
installed there or not, was after the war and the English Royal So- 
ciety again ran this sort of an examination. 

Among other things, there were a lot of tests at that time of products 
that were developed during the war, French vehicles of all kinds and 
English vehicles and ours, and so on, airplane engines, and all that. | 

Among the things they did then and that astounded them was this: 
we had in Europe a lot of staff cars, a lot of them at that time, and 
those staff cars were Cadillac 8-cylinder engines. I had nothing to do 
with General Motors in those days, so I am not ringing a bell for 
General Motors. 

Mr. Burns. This is after the First World War? 

Mr. Hamiton. This is after the First World War; 1919 I am 
talking about now. | 

Cadillac had introduced an 8-cylinder engine in 1915 in their auto- 
mobile. That was their first jump from the old 4-cylinder engine. 
And at the time they built that engine, they had tooled up to manu- 
facture, make all pieces alike and absolutely interchangeable to a 
maximum and minimum tolerance that nobody had ever thought of as 
being possible and practical in pieces that big. 

Now, we do it in watches and we do it in adding machines, and we 
did it in typewriters and cash registers to some extent, but nothing in 
those things has any hard work to do, so it doesn’t mean too much. 
Here we are talking about something that has got to work hard. 

So the Automobile Society of England didn’t feel that the stories 
they got about these machines being built on a production basis, all the 
pieces being built on a production basis, all the cars assembled out of 
one bin of pieces by a flock of mechanics at the other end of the plant, 
they didn’t believe that story. 

So what happened was they took 2 cars, tore down the engines com- 
pletely and mixed up all the pieces, just scattered them around in a 
pes: and then they brought in a mechanic, turned him loose and asked 
im to assemble the 2 engines, which was done. 

When they got the engines assembled, they took them over and put 
then on the test stand, each one of them went right up in horsepower 
to its norm. , 

' Senator O’Manoney. The triumph of standardization. 

Mr. Hamirron. Exactly. Now, then, getting around to our prob- 
lem here in 1930, we knew we had to design an engine that had the 
physical characteristics that I am telling you about. It had to have 
800 turns, or better, in speed, it couldn’t weigh over 20 pounds to the 
horsepower, and it had to have X life. 

To do that, we had to manufacture it on tools. And I said $5 
million to design it, and maybe another $5 million to build the tools 
and equipment to manufacture it. So it was a $10 million project, as 
we saw lit. 
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We didn’t have $10 million. In fact, I doubt whether there was 
$10 million of venture capital in the whole diesel industry at that time, 
I am talking about venture capital, willing to take on a project so 
farfetched as that. 7 

The proof of that is that Sane ee of Winton Co. said: “You are 
shooting for the moon. If you do half that well, it will take us a few 
years. Youcan stil] run a locomotive with it.” 

We said, “No, that is only going halfway in, there is no use of doi 
this halfway. If you can’t go all the way in, you had better not start.” 
So that 1s where we stood. . 

Now, when 1930 came on, as we all know what happened to the busi-. 
nesses of the country that followed the stock market crash in the fall 
of 1929, Winton’s business was pretty badly shot, our business was zero, 
and we were stymied with this problem of not having a product that 
the railroads were interested in buying. 

They said, “We want bigger horsepower, we will take 1,500 horse- 
power, 2,000 horsepower, to haul all these trains and do all these things, 
if you come up with enough engine and it has economic possibilities,” 
and there she sat. 

So at that stage—and I am not familiar as to how this came about 
because I had nothing to do with it—at about that stage in time, the 
Winton Engine Co. was building some diesel engines for yachts for. 
officers of the General Motors Corp. In fact, I think there were 4 
of them involved at that time, 4 boats involved. 

The result was a lot of contact back and forth between the manage- 
ment of the Winton Engine Co. and the General Motors people, be- 
cause these were all topflight officers of the corporation that were 
buying these boats. Now, that went on for quite a period of time, 
and these engines finally got in process of manufacture. 

Now, during that period Codrington told me one day, he said, “You: 
know, you and I have talked a lot about how we are going to solve a 
lot of our problems.” Now, during this period of trying to decide 
how we were going to solve our problems—and that meant getting 
capital into the business somewhere, somehow, and capital that would 
not completely control us and dominate us—we had examined all of 
the engine builders with the idea that we might consolidate 1 or 2 of 
them, or do some other thing and get a situation in motion where we 
could get the capital and go ahead with our engine development. 

Senator O’Manoney. This is capital that wouldn’t control ? 

Mr. Hamixtton. That’s right; capital that wouldn’t control, so that 
we could still manage the business and carry the project that we were 
shooting for, carry it on. 

We decided that didn’t exist among the diesel-engine builders at 
that time. We were quite familiar with the engineering ability and 
the mental attitude of nearly all of the major companies. We had 
relations with them, one way or another. So we were at our wits end. 

We did not know at that stage what to do about it, until finally 
Codrington said to me, “There is a possibility that the General Motors 
people would be interested in buying the Winton Engine Co.” 

At that point he and I sat down and took a long look as to what 
would happen to us and what that might lead to if they did that, 
thinking entirely in terms of our development program, how we 
wanted to expand, and particularly as related to the railroad end, 
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because we were the largest customer they had, and it was quite im- 
portant to Winton in the volume of business. 

We took a long look at that one, and decided that, well, after all, 
General Motors has what we need. We need tremendous research 
facilities in the form of talent and laboratories, with all of the neces- 
sary instrumentation and all of the apparatus for testing, clear on out 
into pure research, if necessary. They had plenty of capital, they are 
in the habit of doing things of that kind. That is the way they had 
evolved their automobile. 

So on the surface, it looked like the right kind of people to be tied 
up with. It depends, as I saw it and as I said then, on their attitude. 

Now, you would be talking to them about heavy industry and some- 
thing they are not accustomed to, when you talk about big engines and 
stuff on the railroad, and it won’t be a volume business, they may turn 
you down. You may scare them when you tell them what sort of 
business this is. But if they go along, why, it will be a natural. 

Well, that is what happened. They did goalong. What Codring- 
ton said to them, who started the thing, whether it was General Motors 
or some individual in General Motors, or whether it started over 
banter or how it got going, I don’t know. I don’t know anything 
about that. I wasn’t involved. I just heard the story. 

The only point that I can contribute there that is definite and factual 
is that after General Motors had made a deal and they had bought 
the Winton Engine Co. and owned it, and they had made it a subsidi- 
ary. From that point on, of course, we were dealing then with a 
subsidiary of General Motors, that is, Winton Engine. Codrington 
and staff, and everybody, remained the same. There was no change 
in personnel. 

I, of course, was delighted, because I thought, “Allis right.” In the 
meantime, I had got acquainted with Mr. Kettering. He had been 
back and forth. In fact, one of the boats being built involved his boat, 
and two of the engines built there were for his engine, for his boat, so 
I saw a lot of Mr. Kettering. I never knew him up until that time. 

Mr. Burns. Is this before or after GM bought Winton that you met 
Mr. Kettering? 

Mr. Hamuiton. I think I met him before that, but if so, it was at a 
lunch or something, because I had no business with him, and I can’t 
say that I talked to him specifically. 

e may have had offhand conversations. But it became serious as 
soon as Winton was taken over, then he was there, and we had lots of 
long talks and I commenced to shape up and tell him then what our 
De lem was in our business, just where we had become stymied and 
why. 

enator O’MaHoney. You have told us about the negotiations 
which Mr. ag ae suggested 

Mr. Hamitton. Which he suggested to me. 

Senator O’Manoney. Yes; for the sale to General Motors? 

Mr. Hamitron. Yes. 

Senator O’Manoney. That was the sale of Winton ? 

Mr. Haston. That’s right. 

Senator O’Manoney. What about Electro-Motive? 

Mr. Hamiuton. I am leading up to that, Mr. Senator. It follows 
right along there. 
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Senator O’Manoney. Off the record. 
Discussion off the record.) 
enator O’Manoney. Back on the record. 

Since you have referred to Dr. Kettering, I want to say for the 
record that today I have received the best lecture on technology that 
I have heard since Dr. Kettering testified before the TNEC, of which 
Iwasthe chairman. You have developed your facts in a very orderly 
manner. 

You have shown how important it has become in the field of tech- 
nology to turn from the lapping operation to the standardization 
operation, in order to produce the volume and the kind of machines 
that were required. 

Now, perhaps to illustrate why this committee 1s in session, I want to 
say merely this: that the human question is whether it 1s necessary to 
standarize human beings as well as machines to obtain the sort of 
technological progress that we need and the sort of society, free society, 
which has been the aim and objective of all political thinkers in this 
country since the very beginning, and which is now the aim of our 
international policy with respect to international society. 

It is the machine versus the man, the machine in the political field 
and international field being the Communist society or the Fascist 
society, the man being the individual human person who should be 
permitted, who should be free, if our ideals are to be carried out, to 
rise above the machine. 

I am very pleased indeed, Mr. Hamilton, that you have been with us 
this morning, and I think our session this afternoon will also be pro- 
ductive of good results. 

Mr. Hamitton. Thank you, Senator. 

Senator O’Manoney. The committee will stand in recess until 1: 45. 

(Whereupon, at 12 noon, the subcommittee recessed, to reconvene 
at 1:45 p. m. of the same day.) 


AFTERNOON SESSION 


Senator O’Manoney. Mr. Burns, are you ready to proceed ? 
Mr. Burns. Yes, Senator. 
Senator O’Manoney. You may proceed. 


STATEMENT OF HAROLD L. HAMILTON, ACCOMPANIED BY HENRY 
M. HOGAN—Resumed 


Mr. Burns. Mr. Hamilton, do you recall at what point you were 
when we recessed? Do you want to commence from there? 

Mr. Hamittron. Yes. I think it is well to do that. 

Mr. Burns. Yes. | 

Mr. Hamitton. We were at the point where General Motors Corp. 
had acquired the Winton Co., but no negotiations as yet had been 
started in connection with Electro-Motive Corp. being acquired. 

Now, before I get into that. point, there was a gap in the story there 
if it is not brought into the picture at this point, which will not be 
easy for me to explain just exactly why the final decisions were made 
by Electro-Motive people to join up with the Winton and the General 
Motors group. . 
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Senator O’Manoney. May I suggest that it would be helpful now if 
you would tell us who the executives were in each group, in Winton 
and Electro-Motive at this time. 

Mr. Hocan. This is 1930. 

Senator O’Manoney. Yes. 

Mr. Hocan. After the Winton acquisition. 

Mr. Hamitton. Well, my memory may be, so far as the Winton 
group is concerned, a little hazy. 

Senator O’Manuoney. Well, you can clarify that for the record 
afterward if you desire. 

. Hammiton. Mr. Codrington was president of the Winton Co.; 
and a man by the name of Freiberger, I think, of the Cleveland Trust 
Co., was a director and also an officer, as I recall it, and a man by the 
name of McKinstry was secretary, but I cannot at this moment give 
you the names of the balance of the directors. I do not remember 
who they are. 

Senator O’Manoney. It will be possible to find that out, of course. 

Mr. Hasuiton. That information is available, but I just do not 
happen to recall. 

enator O’Manoney. Were they associated with any other similar 
enterprises ? 

Mr. Hamitton. No. In fact, Iam quite certain that most all of them, 
the people in the financial world, all the balance of the directors, and 
one of those, Freiberger, was the Cleveland Trust man—I think all 
the ti of them were financial people, if my memory serves me cor- 
rectly. 

Senator O’Manonry. Well, we can get that very easily 

Mr. Hamitton. But I would not make that positive. 

Senator O’Manoney. With respect to Electro-Motive? 

Mr. Hamirton. In that case, I was president of the company, and 
we did not have a vice president at that time. He had died shortly 
before. A man by the name of Peddler was secretary and treasurer. 

As directors we had a man by the name of Blythe, who was a 
member of the firm of Ernst & Ernst; a man by the name of Nelson 
who was an officer of the Union Trust Co.; a man by the name of 
Jeffers who was—I do not know whether he was an officer or not, 
but he was connected with the Aluminum Company of America. How 
many have I named? I do not remember now. 

Senator O’Manoney. It is not necessary to tax your memory. 

Mr. Hamiuron. That is about as far as I can go at the moment. 

We had several deaths among our stockholders—that was at the end 
of the twenties—and those men had been directors; and when those 
men stepped out, we brought in bank people because of the estates. 

Senator O’Manoney. How much stock was outstanding in Winton? 

Mr. Hamiron. I cannot tell you that; I do not know their financial 
structure. 

Senator O’Manoney. How about Electro-Motive? 

-Mr. Hamiton. Well, there was—meaning shares or in dollars, or 
how: do you mean how much was outstanding? 
Ps O’Manoney. Well, in shares and the par value of the 
ares. 

Mr. Hamitton. Well, there were about, as I recall it, 18,000 shares 

which had been issued a that time. 
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Senator O’Manongy. Who had control ? 

Mr. Hamitron. I had the largest block of stock, and the control 
was in the hands of no one individual. There were several groups 
that controlled it, if they added theirs to mine, but there was no 
individual that had soni: 

Senator O’Manoney. What was the value of the stock at this 
time ? 

Mr. Hamixton. In the order of $100 a share. 

Senator O’ManoneEy. Thank you, sir. 

Mr. Burns. Will you continue. 

Mr. Haminton. We were talking about the period in the summer of 
1930. 

Now, in order to establish our state of mind and why we decided 
to go along with eventually joining up with General Motors: There 
was another development that had run along somewhat parallel to 
ours. It had started back in 1924 and 1925, 1925, I think, really, and 
that consisted of an arrangement or a working arrangement between 
three companies, one of them being one of the major locomotive build- 
ers, and they worked out a program and byilt a small, what they 
called, switching locomotive, and it had a diesel engine in it supplied 
by one of the group. 

Mr. Burns. Which companies were those? 

Mr. Hamitton. Those were the Ingersoll-Rand, Genera] Electric 
Co., and the American Locomotive Co. 

They built, first, a small switching engine, and it, in principle, 
ofher than the fact that it had a diesel engine, small diesel engine in 
horsepower, it followed the same general practice and had all the 
same characteristics of the motorcars that we, rail motorcars that we, 
were building. 

In fact, the people who did the layout and the design were the same 
group of engineers in the General Electric Co. at Erie that had worked 
quite along with us, so all they were doing was just starting off on this 
same track. 

Throughout the balance of the twenties, from that time on, 1925 
until, we will say, 1930, that group of companies, together with 1 
or 2 others—I cannot go into too much detail on that—includi 
the Westinghouse Co., with their engineers, built a variety of diesel 
switchers and sold them for specialized purposes. 

Now, apparently the initial application of those locomotives was 
largely in a specialized application. They were used where smoke 
ordinances had come into play, for instance, like in Chicago, being 
one case. 

They were used where industry had a fire problem or where they 
had cars inside of a building, like the Merchandise Mart in Chicago; 
the railroads had them there because they could run under the building 
without steaming and smoking up the place and introducing a fire 
hazard. 

Quite a number of them were used over the country in that general 
Way. | 
The first engine was 300 horsepower, a rating of 300; the locomotive 
weighed 60 tons. 

Now, following that, they eventually built engines up to as high 
as 600, as I recall it, horsepower, and built larger locomotives of 
similar character, and the locomotives weighed more, and so on. 
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There were quite a number of those in service by 1930 in different 
parts of America. 

Now, I watched that development very carefully. I used to go 
and ride those locomotives occasionally when I was some place where 
some railroad had one that we knew it well, and we would ride it, 
and get the feel of its performance, because I had a feeling then that 
they were on the right track, and I was curious to know what the 
mechanical makeup of the jobs that they had done were, and so on. 

Riding the locomotives and talking to the railroad people at that 
time, I learned what their complaints were, that is, why they seemed 
to be limited in their enthusiasm as to their possibilities of a success- 
ful commercial product and as a good piece of motor power on the 
railroad. 

So I thought I knew what was wrong in the minds of railroad 
people. So we decided to see if we could not do something to find 
out whether our judgment was right. 

Therefore we built a smal]l—2 or 3, in fact—switch engines weighing 
in the same category, about 60, 65 tons, and we put a 400-horsepower 
gasoline engine in them, and they were sold to one of our eastern rail- 
roads, so we had a chance to see what happened when we had about 
the same kind of a locomotive as the other people were building at 
that time. 

We did not consider ourselves competitive at all, but we had this 
locomotive with that type of an engine in it. 

Mr. Burns. This was before you were taken over by General Motors? 

Mr. Hamitton. This is along about 1927 I am talking about because 
it is a development which ran parallel. 

Mr. Burns. Yes. 

Mr. Hamitron. Then we also built, for one of the western railroads, 
a locomotive with 2 of our 400-horsepower engines in it, 800 horse- 
power, and they were used for the line operation, and freight service 
hauling up to 30, 40 cars. When they were not out on the main line 
or out on the branch line, they used them in the yard for switching 
purposes, so we had a chance to ride them and see what happened. 

One of the things that the railroads apparently did not like about 
the diesel of that period was their sluggishness, their inability to do 
other than to push cars around. 

They did not, apparently, have the acceleration or the pickup, as 
we call it in the automobile world, that they needed and required 
if the engine was going to be used in yard service and general switch- 
ing, particularly where they break up cars and kick them down the 
track. They wanted something that has got some action to it. 

So they would say to me, “Fine, but we can take one of these little 
ge aeel sear engines out here that does not weigh any more on the 
drivers than that locomotive and do twice the work in the same number 
of hours here in the yard as we can do with that? 

“Tf you want to push a lot of cars up the coal chute or where 
the adhesion is bad or the curves or grades are bad, then the diesel has 

t it, because they will lay down and pull all that 1s loose in the yard. 
But when it comes to fast movement they are out.” 

I thought I knew the reason for that, but I was not sure. But after 
we built these locomotives I am talking about, with the gasoline engine, 
we found out quickly that we were right. 
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What happened was that the diesel engine, due to the nature of 
the design at that time, big heavy pistons, big heavy rods, big heavy 
crankshaft, slow turning, big armature at the end of the crankshaft, 
the inertia forces of that rotating mass were so heavy that when you 
opened the throttle it took that engine a long time to get itself wound 
up to where it could deliver its power to the drivers. In the meantime, 
the engineer was disgusted with it because all he could do was shove 
cars really; he could not kick them. That was, in effect, what was 
wrong. 

When we put the gasoline engine in there, we had an engine that 
had quick acceleration more like an automobile engine. You open 
the throttle, and it is up to speed right away, so you could kick cars 
up to the limit of the weight on the drivers; all that was controlling 
the acceleration was adhesion. 

It would kick cars, and the 800 horsepower we had on the other rail- 
roads, it was a lively switch engine, very useful. So I had made up my 
mind there that Electro-Motive, including Winton, were not in a posi- 
tion to build an engine at that time, a diesel engine, any better than 
what these people were using. Ours was at the same point so far as 
technological shamaceectics are concerned. The rods were heavy, the 
pistons were heavy, and the shaft was heavy. The pistons were slow. 

So we could not do any better than they were doing, and it was not 
in the book at that stage for us to go into the switch-engine business. 
That is what it added up to, because we did not have an engine. We 
could not do any better than they were doing, and the railroads would 
only buy them for specialized application. 

Further proof of cat point, I think, is this: Now I am dealing with 
memory, and I do not want to be pinned down as to absolute dates, 
but up to that time I think probably the largest order ever placed 
for i eee or what would be called a locomotive involving an 
internal combustion engine was by the New York Central Railroad, 
as I recall it, and it was the result of ordinances passed around New 
York excluding the use of steam locomotives in certain areas. 

To meet those requirements, the railroad, in conjunction with sev- 
eral builders, being the New York Central, I think their historic 
relationship was American Locomotive, so I am sure it was the Amer- 
ican Locomotive and GE, and one of the big battery companies—here 
is what they did: they built a locomotive in which was primarily a 
tremendous storage battery. All the other characteristics were the 
same. 

It had trucks on it, it had a cab on the top, and the cab was loaded 
with immense storage batteries, and they put a diesel motor and 
generator to charge the batteries, so that the engine ran at constant 
speed, delivering horsepower all the time, building up the capacity in 
this battery, and inasmuch as the job to be done in these particular 
isolated spots around Manhatan, the Manhattan area, was one in 
which they needed a lot of horsepower when they were working, they 
did not work very long, but when they did work they wanted lots of 
horsepower, so this little engine was busy churning along, charging 
these batteries, and when they were ready to go to work they had lots 
of horsepower, they could kick cars and move cars, and do the job 
quickly and fast and sharp. 

Now, there were 52 of those. That was, by far, as I recall it now, the 
biggest order, by far, up to that time placed. 
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But it proved the point I am telling you; I am telling you that tale 
to prove the point I am after here, and that is there was not anybody 
in this country apparently who knew how to build a diesel engine 
that would make a good switching locomotive at that time, and that 
included ourselves and Winton and all the rest of them. We could 
not have done any better than the boys that did the other job. 

Now, that helps to establish the state of mind of Electro-Motive in 
the fall of 1980 when Mr. Codrington came to me and he said, “You 
know, while you think you are in a pretty nice position, you still have 

ot a good source of supply for engines, and we are going to go places 
in the development of a new engine, I think it may be we might induce 
or General Motors might be interested in taking Electro-Motive into 
the picture, and we would all be in the same family.” 

Well, it is true enough that the economic conditions at the time were 
bad. We know we were in the thirties, and we were still on our way 
down. The future was an uncertain and unknown quantity. 

Electro-Motive was in a very healthy position. We had built up a 
substantial reserve, but 2 or 3 or 4 years without any business would be 
quite a drain, and I was not sure the depression was going to end an 
faster, and on top of that the question was what have we got to sell. 
We did not have anything to sell. That is what it added up to. 

In the meantime, I had been talking with Mr. Kettering, and he 
and I had many talks together with our feet up on the chair some 
place thrashing around the problems that went along in doing the job 
we were talking about, taking the weight out of the diesel and reduc- 
ing the weight of the reciprocating parts and getting some snap to it, 
and furthermore getting some life into these parts, something that 
would live a while, and not have to put new bearings into it every 90 
days, and all that kind of thing. 

‘Bo I was receptive to what George, Mr. Codringtcn, was talking 
about. 

I talked it over with our people. We went over all the phases of 
it, and we were a closed corporation—there was no stock on the mar- 
ket, 16 was just a few of us who owned it—so we finally agreed that 
we might go along. | 

Eventually Codrington came around and asked me, “How much do 
you want?” 7 

So we talked that one over and decided what we wanted, and in 
due course a meeting was arranged in Detroit. I had a long talk 
with the vice president of the corporation who was handling the 
matter at that time, and we came to an agreement, and there was a 
stock exchange that took place. 

Ss O’Manoney. What was Mr. Codrington’s position at that 
time 

Mr. Hamitron. He was president of the Winton Engine Co., and 
the Winton Engine Co. at this time was a wholly owned subsidiary 
of General Motors, its purchase having occurred in June, and the 
period I am talking about was later the same year. 

So that we went into the group, as we called it, in the latter part 
. of December of that same year, 1930, and became a part of it, and 
again a wholly owned subsidiary, with no relation to the Winton Co. 
at all, except the fact that all the stock was owned by General Motors 
in both cases. 


2430 STUDY OF THE ANTITRUST LAWS 


Mr. Burns. At the time that Winton became a subsidiary of Gen- 
eral Motors, was it making any diesel engines at all for any purposes 
outside of those for the yachts, those special jobs? 

Mr. Hamiuron. Well, their engine fit into quite a few applications, 
but nearly all of them were marine, tugs, and yachts and small fishing 
boats and things of that kind. 

Mr. Burns. So they were making diesels? 

Mr. Hamitron. Oh, yes. They had a long line of them. They 
probably were the biggest line, that is, in size, horsepower, and differ- 
ent characteristics, as big a line, if not the biggest, in America at that 
time, variety, I should say, to pick from. 

Mr. Burns. Were they then one of the largest engine-manufactur- 
ing companies in America at the time? 

Mr. Hamaxton. Well, they were—I do not know—there were not 
any of them very big—but they were up where they were doing, I 
cae the volume of business, was probably about equal with any of 
them. 

I do not know any of them who were any larger, who had any 
larger volume than Winton. They were all about the same category. 

Senator O’Manoney. Were diesels being used for anything beside 
these marine uses of which you have spoken ? 

Mr. Hamitton. Oh, yes; oh, yes. The Winton Co. had more or 
less picked on the marine because they were always working toward 
a lighter engine with more crankshaft speed, and they were looking 
for applications for that type of an engine. 

Now, most of the big diesel builders, engine builders, of that period 
built engines for stationary application, which were still larger and 
still heavier. Some of them went up into the three, four thousand 
horsepower range, but they were big engines, weighed 200, 225 pounds 
to the horsepower. 

Senator O’Manoney. But they were not locomotives? They were 
not locomotive engines ? 

Mr. Hamiiton. Not at all. They fit big ships, big central power 
stations, and pumping stations, and where they set on a foundation 
or had a ship or something to ride in, where size and weight were not 
of such an important factor. 

Senator O’Manoney. Have any of the names of the corporations 
engaged in the building of such engines as you have now described 
been mentioned in these hearings ? 

Mr. Hamitron. Yes, one of them; McIntosh-Seymour. 

They are now, I think—I do not know just what the arrangement 
is—but my understanding is that American Locomotive bought that 
company some years back; they own it. Whether they have dissolved 
it or what they have done with it, I do not know, but it was a very old- 
established engine. 

They were steam-engine builders in the old days when they built 
steam engines, stationary engines, and then they went into the diesel, 
made big engines; one of the very fine old engine-building plants in 
America. They might probably be said—they probably built the 
finest. Corliss steam engine that we ever had in this country. 

Senator O’Manoney. Are those stationary still being built, diesel 
stationary ? 

Mr. Hamitton. Qh, yes. 

Senator O’Manoney. And not by General Motors? 
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Mr. Hamimton. Not by General Motors, no. 

We do not build for that, but there are many engine builders in the 
country that build big engines, and very effective engines. 

I think our industry is far ahead of the Germans or any of the 
Europeans. 

Senator O’Manoney. How many such companies are there; would 
you say? 

Mr. Hamitron. Oh, right now there are probably 5 or 6; there 
might be more than that. 

Senator O’Manoney. They are not involved in the locomotive field 
at all 

Mr. Hamirtron. No. 

Senator O’Manoney. Thank you. 

Mr. Burns. At the time, in 1930, what was the lowest weight-to- 
horsepower ratio diesel that Winton was making for any purpose? 

Mr. Hamitton. Well, that is a flexible thing, you see. If you build 
an engine, in other words, you build an engine, and an engine’s life, a 
diesel engine or any other engine’s life, is based on what we call mean 
effects of pressure; in other words, the amount of work it has to do. 

If you have a job where the load factor is light, the amount of work 
is Just a few peaks in it, then you can rate it higher in that application 
than you could if it had a constant heavy-duty job to do all ie time. 

But across the board, the average in Winton varied between 45 and 
60 pounds to the horsepower. 

Mr. Burns. What weight ratio did they use in these diesels that 
were put into the submarines? 

Mr. Hamiiton. Well, that is the next step, but the German engine, 
as I recall, it weighed in the order of about 15, 18 pounds to the horse- 

wer. 

Pe Mr. Burns. Were not any of those put in American submarines 
prior to 1930? 

Mr. Hamitton. It was my understanding that nearly all of them 
were; all of our submarines had them. 

Mr. Burns. Those that were made by American manufacturers? 

Mr. Hamitton. No, they were—I am not sure whether any Ameri- 
can manufacturers made any of those engines or not, but they were 
of German design. I cannot be sure now. I would not take a position 
on that. They could be—it could be that some American manufac- 
turers made some of those engines, based on German designs, but I 
cannot answer that one. 

Mr. Burns. Those were comparatively low-weight ratios? 

Mr. Hamiuton. They were very low-weight ratios, very compli- 
cated, full of all kinds of gear and almost impossible to manufac- 
ture them, very delicate and full of headaches no end, because par- 
ticularly of the piping and the outside design of them, with all the 
high pressures running around in pipes so that they were a headache 
in the Navy, and dangerous to the Navy. 

That is the reason why some of the other things that will come out 
here later, may come out here later, got into this picture. 

Mr. Burns. You stated previously that you were, perhaps, the 
largest customer of Winton. Did that cease around 1930 when you 
had these problems of selling to railroads when the cost of gasoline 
went up? Did you lose that position for a temporary period ? 
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Mr. Hamitron. As being the largest customer ? 

Mr. Burns. Yes. 

Mr. Hamitton. Well, I would say Provan y so. I think that 1929 
was the end of the motorcar business really from any volume stand- 
point of any consequence, but it was likewise somewhat the dropping 
off point in the marine business, so far as Winton was concerned. 

ow, we had some deliveries in 1930—I have forgotten what they 
-were—and Winton had some business in the thirties. Now what hap- 
pened percentagewise right there I do not know; I could not tell you. 

Mr. BURKE. During the few months after Winton became part of 
General Motors, up to the time when Electro-Motive also became part 
of General Motors, were you purchasing any engines from Winton ? 

Mr. Hamiztton. Oh, I think there were a few; there were a few motor 
cars being built at that time; we were buying some, yes. 

Mr. Burns. But your commercial activity was slowed during that 
period 3 

Mr. Hamitton. Very very slow. 

Mr. Burns. At that time was General Motors making any diesels 
of any type that you know of? 

Mr. Hamiiton. No; they were not. General Motors at that time, 
based on my conversations with Kettering—he had been thinking 
seriously along the lines of the diesel cycle as per se, not an engine 
or its application, but the diesel cycle per se, and that is the subject 
of our conversations of great length, so they had been thinking about 
it, talking about it among themselves, and I think he had run some 
experimental phases on certain parts of the | ere. but there had 
been no manufacture of diesels. They did not have any design 
even at that time. 

Mr. Burns. At the time that Electro-Motive became a subsidiary 
of General Motors, the extent of the development of a diesel locomo- 
tive was the extent to which your company and Winton had been 
endeavoring to develop a combination of the diesel engine with the 
electric transmission of this low-weight ratio ? 

Mr. Hamitton. We were stymied right there. We did not know— 
we knew, and I said that before this morning, and I will repeat 
again—our experience proved that so far as rail motorcars, and we 
could project the problems right on out into any sizes that we wanted 
to consider, there were a few fundamental laws involved there, that 
the prime mover, in other words, the engine, had to be limited in the 
order of 20 to 22, 25 pounds to the horsepower, in that bracket, to 
produce what we would consider to be a commercial product, and it 
had to have a few other eharacteristics, including this quick accelera- 
tion if we were going to build a switch engine, successful switch 
engine, that the railroads would buy and would consider as being an 
economic tool. 

The ones they were running, they did not consider an economic tool ; 
they were just a convenience. 

Mr. Burns. Now, what your company sold to General Motors was 
its stock, and this became a subsidiary; 1s that right? 

Mr. Hasiiton. It was a stock exchange. 

Mr. Burns. Yes. 

Mr. Hamitton. We took General Motors stock for our stock. 

Mr. Burns. I see. 
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What was the sales price upon which the exchange was based ? 

Mr. Hammton. Somewhere around $95 a share, I think, for Electro- 
Motive, and about $45 a share for General Motors at that time. That 
was the market price. 

_.Mr. Burns. Then you had about 13,000 shares at that time of Elec- 
tro-Motive? 

Mr. Haminron. Yes. 3 

Mr. Burns. Was there any understanding as to what further devel- 
opment would be sought by having your company and Winton to- 
gether in the General Motors organization? Did you have a specific 
program which may have been the reason why you sold your stock or 
exchanged your stock and joined up with the General Motors 
organization ! 

r. Haminton. Well, we did not have it on paper. Everybody 
involved understood what the problem was at that time. That prob- 
lem had been made perfectly clear, and I think if the facts were known 
I think the fact that there was such a problem of that kind existing 
right then, and at the time so intrigued Mr. Kettering, that he wanted 
to get right in the middle of that one, right now, and I presume that 
his influence on General Motors entered into their decision to put all 
these things together and really get at this job, because up to that point 
he had been thinking in terms of purely the scientific or technological 
problems and the technical problems, unknown problems engineering- 
wise to do to a diesel what had to have done with it. 

That was the extent of his thinking. Here we come along and here 
is the problem. We are waiting, we are stymied. All we need now is 
an engine that will meet these specifications. 

So the minute we fed him that it was just like ringing a bell to a 
fire horse; he wanted to get into that act quick, and, of course, that 
encouraged me, and there were further conversations, as I recall it, 
with the officer in General Motors that I carried on my negotiations, 
in which all the things were laid out on paper, and we made it clear 
that we did not have any business. 

He knew that. The records were there, he could see what was hap- 
pening. Winton did not have any business, but none of us thought 
the country was coming to anend. We felt there was a future for us. 

We knew we had an economic potential that was just opening up 
like a rose once we could get over some of these hurdles, and the hur- 
dles were challenges to General Motors research people, and they were 
anxious to take hold of it, and I am sure Mr. Kettering assured the 
General Motors people there was no question but what we could do it. 

It might take some time and dollars, but we could do it if we could 
get over this hurdle; but that is where it sat. 

Mr. Burns. It appeared to you that Mr. Kettering was keenly inter- 
ested mn the scientific phases of developing and improving a diesel 
engine 

r. Hamitton. No question about it. Wespent hour after hour and 
night after night talking about it. 

Mr. Burns. And what you offered was this prospect of a specific 
application ? 

r. Hamiron. That is right. 

Mr. Burns. And as you felt, a specific market in case you succeeded ¢ 

Mr. Hamitton. Thatisright. That is what we offered. 
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And I recall very definitely the officer I was dealing with at Gen- 
eral Motors, after talking ane these details, he turned and said, 
“Now, here, you don’t own anything; you have a quarter of a million 
dollars in spare parts and the rest of allcash. Just what are we doing 
buying this outfit?” 

And I said to him, then, I said, “You are buying some know-how, 
the potential base from which, with what you can add here and what 
you can supply, tying it all together we can establish a new industry.” 
He agreed with that, and he—he agreed with that. 

Mr. Burns. I gained the impression from what you said up to now 
that you had been the prime mover in this development, at least as far 
as you and Winton were concerned ? 

Mr. Hamitton. Right. 

Mr. Burns. And you were bringing to General Motors all that 
background and shinkine which you had gone through. 

Now, were there any others in your organization who, besides your- 
self, contributed to that development or were they all just working 
under your structure ? 

Mr. Hamitton. We had a staff of people. We had electrical en- 
gineers, a chief engineer, a man named Dillworth, and a book has 
been written about him. He was probably one of the leading en- 
gineers, particularly in this field, recognized in America. He was 
chief engineer of Electro-Motive. We had a substantial staff of 


eople. 
? Mr. Burns. You had a substantial staff, and they were not purely 
mechanical. They helped to work on the development? 

Mr. Hamiuron. They were engineers; yes, sir; they were engineers. 

Mr. Burns. What sort of personnel did Winton have at that time 
who were, what you might call, development or research people, in 
that phase of it, rather than purely production ? 

Mr. Hamirton. Well, they were fimited in the research side. 

Now, they had people, however, 2 engineers in particular at that 
time who were pro ably tops or right at the top level of diesel-engine 
designers in America, 2 of them; and they were right in the act. 

One of them was assigned the forward development; one of them 
was taken out of ordinary production engineering and assigned to one 
phase of this development. That I have told you about this morn- 
ing and that was the injection system. 

We recognized we had to develop a new injection system, so we 
took one of the engineers and started him off on that program, and he 
was on Winton’s payroll. 

I agreed to take him on mine if Winton did not want to do it, but 
they were perfectly willing, and set him aside and gave him some 
ee to work and some help and draftsmen, and he was working on 
the beginnings of the injection system which we now use. 

Mr. Burns. Was there any specific agreement that you and the 
Winton Co. would be permitted to continue this attempt to develop 
a type of diesel electric transmission for locomotives that you have 
been discussing ? 

Mr. Hamuron. Well, there was no written agreement, but it was 
understood that is what the purpose of the whole thing was about; 
we certainly were not in any profit position as an enterprise, either 
one of us, at that time, to interest General Motors or anybody else. 
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It was only the potential there that interested General Motors, I am 
sure. I cannot speak for them, but so far as we were concerned, the 
whole conversation and the whole philosophy was tied up to that one 
point. It gave us an opportunity to go ahead. 

I was satisfied with Mr. Kettering’s interest in the matter at that 
time, because I did not know General Motors’ organization then, how 
they operated, and who the people were, anything about them, except 
Mr. Kettering. But with his interest in the matter, why, I was con- 
vinced that he would carry the flag, and he did. 

Senator O’Manoney. Well, as I get your story, Mr. Hamilton, it 
can be boiled down to this: That you and your associates, with the 
know-how, having conceived the idea of how the defects of the Electro- 
Motive transmission could be overcome with the diesel, having the 
staff which participated in this know-how, and under your leadershi 
with the idea itself, you were lacking the manufacturing facilities ond 
the capital to undertake the development of the potentialities you 
saw and, therefore, you turned to General Motors, after the head of 
Winton, which had already been taken over, suggested that that was 
the way to do it? 

Mr. Hamiron. Well, that is not exactly the situation, Senator, I do 
not believe. I think I ought to clarify that a little bit, with your 
permission. 

Senator O’Manoney. Please do. All we want are the facts. 

Mr. Hamitton. If the problem had only been manufacturing some- 
thing, just building it, making it, there would have been no problem. 

We could have gotten money from our own bankers to do that. We 
could have financed our own plant if we needed it to do that. That 
was not the problem. 

The problem was that the product that we knew how to make was 
inadequate, and to make a product which, in this case, was the engine, 
that would be aca was not considered in the cards at that time in 
the industry and, therefore, somebody had to supply the know-how and 
the energy and the capita) to learn how to make the engine. 

Once we learned how to design it, then problems took care of them- 
selves. That was just ordinary manufacturing problems that could 
be met many ways. 

So the barrier was really the fact that we had come to the end of 
the road. We no longer had an engine or a prime mover that would 
keep us in business, but we knew what would keep us in business, 
but we did not know how to design it. 

Senator O’Manoney. That is what I meant when I spoke of the 
potentialities. 

Mr. Hamirron. Yes. 

I do not mean we did not know how to make it. I want to put it 
this way: There is a difference between designing and making it. 
Making it, you put it in the plant and put some tools to work. 

Senator O’Manonry. No. You had come to the end of the road so 
far as the old product was concerned. 

Mr. Hamitton. That is right. 

Senator O’Manoney. But you saw potentialities. 

Mr. Hamirron. That is right. 

Senator O’Manoney. And you were convinced that it could be suc- 
cessfully developed ? 

Mr. Hasiuvtron. That is right. 

67272—56—pt. B——17 
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Senator O’Manoney. But you had no market for it; right? 

Mr. Hamiuton. That isright. We had no market. 

Senator O’Manoney. Because you had not built it yet. 

Mr. Hamitton. We had no market, but the market, of course, was 
there. We were satisfied 1t was there if we could offer the right 
product. 

Senator O’Manoney. Yes; if you could build the product. 

Mr. Hamiuton. That is right. 

Senator O’Manoney. So your task was to find the organization 
that would produce the capital and the facilities to provide the neces- 
sary research and construction to build the new product ? 

Mr. Hamtiiton. That is right; that is about what it adds up to. 

Senator O’Manoney. And that you found in General Motors? 

Mr. Hamitton. Yes, sir. 

Mr. Burns. At that time there was a diesel switch engine in use, 
but, in your opinion, and as a result of discussions with locomotive 
people, it was not the type of engine which you felt would really be a 
success # 

Mr. Hamiiton. Well, it was a success in a particular application 
that it had been employed in, but they were just a drop in the bucket. 
They were not taking the place of the great fleet of steam switching 
locomotives that the railroads used. and they were not being purchased 
as a matter of economic justification; they were being purchased be- 
cause of some special operating condition that they fit better than the 
steam or where steam could not be used, like the electrified area on the 
Illinois Central around Chicago on the Jake front. 

That electrification had just been completed. They did not want 
to electrify all the little house tracks and tracks running under the 
freight sheds and so forth in that area, and so to put electric locomo- 
tives in there—and the law would not let them put steam engines— 
so these engines were used, and they did a very good job of it for that 

urpose. 

7 Senator O’Manoney. Now, another question, if I may interrupt 
Mr. Burns: 

At the time that this transfer was made, you sold your stock, that 
is, the whole 13,000 shares, for approximately $95 a share to General 
Motors, receiving the consideration in General Motors stock. Were 
you, therefore, investing the capital stock of your enterprise in Gen- 
era] Motors stock on the promise that General Motors, through Mr. 
Kettering’s leadership, would undertake the development of the po- 
tential which you saw and which you revealed to him ? 

You were not actually investing the capital of Electro-Motive in 
the new enterprise. It might have been possible, might it not, if vou 
had found the ear of some other person with sufficient appreciation 
of the potential] growth of the particular industry. in a bank or else- 
where, to get the capital, the capital that would be necessary to de- 
velop the new engine with the know-how that vou and your staff of 
engineers possessed? Would that have been possible ? 

Mr. Hamtuton. Well, that. of course, is hypothetical. 

Senator O’Manoney. Purely, but more or less realistic. 

Mr. Hamiiton. I do not know. I could not sit here and say there 
was not anybody in America who would not have supplied the money 
if we could have found them, and then there—I cannot say. 
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Senator O’Manoney. But you found General Motors with the 
money and with the leadership? 

Mr. Hascttron. Well, we had more than that in General Motors. 

What I wanted to say was that of the companies that I knew at that 
time, many of them with plenty of financial resources, none of them 
had the mental approach to this problem that was necessary to take 
it at that stage that it was in then, and the courage that went along 
with it to move it to its point of success. At least that was our 
opinion in the matter. 

Now, there may have been such people if you could have found 
them, and so on. 

Senator O’Martoney. I am frank to say to you that so far as I am 
concerned myself, I know of few men with whom I have come in con- 
tact in my almost 20 years in the Senate—and I have come in con- 
tact with a lot—who stood out more than Mr. Kettering did as a man 
of vivid vision and comprehension and courage to carry out his ideas. 

Mr. Hamitton. That is what Isay. There are those kind of people, 
but just who they were and where they were, they were not available 
to us as far as I know. 

Now, I said earlier this morning Mr. Codrington and I thrashed 
this problem over back and forth between us probably for a year, 
how do we get out of this box we are in, and every possible phase 
of it was analyzed, and we analyzed the mentality, if you will, of 
the people that we know in the industry, those not only in the diesel 
industry and otherwise, but we did not know any of them that we 
felt had the courage to take hold of that thing in its nebulous stage, 
and start from scratch in view of the fact that we were going clear 
out of the metallurgy we knew at that time. We had to have crank- 
shaft bearing loadings that nobody had ever used before, and that 
meant we had to go back and develop the bearing material to make 
the thing work, and that gets us into new metallurgy. We had to use 
piston temperatures that ncbody had ever used. We had to devise a 
machine to measure the temperature of a piston clear across the crown. 
Nobody had ever done it before. That was the nature of the problem, 
so you had to have courage to step into that one. 

enator O’Manoney. Yes, indeed. 

Mr. Hami.ton. Yes, sir. 

Senator O’Manoney. And that is a great human quality. 

Mr. Haminton. That is right. 

sana O’Manoney. And, as you say, it is not confined to narrow 
circles. 

Mr. Hamurtton. Absolutely not. 

Senator O’Manoney. It may be found anywhere. 

Mr. Hamiuton. That is right. 

Senator O’Manoney. The fact that it is found in America, all over 
the Union, is the thing that has made America great. 

Mr. Hamivron. You are exactly right, Senator. 

Mr. Burns. Mr. Hamilton, I would like to have you briefly describe 
the development of the first diesel which was put on the road in 1934, 
I believe, probably on the Burlington Zephyr. 

Since we are going to try to reach another witness who is scheduled 
to be heard this afternoon, I would like you to sketch the develop- 
ment, and if you feel that there are more details which really should 
be made part of the record, you could supply them at a later time, 
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and we would be glad to include them right at this point m your 
testimony. 

I understand that, as the result of these efforts which were put 
forth by yourself, the Winton Co., and the staff of General Motors, 
you did put on the road in 1934 the first true diesel train as part 
of the Burlington Zephyr? If you will tell us about the development 
of that at this point, please, sir. 

Mr. Hamitton. Well, I will try to shorten it up by giving the high- 
lights of what happened. 

The first decision that was made in connection with the develop- 
ment of this new engine, carrying on right where we left off a moment 
ago, was a decision made primarily on the approach to the problem by 
Mr. Kettering. 

He had come to a conclusion independently and by himself in his 
previous studies and activities and the researches that they had done 
that if you wanted to get the optimum horsepower out of a pound o 
metal in a diesel engine, you had to go to the two-cycle principle to 
do that, and at the same time retain exhaust temperatures, bearing 
pressures that were commercially practical. 

So on that assumption, I will say this, just digressing for a second, 
that when he introduced that idea, Codrington almost had apoplexy, 
and I oo ae know enough about the thing to have my blood pressure 

o too high. 
‘ Sonator O’Manoney. I can scarcely imagine that. I think you 
know a good deal about everything that comes under your attention, 
sir. 

Mr. Hamitton. I knew the history of 2-cycle efforts throughout 
the country, and there may be people in the audience who remember 
the old Elmore, who helped to build a 2-cycle gasoline-engine auto- 
mobile in 1910, which used to blow up, and that was the reason why I 
thought that might have been within the memory of some of us here. 

So there had been plenty of effort to build a two-cycle engine, but 
they had a bad odor connected with them, a very bad odor. 

It could be done if you had enough apparatus and a stationary 
base, or a ship where you had a lot of auxiliary room, and room to put a 
lot of gadgets, but it was something else in a locomotive engine. 

However, Mr. Kettering convinced us he knew what he was talking 
about, or at least that was the kind of line of exploration to be taken 
and undertaken. That is why I say we picked that up—that is where 
we picked up. It wasa long, laborious process. 

ow, I will move along fast. We, as I said a moment ago, had a 
lot of new things to learn, a lot of new things to do, that had not been 
done before; and, of course, those projects were pulled out, segre- 
gated, and a crew put on each one of the problems, knowing what 
they were coming to, including the development of an injector. 

We were starting almost from scratch on that one. So we put all 
of these diflerent projects into the hands of different people, and they 
were given the necessary staff and facilities and testing apparatus and 
instrumentation equipment to pursue their objectives. 

Without covering the failures that we had, which were many, as I 
recall it, just as an illustration of the failures—Mr. Gene Kettering, 
the son of Dr. Kettering, who was a graduate of one of our engineer- 
ing schools and also of our General Motors school, was assigned to 
follow the piston end of this development. 
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He made and tested 48 different pistons, 48 different designs of 
istons, before we got one that odie: live long enough that made us 
heve we had a piston, something we could call a piston—48 of them 
that were tested before we finally got that one licked, and we went 
around and around through the whole engine the same way. 

Now then, finally we were in shape and we decided to build 2 pro- 
toty pes of this engine, based on this cylinder development, and it was 
all done with 1 cylinder; that is, an engine, after you do that, you can 
put as many of them on the crankshaft, 4, 6, 8, or a dozen or as many 
as you like, so you work with only 1 cylinder. 

When we got 1 cylinder so it functioned, we decided to build 
two 8-cylinder engines, and they were of the size and general character 
that represented, in our judgment, at that time the type of an engine 
in Eee, get-up that would produce a good 100-ton, 600 horsepower 
switching locomotive. 

That was a big market because I had made up my mind that an 
engine with the right characteristics would make a good commercial 
engine that the railroads would buy. 

o we built two of those engines, prototypes, and built them by 
hand, and once they were finished, we exhibited them at Chicago at the 
World’s Fair of 1933. They were sitting in a glass room at one end 
of the building of the Chevrolet assembly exhibit, and they furnished 
most of the current for the operation of. that exhibit at that time. 

During that year we found a lot of things wrong with them. We 
had living quarters right underneath in the basement below, with 
a mechanical crew around there, and by the heroic efforts of those 
fellows we kept those engines running that year so that we were not 
out of the woods yet. 

The public did not know that; neither did the newspaper fellows, 
but there they were just the same. 

By the end of the year, we knew what we had to do with that engine, 
so we proceeded to start plans to change and make corrections on the 
weaknesses and so forth and, of course, naturally, we scrapped those 
two engines as soon as the show was over. 

But we proceeded then on the manufacture of engines for our loco- 
motive trade. 

Now, right at that stage, right in there, another development came 
on, one of a historical character. 

In the fall of 1932, the Union Pacific Railroad, Mr. Carl Gray, 
whom you probably know very well, and Mr. Averell Harriman who, 
at that time, had been just made chairman of the board, and likewise 
one or two other people, Mr. E. E. Adams, whom you probably knew 
also—— 

Senator O’MaHoney. I did. 

Mr. Hamitron. What was that? 

Senator O’Manonery. I did. 

Mr. Hamivron (continuing). Decided among themselves that they 
were going to make a new motor train—they had plenty of gas-electric 
motorcars on the railroad. As I told you this morning, they had been 

ioneers of the McKeen car, and as time went on they had bought a 
ot of gas-electrics from us, so they had a lot of experience. 

They determined they were going to make a high-speed train, a 
small train, to operate on the railroad as a competitor for the buses and 
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even the airplanes as they thought airplanes were starting at that 
me. 

This train was to be small, comfortable, and have a speed up to 
120 miles an hour. | 

They came to us with their plans. We had long sessions back and 
forth as to how that trick could be done, and the Pullman Co. was in 
the picture, the three of us, the railroad, the Pullman Co., and our- 
selves, we finally cooked up a design. 

After the design was set they made a wooden model of the design, 
and Mr. Stout, the airplane designer, the man who had designed the 
original Ford three-motor plane, took the model over to the University 
of Michigan, ran the wind tunnel tests on this model because we had 
to see what wind resistance we were going to meet with and how much 
horsepower it would require and how fast we could run this thing. 

We got all this done, and when we were finished, the railroad an- 
nounced they were going to build the train. | 

From the model, the newspaper fellows got pictures of it, and 
all of you remember it, but that: launched an entirely new activity. 
Immediately following that, Mr. Budd, president of the Burlington 
Railroad, said, “I am going to do the same thing.” 

Senator O’Manoneyr. Well, perhaps it might. be appropriate for 
me to say at this point that it was one of those engines drawing the 
city of Los Angeles that brought me from Cheyenne to Washington to 
conduct this hearing. | | 

Mr. Hamitton. Thank you. I am glad it got here on time. 

Well, the next point, to answer your point, and I am getting right 
to that—when the Burlington, Mr. Ralph Budd—decided they were 
going to build a train, they took a little different tack, but the same 
thing—he decided, knowing about our development with the diesel, 
he talked with Mr. Kettering, he talked with me, they knew all about it. 

Now, what we were doing, they knew all about these engines at the 
Chevrolet exhibit, and he knew about them falling apart, incidentally, 
and all of that, he decided, however, he would like to take one of those 
engines for his train, have one of those engines for his train. 

So we were to build him one, and that was done, so we put the two 
trains in operation the next year; one of them with a gasoline engine in 
it, 600 horsepower—that was the Union Pacific, that was the first 
streamliner; then came the Burlington Zephyr, a three-car train, 
again the same general character and general get-up, with the diesel 
engine in it. 

Now, that is the first diesel we built and put on the railroad, and 
that was sold and considered a commercial product. That went into 
the Zephyr, the first Burlington Zephyr, went into it, when it went 
into service on the railroad. 

They did not put it in service right away. They used it for exhibi- 
tion purposes and tested it, and so forth, but that was the first one. 

Does that answer vour question, Mr. Burns ? 

Mr. Brrns. And that diesel was actually ordered in advance by the 
Burlineton Railroad ? 

Mr. Hamitton. Yes, sir. 

Mr. Brrns. Now, what was the next step in the manufacture of 
diesels of any type. diesel locomotives of any type, after you got this 
first one on the road? 
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Mr. Hamitton. Well, immediately following that, after the Zephyr 
went out and went to work, well, really before that, before there was 
any great really historical background for that, the Union Pacific 
started to expand their philosophy. 

In fact, before we had got the first train in operation, the Union 
Pacific had decided to build a five-car train—that was the first City 
of Portland, Senator—and used the diesel by that time, they being 
satisfied that the diesel was the answer. 

At the time they built their first train the railroad—Mr. Adams, 
articularly, built it experimentally; he did not want to go out and 
ail and expose the railroad to ridicule by failure—but at the time 

they got ready to step ahead, which was later in 1934, they started 
ordering powerplants and trains, and they moved so fast there that 
it was pretty hard to even tell the story. 

In no time at all they projected drt a 5-car train, then the 9-car 
train, then the 12-car train, and they moved the horsepower right 
quick from 600 to 2,400 horsepower, so we found ourselves building 
12-cylinder engines, 16-cylinder engines, and multiplying them to 
provide the horsepower for the first fleet of the Union Pacific diesel 
trains; and that group eventually evolved the first City of San Fran- 
cisco, City of Portland, City of Los Angeles, and the first two City 
of Denver trains came out of it. 

_ All of them, all the equipment from the car builders and the power 
plant from us, were ordered right one after the other. 

Senator O’Mauoney. The City of Denver was the first of the whole 
fleet, was it not? 

Mr. Hamitton. No; the City of Portland was by accident. That 
was a five-car train, and then came the City of Los Angeles. 

Senator O’Mauonry. I rode the City of Denver before I rode the 
City of Portland, so it came first in my mind. 

Mr. Hamitton. But they all came so fast together, Senator, unless 
you were there watching, you would not know which one was the 
first, because they all—the reason I say that it was a headache for our 
people, too, was because we had to get people who could work 20 hours 
a day and sleep 4 in order to keep them running at that stage of 
the game. ee he he 

We had so many of them, and they were scattered from Chicago to 
Los Angeles to Portland and San Francisco, and we just did not have 
time to digest the problems that went into it, you see, but we finally 
made them go. 

Now then, right after that Mr. Burns, right following that develop- 
ment, came this development: We recognized at that time while all 
these first locomotives that were built were part of the nature of the 
train, they were the lead car, if you will, which was the powerplant, 
that is, that was the locomotive, in some cases they were tied perma- 
nently to the train through an articulation arrangement, but they 
belonged to that train; they were designed to pull that train. 

In some cases we had auxiliary generating equipment in the loco- 
motive to supply all of the train lights, and in some cases even 
heating equipment. So they were tied to the train; they were not 
locomotives that vou could cut loose and pull any train on the railroad. 
They had to stay there. 
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We knew and, of course, the railroads were, of course, in touch with 
us all the time. They knew what we were doing and what we were 
thinking. 

They insisted they wanted diesel locomotives to do any kind of a 
job on the railroad, that is, haul any kind of a train, and we knew 
that was the natural course of evolution. 

So we designed for experimental purposes, for our own purpose 
only, an 1.800-horsepower cab or locomotive, and got permission from 
General Motors to build one of them. That would give us two run- 
ning together in multiple which would be 3,600 horsepower, and we 
did not have a plant at that time, any facilities of building the cab 
superstructure and all that kind of stuff. So we made a deal with the 
General Electric Co., and so they started building them at the Erie 
works of General Electric in 1934, late in 1934. 

Mr. Burns. These locomotives that had been built for the Union 
Pacific and the Burlington, how much of those were built by General 
Motors and how much were built by other companies? 

Mr. Haminton. Well, all of the superstructure and all of the trucks 
were built by other companies to the design that the builder, in this 
case Pullman and other car builders and ourselves, worked out jointly 
together, so that the apparatus would fit and all that; and then we 
assembled the mechanical! and power equipment in those cars. 

The cars themselves—that is, the superstructure and the under- 
jeune all built by car builders. We had no manufacturing faci- 

ities at that time. 

Mr. Burns. Were the engines made by the Winton Co.? 

Mr. Hamiuton. That is right. 

Mr. Burns. And where did you get the electrical equinment? 

Mr. Hamitton. The first trains were all from General Electric Co. 

‘Now then, before we—there is a point I want to bring in right here— 
after we announced we were going to build this first pair of units 
purelv for experimental purposes—and they are like a laboratory, you 
put things in them you would not normally put in locomotives that 
you were going to have to use in everyday service—two other railroads 
wanted to get into the act. 

One was the Santa Fe and the other was the Baltimore & Ohio. We 
could not talk them out of this. They wanted some of their own to 
play a th, and we offered them these for tests and demonstration and 
so forth. 

They said, “No, we want our own. You fellows are going to run 
this thing all over America, and everybody will want to try it. We 
want one of our own.” 

So we built an extra one for the Baltimore & Ohio, and two for 
the Santa Fe; that made five that we built at Erie at that time, all at 
the same time. 

Mr. Burns. Were those considered for passenger service ? 

Mr. Hamitton. Those were considered for everything. We tried to 
work out a combination there that we could test whether they were 
any good in freight service, any good In passenger service. We thought 
we ought to learn what that sort of animal could do on a railroad 
alongside a steam locomotive. 

So we built this locomotive along that line with double-end appara- 
tus. Each cab had a control apparatus at each end. You do not have 
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to turn them around; they were multiple. The two cabs together were 
3,600 horsepower. 

All those locomotives came out about the same time. Santa Fe got 
theirs and, incidentally, they changed their plans before they got it, 
and it was the locomotive which they used to launch the first Super 
Chief, which was one of the early transcontinental trains. 

It was the locomotive that handled the first schedule of 39 hours 
and 45 minutes on the Santa Fe Super Chief between Chicago and 
Los Angeles. 

The B. & O. used theirs between Washington and New York in pull- 
ing one of their fast local trains. 

We took 1 of the other 2, and they were tested on virtually every 
railroad in America, doing every kind of a job they could do for quite 
a long time. 

They worked on all the lines. Those were the locomotives that es- 
tablished in the minds of the Baltimore & Ohio that they could really 
go ahead, and they started buying power, and did buy power as soon 
as we were able to build it for the Capitol Limited, and they have been 
on there ever since. That was immediately following that. 

Now, that is what happened immediately after the launching of the 
first Zephyr. 

A little time in there, and by 1934—I think I might go on with that 
point—by 1934 we had decided that we had to have a manufacturing 
plant of our own. It was not practical to continue to operate the way 
we were. The think was blooming too fast, moving too fast, so we 
built, started, the first unit of a plant at La Grange, III., in the spring 
of 1935, and that was built there. The first engine that we turned out 
of that plant was a switch engine in May of 1936. 

Then operations began to expand fast from that point on. The 
locomotive, passenger locomotive, developed into a finished product 
y ae of the streamlined character with the cab up, and with all the 

ancy colors that you are accustomed to seeing today. They all ex- 
panded very fast from the early design. 

So by 1938 we had gone so far and so fast, and the acceptance of the 
locomotive had been so great that we decided to do another thing at 
La Grange, and that was to tool up to manufacture our engine in a 
volume basis, and the electric equipment, as well, the transmission, so 
we added that to the plant in 1938. 

Now, going backward there for just a minute, one of the first things 
that we did was to start a switch engine program—and I covered that 
quite a little this morning, and I want to get that in the record because 
it is an economic story involved in it—as soon as we got some engines to 
spare, we built a couple of prototype locomotices with this new engine 
in it, and put two of them on an eastern railroad. They were built 
at General Electric’s Erie plant. 

Mr. Burns. Was that 1934 or 1935 ? 

Mr. Hamirton. They were built in the early part of 1934. I think 
they went in service in the spring of 1935. That locomotive was to 
have the characteristics we had concluded in our own minds for good 
switching locomotives, to solve the problem, because here we were now, 
looking over the record in 1936, we brought out our first locomotive, 
and I checked it that time to see what had happened in that field, and I 
found that the whole industry from 1924 on through 1936 had built 
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190 of these diesel switching locomotives, that is all; whereas we, in the 
motor-car field had put out some 800 or 900 of those things, and yet 
the economics involved, the economic potential in this switching 
service, was far greater than it was in the motor-car field. 

Mr. Burns. What years were these ? 

Mr. Hamitton. 1924 to 1936. 

Now, therefore, the first thing we did, after we had these prototypes 
working, we knew the engine was right, then we set up to manufacture 
these locomotives, and the first movement in that direction was this: we 
scheduled 50 locomotives, we built 50 of them. None of them had been 
sold, we just put 50 of them into production. We did that to get a cost 
figure; there was no other way to find out what a locomotive like that 
was going to cost except to build it. 

We had estimated it, yes. Now, then, I would like to introduce 
this one there because I am going to blow my horn a little bit here, 
senator. 

Senator O’Manoney. You are welcome to it, sir. I have tried to 
help you a little bit this morning already. 

Mr. Hamiuron. Thank you. : 

At that time, and now we get into an economic side of this pic- 
ture, at that time, and that was an interesting thing because here 
we were now, we are in 1936, and Electro-Motive had been running 
in the red for 6 years. We had not been making any money for the 
corporation; we had been at the table all right But we had not done 
any more than been supplied with food, so to speak. We made no 
contribution dollarwise. 

Senator O’Manoney. Oh, you got your salary, but not your savings. 

Mr. Hamitton. But we had to get that out of Chevrolet; they had 
to pay our salaries. We were not doing that. 

enator O’Manoney. Let us emphasize that. [Laughter.] 

Mr. Hamitton. Well, that suits the Chevrolet fellows all right. 

Well, anyway, here we were in an economic situation. So, taking 
a look at the switch engine, the switch engine that had been built by 
the industry at that time, that weighed a hundred tons and had 600 
horsepower, sold for $84,000—that was the market price, that is 
what they sold them for—when we made a study of what our costs 
ought to be, we did not know what they were going to be, but what 
they ought to be, we decided to market the locomotive at the outset— 
we could not justify it for any more than $72,000. So we introduced 
the locomotive in the market at $72,000. | : 

Now, there was a hook on that one, however, that we had to try 
out on our railroad friends. . 

We said to them, “This $72,000 price is for a standard locomotive. 
There are no modifications. The only thing we can do for you is 
to give it the color you want. We will paint it any color you like, 
but nothing else. Take them right off just as they come.” 

Senator O’Manoney. No ribkons? 

Pr No ribbons, right off the shelf—just as they come— 
5000. 

“Now, if you will go along with us and accept a standardized loco- 
motive without all of the peculiar gimmicks that you are accustomed 
to having on your particular locomotive, and that your competitive 
railroad over here would not have on a bet,” which was the customary 
practice in the steam locomotives in those days, “then this is what 
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will happen: as our costs go down we will reduce the price of the 
locomotive; that is the bait. But you have got to give us a start and 
you have got to buy a standard locomotive.” 

So we made a deal with some railroads on that basis, and they had 
my word that as we reduced our costs we would not absorb that in 
extra profit nor carry it over to take the loss on some other models. 
On that model if the costs went down they would get the benefit of 


it. 

Senator O’Manoney. On that model? 

Mr. Hammon. We were talking about; that is the only model we 
were offering at that time. 

Senator O’MaHoney. Yes. 

Mr. Hamitton. We followed the same practice on all models as time 
wenton. The price of that locomotive went down successively $72,000, 
$69,000, $67,000, $65,000, $63,000, and to $59,500, and that is where it 
was when the war came on. . 

We passed; we dropped the price in those steps that I have just 
indicated. 

Senator O’Mauoney. When did you first sell any of these loco- 
motives ? 

Mr. Hamitton. 1936. 

Senator O’Manoney. You built 50 in what year? 

Mr. Hamitton. That year. We put them in production. I think 
we finished that year about 27 or 30. But the balance was finished 
next year. We put them in production and started manufacturing 
that year, and I think we finished up—we had to build the plant that 
year, and we did that and also built about 30 locomotives. 

Senator O’Manoney. My understanding was from what you said in 
order to determine what the costs would be as compared with your 
estimates—— 

Mr. Hamitron. Right. 

Senator O’Manoney (continuing). You thought it was necessary 
to put them into production ? —_ 

Mr. Hamitton. That is right. 

Senator O’Manoney. So you decided to produce 50 locomotives ? 

Mr. Hamitton. That is right. 

Senator O’ManHoney. When you came to that decision, did you have 
any orders? a 

Mr. Hamirton. No, sir. 

’ Senator O’Manoney. So you undertook this rather large expendi- 
ture necessary to produce 50 locomotives without a sale having been 
made at that time, or an order? 

Mr. Hamitron. That is right. 

Senator O’Manoney. When did you make the first sale? 

Mr. Hamitton. Well, I cannot tell you when we made the first sale, 
Senator. I know when we finished the first locomotive that was sold, 
and that was in May 1936. 

Senator O’Manoney. When did you begin to test it ? 

Mr. Hami.ton. Just as soon as they came out of the plant. We had 
prototypes already that we had built before this. So that we knew 
when they came out, other than putting them on the test track and 
to see that the manufacturing and assembling was correct, that was 
all we had to do. 
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Senator O’Manoney. Yes. But the prototypes you did not test on 
any railroad ? | 
_ Mr. Hamirton. Oh, yes. They were.on the Lackawanna here, and 
we had that background to design this locomotive from. We built 
them at the Erie works 2 years before that. - 

Senator O’Manoney. That is, with your prototypes, and they were 
not the Lackawanna property ?¢ | 

Mr. Hamiiron. They paid for them. 

Senator O’Manoney. They bought them after the tests? 

Mr. Hamitron. They saw what they could do, and they bought them. 

Senator O’Manonry. But the tests were made before the purchase? 

Mr. Hamiuton. Yes. 

Senator O’Manoney. Did you have any similar tests before pur- 
chase on other railroads ? 

Mr. Hamiiton. You mean of that particular locomotive? 

Senator O’Manoney. Of any. : 

Mr. Hamitton. Well, I do not think so. I cannot recall, because 
by that time the locomotive was already commencing to establish itself 
so fast that the railroads started giving us orders without strings. 

Of course, we had absolute guaranties on these locomotives. The 
railroad was not taking any risk. We guaranteed a certain operating 
cost; we guaranteed a certain performance, and we gave them an abso- 
lute guaranty on the locomotives so far as their design, material, and 
workmanship were concerned, covering then everything except abuse 
and wrecks. So they were not taking any chances. 

Mr. Burns. How many locomotives were built and sold before you 
began to construct the plant at La Grange? 

Mr. Haminton. Well, I do not know just—when you say locomo- 
tives, now, are you talking of what I think of as a locomotive, a loco- 
motive that handles those fast trains across the continent, and while 
they were part of the train? While they were part of the train, they 
were, in fact, locomotives. In fact, they were tied to the train and 
could not be untied; it did not. make any difference, they were a loco- 
motive. 

Mr Borns. How many diesels had you developed and made, start- 
ing in 1934 on these particular railroads? 

r. Hamixtton. Around 20. 

Mr. Burns. And each of those was ordered by the railroad in ad- 
vance and made according to their requirements ? 

a Haminton. Well, yes; under the circumstances, yes, that is 
right. | 

r. Burns. So that before you actually went into this mass pro- 
duction development, you had sold approximately 20 of these diesels 
that were on the road ? 

Mr. Hamitton. They would have been 20 that we would have built 
in our own plant had we had a plant. We did not have a plant, but 
there were twenty-some-odd units that went out that we would have 
built ourselves had we had the facilities. 

Mr. Burns. Each of those was ordered in advance? 

Mr. Hamitron. That is right. 

Mr. Burns. Were those sold for cash? Did the railroads pay for 
them at the time they were purchased ? 

Mr. Hamitron. Yes, sir. 
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-- Mr. Burns. Now, with respect to the 2 prototypes of the switch- 
ing engine, were those accepted by the Lackawanna before you began 
to produce the total of 50 which you have just discussed ? 

Mr. Hamairton. Yes. | 

Mr. Burns.. Did you have any orders for any of the 50 before you 
actually began production of them. 

Mr. Hamuitton. Not that I recall. I think during the period we 
were producing them we did get some orders, but I cannot swear to 
that just how that happened. They all moved fast. We increased 
our production right fon that point on, never slowed down. 

Senator O’Manoney. I think you said, in response to a question, 
that you decided to build these 50 without having received an order 
or having made any sales. 

Mr. Hasriton. That is right. Well, that was the decision made 
then, and the orders had nothing to do; but before the locomotives 
were finished I am sure there were some orders placed. 

Mr. Burns. Do you know how much money was used in the develop- 
ment of these locomotives from the time that General Motors took over 
Winton and Electro-Motive in 1930 until] 1934 when you made a com- 
mercial sale ? 

Mr. Hamitton. No; I do not. The reason I do not, the reason I 
eve you rather a quick answer on that, is that I have attempted to pet 
that figure myself without success, and while we can get a reasonably 
close, pretty reasonable, figure, yet the facts are there were so many 
people in the corporation working on it, doing certain parts of the job, 
and the costs were not segregated, it was a part of their budget, so it 
was awfrlly hard when the job was all over to find ont just exactly 
how much money had actually been spent that should have been 
charged to the job. 

But now if you are talking just about the engine itself—is that what 
you have in mind, or the whole program ? 

Mr. Burns. Well. the whole program up to that point. | 

aEe Hamitton. The whole program, I would say in the order of $4 
million. 

Mr. Burns. Were these engines for these locomotives that were built 
in 1934 and 1935 built at the Winton plant ? 

Mr. Hamitton. Yes, all engines were built at the Winton plant until 
1938, all that we used. 
© Mr Brrns. In 1936 when this plant a‘ Via Grange was heeinning to 
produce locomotives, were the engines still produced at Winton ? 

Mr. Haminton. Yes, sir. 

Mr. Rurns. Whet was produced at La Grance? 

Mr. Hamitton. Just the superstructure and the trucks and assembly; 
that is all. The electric equipment was supplied by the electrical 
people, the electrical firms. The engine was supplied by Winton, 
made in Cleveland; the superstructure and trucks were built by us at 
a La Grange plant, and the assembling of everything was made 
there. 

Mr. Burns. When the La Grange plant was designed, was it de- 
signed in such a way that it could expand into the manufacture of the 
engines and the electrical transmission ? 

Mr. Hamitton, Yes, sir; in three directions. 
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We designed and laid out the plant—we did not know what the prob- 
lem was then. We knew that to make this a commercial proposition 
we had to learn how to produce these locomotives following, to some 
extent, modern concepts of volume production. 

But, on the other hand, we were dealing with such big pieces and 
heavy pieces, big components that the then conventional method of 
moving material, that is, the conveyor system and all the other gear 
that is used for transportation of material in these high production 
plants, were not applicable. 

The pieces were too big. So we did not know what the problem was. 

We nad an idea how we were going about it, but we had to learn it first, 
so we built at the outset a big bay with the ultimate, the optimum, in 
flexibility. It hada hundred feet span, was 500 feet long, and had a 
200-ton crane in it; that ran the full length, so we could build the loco- 
motives in any direction or shape we wanted by picking them up and 
moving them around, you see. 
_ But not knowing what else to do, we had to go out on a limb, and 
then we sonateaeted the plant so that we could build in three directions, 
and we learned how to build on a volume basis, and we learned slowly 
and by degrees. 

We did not know the answers to that one at the outset, so all we could 
do was to lay down a broad pattern that had enough flexibility to meet 
the problem whichever way the cat jumped, and that is what sapere 

Mr. Burns. Were these first 50 built on an assembly-line plan? 

Mr. Hamitron. Yes. They were, after a fashion. But the switch 
engine is a pretty simple animal so far as the superstructure and 
the cab, and that is all we built there; and that is just very simple, 
a very simple thing. | 

We did jig for them obviously because we never put anything in 
service that had not been built on jigs; we did jig and set up the neces- 
sary jigging for that. It is not tooling per se, as we call it; it is 
tooling, but it is the crude end of it, jigging. 

Mr. Burns, At what point did the LaGrange plant make the com- 
plete locomotive, including the engine and electrical transmission ? 

Mr. Hammon. In 1938. There is a point in there that I want to 
bring in, too, I might say, and that is that we were faced with right 
along through that whole period of constant expansion of the plant. 
Our switch-engine demand went up fast, so we were constantly ex- 

anding to meet that problem. Road power went up fast, passenger 
ocomotive business went up fast, so that before we could complete 
one plan, why, we were faced with an additional, so we were always 
overlapping. 

We were starting a new program about the time we ended an old 
program. . 

The economy of these locomotives, once they got in the field, were 
way out and beyond anything that we had anticipated, even the pas- 
senger locomotive, but primarily the freight and the switching loco- 
motive, and I use the switching locomotive to make the point. 

At the end of the first month, you could almost go out and count 
up what you have saved on switching locomotives because of the 
method of accounting and the simplicity of that accounting. 

When you get into a passenger locomotive on the main line, that 
is something else again. You have got to run a few hundred thousand 
miles and see where you are at before you can really come up with 
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an intelligent accounting or an accounting as to what the locomotive 
has done and compare it with steam. 

So the first reaction was on these switch engines, and what the rail- 
roads did and what we did, we proposed at that time, in order to 

the cream on the thing and get the best economic showing, that 
they be assigned to what we called 24-hour tricks, that is, operation 
where there is a switch engine working in a certain area or territory 
around the clock, 24 hours a day, generally 3 crews, each one of them 
working 8 hours. 

The steam engines, they always had to go to the roundhouse to 
change crews because you needed to have the fire cleaned, you had to 
have water, and you had to have a few services on the steam engine; 
so the locomotive was always in the process of going to the round- 
house, getting a crew change, and a new crew coming back, so that 
would take a portion of the time just going back and forth. 

With the diesel we fixed it up so that 1t would stay out there day 
and night and work for 1 week steadily from Monday morning to 
Sunday night without ever shutting down, without going for fuel, 
without any service requirements except a crew change at the end of 
the shift period. 

When we found that kind of assignment, that is where we started 
these switchers, and we soon found out right away on those kinds of 
assignments that those switchers earned at the rate of 25, 30, 35 percent 
of their price per year in economy, and the minute that happened, 
the effect of it on these railroads was just like, well, you can imagine 
what it was, at that time, particularly in the late thirties, where they 
just had been coming out of the depression, most of them in financially 
tight conditions by virtue of what had happened to them. 

Along comes this. product that would pay for itself in earnings so 
quickly; there the answer was an immediate acceptance. 

From the time we started to just take orders they were giving us 
for diesel switchers, why, as an illustration of that point, I checked 
here a while back and between the first locomotive that we put out, 
which was in May 1936, out of the plant, and the date that the Office 
of Defense Transportation took us out of the switch-engine business, 
which was at the end of 1941, we had put out 642 of those locomotives. 

So in that short period of time, there were 642 of those locomotives 
that went into service against the whole industry’s contribution in 
the 11 years before that of only 190. 

So that proved that all we needed was an engine that would do 
the job, a switch engine that would do the job, and the minute we 
proved it, the minute we introduced it, the railroads bought them 
faster than we could make them. 

Mr. Burns. So that after you showed those two prototype switch 
engines there was no problem in selling the engines ? 

Mr. Hamitron. None ut all. 

Mr. Burns. What were the factors which caused you to decide to 
build the entire locomotive and cab instead of simply the engines, 
which was the business you were originally in? 

Mr. Hamixtton. You mean the cabs and trucks? 

Mr. Burns. Yes. You started to build the whole thing at La Grange. 

Mr. Hammon. Well, there were two bites of that. One was, we 
first started to build the cabs and trucks, and then after that we started 
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to build the other components there, but you are talking now about 
the cab and truck itself ? 

Mr. Burns. Yes, because your experience over the many years had 
been trying to develop the combination of the engine, and you made 
that through Winton, a combination that would go on the rails, and 
you bought the cab and trucks, and so forth, transmission, from other 
people, and the first successful diesel passenger locomotive in 1934, 
and the first few after that were the cabs and trucks, and so forth, 
were also made by other people. So what were the factors that caused 
you to want to make the entire locomotive in your own company ? 

Mr. Haminron. I get your point. It was an accumulation of prob- 
lems there. 

In the first place, aside from what our program was, and that we 
wanted to work to, we had the practical problem where these things 
were built in outside shops, and here is what happened. We had to 
accept all this involved and delicate apparatus through their shop 
and have it come in through their storage department to be handled 
through their shop. Some of it would get lost in the process, and 
finally after you would sit around with this on the floor awhile, why, 
we would get a crew together and start putting it together. 

We had to use the builder’s shop labor for the installation, and 
whether he was a good mechanic or a poor mechanic, that was just 
too bad so far as we were concerned. 

When the work was not right, we had to tear it out and do it over 
again; we.could not say that a man is no good, and get another one 
in his place. 

So we were faced with the shop problem from that standpoint. 

There was no responsibility on anybody’s part, on that part of the 
work because the builder said, “You fellows installed it.” 

We did. But we installed it with their labor over which we had 
no control. | 

So there was no end of headaches, 

So after we got them on the railroad, we had to get socks and lunch 
baskets out of the fuel tanks, and socks out of the pipes they had left 
in there, and dirt, and so forth, and it took us the first 30 days to get 
them cleaned up, so they would run after those kind of experiences. 
So we decided that was not too good. 

Now the other side of it was this. We fully intended at that stage 
to set up standard models that I spoke of to the Senator a moment 
ago like the standard switch engine on which we changed nothing but 
the color, so the whole philosophy was based on that. 

To do that we had to have a substantial tooling and jigging ar- 
rangement in the manufacture of these car bodies and trucks because 
they represented labor and material in a big way the same as the rest 
of the locomotives did, so in order to do that we had to do it ourselves. 

There wasn’t any outside builder going to do a thing like that unless 
we came along and guaranteed for a long period of time a big volume 
of production for him. We wouldn’t do it, soif that was to be done, we 
had to do it. 

So those are the two major reasons. There are others, but those 
are the two major reasons. 
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Mr. Burns. Do you know what the approximate capital investment 
was in this plant at La Grange after it was equipped to make the 
complete locomotive ? 

Mr. Hamitton. Well, now, you have jumped something there. 
When you say “complete locomotive” do you mean at the time we 
were just building the cab and the trucks and sending the engine over 
from Winton and buying electric equipment from General Electric 
or when we were building—later on you see we built the electric equip- 
ment there and the engine there, which we didn’t do at the outset, when 
we built only the cabs and trucks and assembled them. What point do 
you have in mind? . 

Mr. Burns. I thought it was in 1938 when you were building the 
engines. 

Mr. Hamitton. That is something else again. At that same time 
we decided for the same reason—even in our own family we got to a 
point where we weren’t getting along with Winton. We couldn’t get 
the results out of Winton we wanted for a combination of reasons. 

Furthermore, the engine itself as originally designed had the influ- 
ence of the Navy in it tremendously. That I didn’t bring in here, but 
it is in the record and so forth. 

The Navy was interested in the same engine with certain modifica- 
tions for the submarine fleet, so in the design of the engine, particu- 
larly the multiple cylinders, the 900 horsepower or the 1,200 and 1,600, 
we had done a lot of things to it engineeringwise to suit the Navy to 
meet submarine requirements that complicated the engine for use 
in a railroad, particularly from a manufacturing and a railroad—par- 
ticularly from a manufacturing and a maintenance standpoint. 

But the Navy still wanted it. So we left that engine as it was at 
Winston and set up and designed a new engine that used all of the 
experience we had accumulated on it and tooled up for the new engine 
at La Grange in 1938 to manufacture an engine exclusively for the 
locomotive, and at the same time, we decided to build our own electric 
transmission in 1938 at La Grange, for a lot of very good reasons, but 
at any rate brought under our own contro: both in design, manufacture, 
scheduling, and responsibility. 

And at that time, by the time we got to that stage, we were in the 
order of 22 million in the plant, building, tools, and what have you. 

Mr. Burns. And did you build any other shops in other parts of the 
country to service these locomotives once they were on the road ? 

' Mr. Hamriton. No. 

Mr. Burns. Do you have any branches or depots for the repair or 
servicing of the locomotives? I understand there were 5 or 6 in the 
warehouses or factory depots. 

Mr. Hamitron. Well, there is a little tail to that cat, too, if you 
will pardon my language. 

Back in the middle twenties, right at the early days in the motorcar 
business, and I think I covered that once before, we decided that it 
was necessary to have available, close by, the necessary spart parts to 
support these motorcars in service, so we set up warehouses strateg!- 
cally located in different parts of the United States. 

Now then, as time went on after those care were in service, the next 
thing that we were faced with was that the railroads were not qualified 
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to maintain ignition systems, carburetors, and other delicate apparatus 
of that kind. They could take care of the heavier work of main- 
tenance. They had shop people that could do that, but they were 
not prepared to do it. 

So we, just as a matter of defense, got to setting aside a little room 
in these places, and we would let the railroads send their carburetors 
and their ignition systems over there, and we would send them another 
supply, and we would bring the old ones in and overhaul them, repair 
them, and then we would send those out. So we took care of that sort 
of work for them in many cases. And that went on through the motor- 
car period, which ended in 1930. 

ow, when we introduced the diesel locomotives, we had the same 
thing, only more components that required the attention of that char- 
acter. So we started in the same places repairing injectors, governors, 
and other delicate pieces of apparatus, so they gradually, those ware- 
houses, the parts warehouses, gradually expanded to more than just 
a ha ouse. ‘They became small repair stations for doing this special 
work. 

Now also, as this whole program evolved over a period of time, the 
railroads Jeaned on us to repair their main generators, and their trac- 
tion motors, which are big units. They are big things. They weigh 
on the order of from 6 to 11 thousand pounds apiece, and they are 
full of lots of involved mechanisms. 

The railroads sent those back to us for repairs when they failed or 
when they had run their miles out and had to be overhauled. We 
found ourselves sending them from all over the United States back 
_to La Grange. 

So slowly in the points where the population of locomotives were 
heavy we started to further expand these warehouses. We had to 
repair electric traction motors, and eventually the generators, so that 
was a further enlargement of the same philosophy. 

And as time went on the railroads Analy got to a point, some of 
them, not all—where they wanted us to overhaul their engines for 
them, too, the complete engine. 

So instead of sending those all the way across the continent or from 
New York to La Grange, and then sending them back again, paying 
the transportation on them, having them tied up in inventory or in 
freight trains, we decided to, in some places, first one, then another, 
to expand facilities for rebuilding the engine. | 

So the net result of that is that we had gotten now into pretty big 
operations in certain spots over the country just by a slow evolutionary 
process that started back there in 1925, and we are doing that. Does 
that answer your question ? 

Mr. Burns. Yes. Now, was that a change in the general practice 
of the railroads with respect to repairing and servicing steam loco- 
motives ? 

Mr. Hamitton. Oh, I thinkso. The railroads are perfectly capable 
and have been, they have been in the steam-locomotive business for a 
century, so they had developed all the technique, all the people, all the 
facilities that they needed to take care of steam locomotives and every- 
thing about. a steam locomotive was known to them. 

Now, I do think there were places in the country where Westing- 
house, with their intricate equipment, some of the feedwater people 
that made a very involved gadget probably had facilities to support 
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the railroads and help them on certain complicated things, but in 
principle they overhauled their own. 

When the diesel came along, here is the problem. You had one on 
this end of the railroad, one on that end, they were running every- 
where, there was no concentration of them, and we had, in the locomo- 
tives, a lot of involved things that take a long time to acquire the 
technique, experience, and the little fixtures necessary to do a good 
job repairing and not only that, but there wasn’t enough of it in many 
cases at the outset for them to develop a crew to do repair work. There 
was no efficiency. 

By our having a place not too far away, and every railroad 
sending all their stuff in there, we could have enough business and 
enough work to keep a couple of good mechanics on the job all the 
time. 

Senator O’Manoney. The point seems to be this, Mr. Hamilton: 
'-'That when the steam locomotive was the primary source of power for 
the railroads, the railroads had shops all along their respective lines. 

Mr. Hamirton. Right. 

Senator O’Manoney. In which their skilled mechanics were em- 
ployed to repair the engines and even to rehabilitate them sometimes 
almost completely. 

Now, the development of the diesel end of the warehouse and repair 
shop schedule of the General Motors, taken over from your original 
electric-motive company, would indicate a transfer of this shopwork 
from me railroad shops to the shops of General Motors divisions, does 
it not 

Mr. Hamitron. No; I don’t think so. 

Senator O’ManHoney. Well, you said you were expanding your 
repairs in the shops? 

Hamitron. When I say expanding, the expansion that has 
eccurred already and it probably is a matter of record or the ques- 
tion wouldn’t have been asked here by Mr. Burns, but the expansion 
is a drop in the bucket. 

The small railroads have very few facilities and have just a few 
locomotives usually. The big railroads, most every one of them have 
set up giant facilities of their own to rebuild these locomotives. They 
have their own shops. 

- About the only time they use our facilities is to take care of their 
peak load. When they get volume they can’t handle, they will send 
the overflow to us. 

Senator O’Manoney. You mean the railroads are using their own 
shops to repair—— 

r. Haminton. Oh, they spent millions of dollars on beautiful new 
shops, the Union Pacific—— 
ator O’Manoney. To handle the diesels? 

Mr. Hamiiton. Yes,sir. The Union Pacific that you know so well 
has just completed a plant at Salt Lake City, Utah, as big as this 
building, and shorouphly tooled and e iipped: to maintain, overhaul, 
and repair diesel locomotives. Yet we have a plant right there too. 

You say how come. Well, that is the point. The cycle problem 
of maintenance on the diesel can run into peaks like that, and they 
run the miles out on trucks and motors, run them out on generators, 
run them out on engines and they cannot always cycle their rebuild 
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program to have a uniform flow. They get caught on peak, so we are 
there as standby. | a 

If they get caught and can’t handle their peaks with their normal 
staff, why, then they will ask us to step in and take a few. But the 
percentage of that that we are taking is a drop in the bucket. 

Senator O’Manoney. The chart which was displayed here yester- 

day indicated, as I recall, that the peak in the manufacture and sale 
of the diesel en:zines, both for freight and for passenger, was reached 
about 1950. I think the total at that time was somewhere—— 
_ Mr. Hamirron. No; I think we had a higher peak than that. Dur- 
ing the Korean buildup is really when we went to the top. We went 
way up in production, all builders did. Everybody was working at 
their capacity at that time, and that was in 1952 and 1953. 

Senator O’Maunoney. I was speaking only of the total. 

Mr. Hamiuron. Yes, the totals. Around 1953 I think was where 
the peak was. 

Senator O’Manoney. Now in 1950 apparently the peak was for 
switchers 4,174 from all sources, for Son switchers 1,240, for road 
freight 1,585, for road passenger the peak was the following year, 
188 instead of 158, whereas in 1954 these figures had dropped, in the 
case of switchers, to 983, road switchers 635, road freight engines ta 
85, and road passengers 27. 

Now what does that indicate for the future? tes 
Mr. Hamixton. Before I answer your question, Senator, I woul 
like to call your attention to this fact: that these statistics here— 

who prepared these? Where do they come from? 

Clause 4 says this: “Diesel figures from 1934 to 1944 are shipment, 
figures from 1945 to 1954 are for orders.” 

(Discussion off the record.) 
~ Senator O’Manoney. For the record, I might say that the testi- 
mony of Mr. Hamilton has been tremendously interesting to every- 
body in the room. I know that from the press, I know it from my 
staff and I know it from myself. 

I think that the presentation of the materia] within the experience 
of Mr. Hamilton this afternoon has been a very excellent example of 
what can be done in a congressional hearing when frankness on both 
sides is employed. | | 
_ I think that this session this afternoon would be great food for 
thought for the Brookings Institution, for the three professors who 
interviewed General Motors executives and for the other General 
Motors executives. 

I think you have given an excellent example of what a business 
executive oucht to do, Mr. Hamilton, in discussing with a congres- 
sional committee one of the most important problems that can come 
before our Government, and I hope that all of these gentlemen I 
have named before will take heart from the way you have been treated 
at this table to believe that they might be treated the same way. 

Mr. Hamittron. Thank you, sir. 

Senator O’Manoney. Will you proceed ? 

Mr. Burns. Will you tell us the approximate capital investment in 
the diesel facilities, both at LaGrange and at these other branches? 

Mr. Haminron, Now, just a minute; my mind was floating a bit. 
Ask that one over again. 

Senator O’Manoney. We will take a recess for 2 minutes. 
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- Mr. Hasoton. Well, I can come up faster than that. Repeat your 
question, please. 

Mr. Burns. While I was talking with you informally, you men- 
tioned a figure of about 75 million for plant and equipment, and an 
inventory of about $60 million. 

Mr. Haminron. Yes, I see what you are talking about, true enough. 

- Our total investment, according to my memory—and I am going 
by memory, but I think it is pretty accurate—our total investment 
in dollars that we finally attained, and that represents mght up to 
around 1954, after we got through with the last project in tools and 
equipment, plant, land, and the manufacturing facilities, the peak 
reached was around 74 million. 

Now, of course, by that time it involved 3 plants, 3 ee 
plants, 1 in Cleveland, 2 in Chicago, in addition to these branches an 
everything that we own, that is the peak. 

Mr. Burns. Have you any division of that sum between the three 
manufacturing plants and these branches that you have? 

- Mr. Hammmrton. No, I don’t have that. 

' Mr. Burns. Now, when you first. began to sell these locomotives 
in 1934, through the middle thirties, did you have any problem in 
potting the railroad to purchase these ane to switch from steam to 
diese 
.- Mr. Hamamton. No, I wouldn’t say we had any great problem. 
There were times when we had to employ sales effort, there is no 
question about that. We had to take the story to different railroads 
and tell them what had hapepned, what we were doing, and what was 
being done, and what the performance results were in different spots. 

So I can’t say that we didn’t have some difficulty. Otherwise they 
would have been lined up on our doorstep to buy them, and they did 
not line up quite that way. 

Now, we had to have a sales organization. There might be some 
of them around here, I mustn’t leave them out. But, on the other 
hand, it was very small. 

As I recall, our sales expense was .03 percent of our sales volume. 
a ed of you know costs, why, you recognize how little effort we put 

orth. 

Senator O’Manoney. These salesmen, Mr. Hamilton, were not in 
the same status as the automobile dealers in the country ? 

Mr. Hamiuron. No, they didn’t get a commission, if that 1s what 

you mean. 
_ Senator O’Manoney. Well, they were not scattered around the 
country furnishing their own capital, their own warehouses and their 
own repair shops. They were operating under the company itself? 

- Mr. Hamurron. Oh, yes; they were salesmen and employees on a 
salary, but you understand that in the merchandising of a product of 
this kind, you don’t do that the same way. 

Senator O’Manoney. Oh, I know. 

Mr. Hamitron. Not in the same way that you merchandise the 
ordinary product. 

Senator O’Manoney. I know you don’t. 

Mr. Hamiton. And you don’t sell these railroads very many things. 
You might sell them, or talk them into trying 1 or 2 or 3, and you might 
cal] their attention to a situation and generate some interest on their 
part that will result in a sale, because you know their own people, and 
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so forth, and you say, “You know, you have got an operation out there 
in Dakota that you ought to give a thought to,” and get the thing gen- 
erated and in motion, but you don’t sell them anything. 

You can’t go out and sell one of these railroads 10 or 20 or 30 
million dollars’ worth of locomotives on fast talk. They just don’t do 
that. They buy them, and they don’t buy them unless they are con- 
vinced that they are spending their money the right way and that they 
can stand up in front of their directors and support their position. 

So no conversation of a salesman is going to persuade them very 
much. They don’t do that. 

Mr. Burns. Is it the practice in selling locomotives to deal with the 
top railroad executives, such as the president ? 

r. Hamitton. Well, no. It works both ways, but generally what 
happens is this: Now, when the locomotives were first introduced and 
when the motorcars were first introduced, yes, we went to the presi- 
dent of the railroad as a rule, and told him, for this reason, that their 
mechanical people and their staff people were in no position to protess 
the buying of a thing like this through their normal procedures. ‘They 
couldn’t take responsibility for it. They didn’t know anything about 
it. They don’t know if it will work or not. 

If the old man, or the boss up here, wants to buy one, let him buy it 
and let him take the responsibility. So he did, but he didn’t take the 
responsibility. He put the responsibility on the manufacturer, you 
see. So the manufacturer relieved everybody of responsibility, sup- 
plied him with the locomotive. The boss says, “Take this out and try 
it and see if it is any good, and what it will do.” 

That is the way we started. Now, after they had bought a few and 
had had some background and experience and gotten some knowled 
from experience of this new type of power, why, then automatically it 
starts to flow, then, through their regular routine. 

They have their committees; when the railroad decides they are 
going to buy some locomotives, they generally have a mechanical com- 
mittee or power committee, as they call it. Those fellows will gather 
all the data together as to the experience of the locomotives in service, 
what their costs are, what the general records are, and probably 
decide on the type of power they need for the job, what kind of a 
locomotive it is to be, what the gear ratio ought to be, what the horse- 
power ought to be. 

When they get all through with that, they come up with a recom- 
mendation i that floats all the way up to the top, and finally the 
decision is made at the top. But the recommendation is not very often 
rejected. 7 

As a result, whatever the recommendation of those mechanical 
departments are these days, that is pretty apt to be what the president 
or the people making the final decision accept. That is the process. 

Mr. Burns. Now, in the middle thirties when you were putting 
these first diesels on the road, did the railroads have any problent in 
obtaining the finances to make the purchases? 

Mr. Hamitron. Oh, yes; 40 percent of the mileage of American 
railroads were in receivership when we started this program. | 

ne Burns. And how did that affect your ability to sell diesels to 
them 

Mr. Hamitron. Materially. 
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Mr. Burns. How did you overcome that problem ? 

Mr. Hamintron. You spoke about a recess here. You are taking me 
off up another creek now. 

Mr. Burns. Well, let’s take 5 minutes for that answer. 

Mr. Hamitton. Well, that story goes back into the twenties again, 
or late twenties, or 1930. 

Mr. Burns. I would like to have it just from 1934 to 1937. 

Mr. Hamitron. Without getting into the background, there is no 
use in going into it. | 

The point is this: The railroads have a habit, a practice—if there 
are any other people in the room that have had the same experience 
we have had, they will agree with us—it is the practice, and a psy- 
chological fact, that when carloadings are down and traffic is down 
and business is down, they just do not make capital expenditures— 
period. And what they mean by that is an AFE, that is, authority for 

ditures. That is a sacred document on the railroad. 

o that when the thirties came along, there wasn’t anybody on 
any of the railroads that I knew—not most of the railroads—any 
officers that had the courage to even make out or ask for an AFE, 
for a pencil, let alone a locomotive. It just wasn’t done. If there are 
any railway equipment people here, they will go along with me. 

Now, then, here is what we were faced with, to get off of dead center 
where we were in 1930. We had at that time a lot of studies that we 
had already made with the railroads, as to where we could apply motor- 
cars that would save them some money, even the gasoline cars, and 
that is all we had to offer. But when the crash came, and the carloading 
curve went down, the curtain was down and everything stopped. 

So to revive a lot of these deals we had in motion, we cooked up 
a new one, a new idea, and it was this: the railroads, as a matter of 
policy, have authority, as a practice, to lease locomotives, they can 
rent them one from another, Pennsylvania can rent them from New 
York Central if they need them, pay so much a day for them, and 
that is an ordinary operating expense, and that is the way it is done. 
When they get through with the locomotives, they send them back. 

So we came up with this idea. We would lease them these motor- 
cars and we would get a piece of paper from them, and the paper says 
this: that they will lease this motorcar for 3 years or 5 years, or what- 
ever it is, and they will pay so much a month rent for it, no down pay- 
ment, no obligation to buy it whatsoever. Any time they want to send 
the thing home, they can do it, there is nothing in there about that. 
But if they keep it, they will pay us so much a month. 

At the end of the 4 years we will sell them the locomotive, if they 
‘want it, for $1. . 

That went into operation in 1930, and some of that paper was in the 
deal when General Motors took us over. I made a deal with the 
Cleveland Trust Co. to finance the paper, and they took it, furnished 
the capital for that investment. So we launched the motorcar business 
that way. : 

Senator O’Manonry. That was sort of a conditional sale? 

Mr. Hamitton. In effect; but legally speaking, it was not a sale—— 

Senator O’Manoney. No. You are right. | 

Mr. Hamitron (continuing). Because we could not hold the rail- 
road to anything. 
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Senator O’Mauoney. You didn’t transfer the title ? 

Mr. Hamittron. And no obligation to pay any specified amount 
of money. 

Senator O’MaHoney. Oh, well, there was a lease payment. 

Mr. Hamiuron. No; just a rental agreement that as long as they 
kept it, they paid us so much a month, but they could send it home any 
Monday morning if they wanted to, at any time. 

Senator O’ManHoney. But while they kept it, they would pay that 
amount ? 

Mr. Hamitton. That’s right; but no obligation to pay a specified 
amount. 

Senator O’Manoney. Of course, in the sale of automobiles now, we 
are told that the lease period, so to speak, to use the word that you 
have used, is being extended, payments can be made over a longer 

eriod, and a longer period of time, and the down payment becomes 
ess and the amount of credit that the dealer must give to the pur- 
chaser for his old car increases, so all through the country dealers are 
telling us, but always under an injunction: “Don’t use my name.” 

Things are getting pretty tough. So when you speak of the tough 
times that your company: was facing before General Motors took you 
over, I am inevitably reminded of the tough times that dealers are 
now facing in the a of automobiles, but that is another story. 

Mr. Hamixron. It is another story, except this one point: have they 
used up their fat that they accumulated in these lush days they have 
just been through ? 

_ Senator O’Manoney. That I don’t know. We will get to that. 

Sl haa They must have some fat left over to work on for 
a, while. 

Senator O’Manoney. We will get to that. 

Mr. Hocan. Have you been talking to any General Motors dealers? 

Senator O’Manoney. I haven't missed a dealer in the whole shebang. 

Mr. Hamuron. Ask them that question, Senator. 

Mr. Hocan. All you have got to do, Senator, is.ask,.how much he.bas 
made for the last 5 years, then see if he is crying wolf; poverty with a 
ham under your arm. 

Senator O’Manoney. When you come in, Mr. Attorney, with the 
dealers and we can assure them that there will be no reprisals, why, 
then, we will get the story. 

Mr. Hamuton. Shall I go ahead, Senator, and answer this question ? 

Senator O’Manonry. Yes, please. 
~ Mr. Hamivron. Now, when we reached a situation in 1936 and 1937, 
and our volume of production was going up and the railroads wanted 
the locomotives, we were faced with the problem that you have just 
introduced. 

So I went to General Motors, and recalling the experience we had 
with these motorcars back in the early days—and, incidentally, we sold 
those motorcars at that time to probably as poor railroads as existed, 
and the record indicated there was.never a payment one day late, never 
m the history of that whole transaction. So that was a good cerdit 

asis. 

So I went to General Motors and told them what the problem was, 
and so forth, and their first reaction when I told them what I wanted 
to do, was very, very, very unfavorable because it didn’t make too 
much sense to talk about selling locomotives to a railroad without any 
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downpayment, when it was already in the hands of ee Te and 
that is what I was talking about doing. 

And, of course, immediately they wanted to see the balance sheet of 
these lines we were talking-about, and I said that is not the place to 
look, we don’t look at the balance ‘sheet. on a railroad, not under these 
sort of conditions. We have got: another yardstick, and I told them 
what that yardstick was, what we would look at. 

So they went along. They gave me $5 million to play with as rotat- 
ing funds. So I started using , that; whenever we met a condition, we 
would operate on this lease arrangement for many railroads. 

There was one railroad, and I will tell you this story, and it can be a 
matter of record—there was one railroad in the hands of receivers. I 
know the management, knew the property, had known them for a long 
time, and they had changed management in the meantime, new people 
had come on the scene and had taken charge and had a program for 
rehabilitation. 

Fhat:railroad at the-time I am speaking of was 1937, was on the 
c. o. d. list for sparkplugs from us. The purchasing department, when 
they wanted a spark plug, then sent a man out there and they had 
the cash right on the barrelhead. 

They changed management on that property. The management sat 
in my office at La Grange and went over the program for rehabilitation, 
the thin they were going todo. I knew the individual. He was off 
another line. I had known him fora good many years. 

When he got in his automobile, I said to him then: “When you get 
around in your new program to wanting motor power, call me up and 
I will send you whatever you need.” 

I eventually sent him 37 locomotives without any cash payment. 
Every payment was met right on the barrelhead, right on the button, 
every one was paid night on schedule. 

Now that launches a new philosophy of railroad financing of rail- 
road equipment. It started to expand from there, and in no time at 
all the railroads as they got a little money started to make downpay- 
ments on the same basis, so that reduced the interest rate, because we 
were charging 414, that is the cheapest money I could get out of the 
GMAC group, and that was pretty good. 

Well, anyway, finally when the bankers commenced to see the poten- 
tial of that one, they hammered the price down to 17% percent; 1.78 was 
the price railroads got to paying following the same broad philosophy. 

It got a little more legal and they got the thing rolled up in a little 
different form, they got a lot of new names for it, when they got to 
making downpayment, but in principle that is the way this whole 
locomotive program finally got in motion from a financing standpoint. 

Does that answer your question ? 

Mr. Bcrns. Yes. Did the Burlington pay in cash for this first 
diesel ? 

Mr. Hamiuton. Qh, yes; lots of them paid in cash. There were not 
too many. 

Senator O’Manonry. Mr. Burns, it reminds me a great deal of the 
financing program which the Government establishmed in 1933 and 
1934 when it established the Public Works Administration and ad- 
vanced the credit and built the courthouses and the bridges, the 
railroad bridges and others around the country, because it had confi- 
dence that the people of the communities would respond. 
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Mr. Haminton. Right. 

Senator O’Manoney. They took a leaf out of your book or you took 
a leaf out of the Government’s book. 

Mr. Hamitton. Well, it worked. 

Senator O’Manoney. It worked. 

Mr. Hamirron. That’s right. 

Mr. Burns. In what year did GMAC begin this financing of the 
purchasing of diesels ? 

Mr. Haminron. They did not really finance them. We financed 
oe ne underwrote the paper, but they were the ones that handled 
the cash. 

They were the bankers, but they just sat there and went through the 
motions, that was all, and that began in 1936, and I would say other 
than a few interim deals, once in a while we still get in a situation 
where a financing program in a big block, the locomotives are not 
delivered on schedule, there is a hangover period. We sometimes use 
them for interim financing, but the banks handle it nowadays. GMAC 
is not in it. 

Mr. Burns. How long was the period when GMAC furnished the 
funds of this financing? 

Mr. Hamitton. Oh, 3 years or something like that, 2 or 3 years, 
that’s all, launched it, that’s all. . 

You would be surprised—a lot of this paper that GMAC took a lot 
outstanding at the rate of 414 percent, after a third of it was paid off, 
the banks paid it off at a lower rate, took it right out of circulation. 

Mr. Burns. But at the time GMAC made this fund available to your 
division, the banks were not willing to furnish the funds to the 
railroads? 

Mr. Hamirton. No; they didn’t know whether these diesel locomo- 
tives would last a week or what would happen tothem. There was no 
security in a diesel for a banker at that time. He had to have it 
establish a record of life before they could afford to use them as 
collateral. 

Mr. Burns. So that this financing was essential to sell these loco- 
motives that you were producing on this assembly line principle? 

Mr. Hamiuton. No; t would not say so, because if we had not had 
any of the lines in receivership, the railroads that were able to pay 
cash in those days would have kept us rolling. We could still have 
sold a lot of locomotives—the Santa Fe did not need it, Union Pacific 
did not need it, Burlington did not need it, Pennsylvania in those 
days, New York Central did not need it. 

It was small railroads that used it as a rule, and as time went on 
maybe some of the others used it, if money was cheap enough. But 
it was only the smaller railroads and those that were in the hands 
of receivers with no credit at that time that used it. | 

I don’t think we had over, as I recall it, there was never over 25 or 
30 million of that paper floating around at any one time. That was 
probably the peak. It helped over the hump, but it was not vital. 

Mr. Burns. That is all I have. 

Senator O’Manoney. Mr. Hamilton, Mr. Burns, the chief counsel 
tells he has no additional questions to ask of you at this time, and 
neither do I. We have 20 minutes before the 4: 30 adjournment time 
that I said earlier I would like to meet, and I want to invite you now, 
sir, you have been so ready with your responses to the questions of 
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counsel and ka, I want to extend to you the opportunity to make 
any additional statements that you desire with respect to the prob- 
lem as it has been presented here today or as it has been presented 
heretofore. 

The floor is yours. 

Mr. Hamirton. Thank you. 

Senator O’Manoney. I am going to make an example out of you, 
sir, a good example. 

Mr. Hamirton. Well, thank you, Senator. I hope that I will not 
be a horrible example. 

Senator O’Manoney. Oh, I am sure you will not; I am sure you 
will not. — 
~ Mr. Hamiiton. Those two words generally go together, you know, 
“horrible example.” 

Senator O’Manoney. Excellent example, sir; an excellent example. 
- Mr. Hamitton. The phase that I would like to carry through, and 
I can do it quick and fast, I think, on this whole program, generates 
in my mind, to some extent, from statements made hers yesterday, and 
things I have read in the newspapers. 

Senator O’Manoxney. Oh, now, don’t be disturbed by the things 
you read in the newspapers. 

Mr. Hamittron. They were generated though in the hearing, that 
is the point. If they were just made in the newspapers it would be 
something different. The boys can explain about anything they like. 

Senator O’Manoney. Just so long as they spell your name right, 
that is all you need to request. | 

Mr. Hamutton. I would like to get the picture completed a little 
bit, because the inference here, and these are the two that I did not 
like, and I am not speaking for General Motors, I am speaking for 
myself because I launched this whole project. I started the Electro- 
Motive Co. with 1 stenographer and 1 secretary and my own money, 
and ea been right in the middle of that development up to where 
it 1s today. | 

I was peondent of it in this whole life, and I laid the policies down 
and have more or less been the guiding influence. So what has hap- 
pened there is largely my guidance. 

Now, when somebody tries to get in the record that the success 
of the enterprise was due to two artificial conditions, one was the 
situation wherein influence of the General Motors Corp. was one of 
them, and another one was a regulation established by one of the 
departments of the Government that gave us an advantage, and there- 
fore because of that we dominate the business and are the controllin 
factors in the business, I take exception to those statements, and I will 
point out some of the reasons why I take exception to those state- 
ments. | . | 

As I indicated here today and as the record, when it comes out, will 
show, we did not go into the diesel locomotive business per se until 
the beginning of 1934, but back of that was 14 years of experience and 
development. 

When we introduced our first diesel engine and diesel locomotives 
out of our factory, we had 6 years’ specialized development and ex- 
perience and engineering and research to develop an engine that would 
make it possible to do that. | 
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Senator O’Manoney. Now you are speaking of your own company ? 

Mr. Hamitton. I am speaking of all of us. It is all related to- 
gether now. As far as I am concerned, they all run together. When 
we started on the development 

Senator O’Manoney. It comes segment by segment. In telling your 
story, you went back to the foundation of Winton and you went back 
to the foundation of Electro-Motive. 

Mr. Hamittron. Right. 

Senator O’Manoney. And you have told a very logical and clear 
story of the development. 

Mr. Hamitton, All right. 

Senator O’Manonry. So it divides itself into different periods. 

Mr. Hamitron. All right. I will start out in 1930, that makes my 
point, when we started definitely to build or to design a diesel locomo- 
tive or diesel engine, I should say, that was required for the produc- 
tion of our future products. We have been over that this afternoon. 

Now by 1936 and 1937 we had had 6 or 7 years of investment, techni- 
cal advance, experimentation, and history behind that engine, so that 
we had then ready to produce a complete locomotive, line of locomo- 
tives with this historical background of experience. 

Senator O’Manonry. But not the diesel locomotive. 

Mr. Hamirton. Yes, sir. 

Senator O’Manoney. Are we in agreement? You were not ready 
to produce the diesel locomotive ? : 

Mr. Hamti.ron. In 1936 and 1937 we were. 

Senator O’Manoney. Oh, yes, but in order that the statement may 
be perfectly clear, it was not until you went to General Motors. 

Mr. Hamitton. We went to General Motors in 1930, so that is where 
I am starting. 

Senator O’Manoney. But your background was long prior to that. 

Mr. Hamitton. Oh, yes; I covered that a moment ago. But I am 
getting right down toa specific point now, that we started specifically 
on the diesel engine, out of which this whole development has really 
taken place, economic development involving the transition from 
steam motive power to diesel motive power on the railroad. 

We started that development specifically in 1930, and by 1936 and 
1937 we had a commercial product that we were willing to put in the 
hands of buyers and guarantee it. 

Now, then, by the beginning of the war we were well advanced 
in our tooling, in our manufacturing facilities, and in the design 
of all of our models. We had switching locomotives of two sizes; 
we had what we call a semi-all-purpose type or transfer locomotive. 
We had a passenger locomotive of different sizes, and we had devel- 
oped a freight locomotive and it was in production, well into produc- 
tion, so that we had a historical background of that development. 

Now, figures that were given out here yesterday indicated that at 
the beginning of the war rules were established that handicapped our 
competitors to our advantage. 

Here are a few fieures | we got together that I would like to 
review that don’t seem to bear that out. Now, in the first place, 
all of our models had been designed, developed, tooled and were in 
production and had been in use sometime before the war began. I 
am dealing now here with percentage figures of the total diesel 
locomotives. 
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In 1940 the record shows that we sold 67 percent, and when I say 
“sold,” I am not talking about orders, I am talking about deliveries. 

There was a sheet here that I was looking at a little while ago that 
was talking about orders. Well, orders don’t mean anything in our 
books because a lot of them are canceled, never filled, so we are talking 
about shipments. 

In 1940 GM had 67 percent of the business and their competitors 
33. In 1941 we dropped to 57 and they went up to 43; 1942 we 
dropped to 53, they went up to 47; in 1943 we dropped to 40, they 
went up to 60; we dropped in 1944; we had 50, they had 50. 1945 
we had 51, they had 49; 1946 we had 65, they had 35; 1947 we had 62 
and they had 38. 7 

The point I want to make is this: that if the advantage we were 
supposed to have because we were concentrating on freight locomo- 
tives and our competitors were concentrating on switching locomo- 
tives, then why doesn’t their advantage continue on out and beyond 
the war based on the running starts they had in the switching loco- 
motive business during that period, because the record shows very 
definitely that they had a tremendous advantage? 

We were not making any switching locomotives at all, and they 
were in high production on switching locomotives. In fact, the record 
shows that back in 1940 their switching locomotive production—or 
is it 1941 ?—their switching-locomotive production was up almost equal 
to ours, so that they knew how to make them, they had all the facilities 
for making them, and they went into the war with just as good 
a ta facilities apparently for making diesel locomotives as 
we had. 

Now, then, they were running under a sheltered position on the 
switching locomotives and we were running under a sheltered position 
on freight locomotives. It is true we had built some freight locomo- 
tives so that by the end of 1942, which is when we were shut down 
or taken over in effect by the Navy, the other people had people 
putting war material into their plants, too, and we had them in our 
plants, in our case it was the Navy and we had to build engines 
and take over to supply power for the LST program, which meant 
all of our production plus an expanded production. So for the first 
half of 1943 we did not have any capacity, engine capacity, for loco- 
mottwes at all. 

Now, then, the net result in there was that in 1942 General Motors 
production of switching locomotives was at 116, next year it was 15; 
1944 it was zero, and 1945 we built 39. 

Now, in freight locomotives we had 2 in 1940; 47 in 1941; 96 in 1942; 
184 in 1943, and then the material situation was freed, we were given 
the necessary material to build up the capacity, we met our Navy 
requirements, and we were permitted to move ahead. 

So our total production in 1944 was no switch engines, no passenger 
locomotives, but 500 freight locomotives. Now, the competition that 
year built 315 locomotives, evidently representing their total capacity. 
So I fail to see a contention that we had any advantage arising out of 
the war regulation confining us to freight locomotives. 

Senator O’Manoney. In fairness, Mr. Hamilton, as I recall the 
testimony of Mr. Bruce Bromley yesterday, who is the attorney for 
the American Locomotive Co., he said that in his opinion the WPB 
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order which gave you the clear signal in the locomotive field was in 
the public interest; it was the proper thing. 

Mr. Hamitton. There is no argument about that. 

Mr. Hogan. That statement came kind of late, Senator, though. 
The implication had been passed out before that, and I think he real- 
ized they couldn’t support the implication, so he made the statement 
that was different from what his client said. 

Senator O’M,uHoney. We have the record before us, and it was in 
response to one of my questions that he made the statement to which 
I have just now referred, so that is all on the record, and I don’t know 
that Mr. Hamilton needs to be offended by that. 

Mr. Hamitron. I want to say this here. I contend that the suceess 
of this enterprise, Electro-Motive division of General Motors, was 
due to advance engineering, advance planning, in some cases running 
as high as 6 to 7 years ahead of the product completion, and proper 
engineering and planning of the product itself for the market, and 
high efficiency in production to bring the product up to as high a 
poss:b'e quality at the lowest possible price. 

Those are the factors that created a locomotive that the American 
railroad managements bought in preference to our competitors. 

Senator O’Manoney. Without denying any one of those assertions 
on your part, and I wouldn’t want to—do you want to make another 
statement ? | : 
_ Mr. Hamiuton. Yes, just one more. I want to put this in the record 
as an indication or proof that this division did a good job, whether I 
was there running it or not. 

The record shows, our figures show, that the current selling price 
of our locomotive per pound is 31 percent above what it was in 1940 
and I think everybody in the room knows what the price level change 
has been across the board for shoes, for this instrument [indicating] 
for your milk and for every other item that enters into daily living, 
probably on the order all the way from 80 to 150 percent. 7 

We held the increases to 30 percent and we absorbed an increase in 
labor of 162 percent in that length of time, and an 80 percent increase 
In materials. That is a record, manufacturing record, behind this 
story that produced the type of a locomotive that dominates the 
American scene, there is no question about. 

Senator O’Mauoney. Well, I would be the last person to deny it, 
sir. Iam not here to defend what any of our witnesses say, but never- 
theless there is another factor in this case, and that is the factor which 
you brought out, that your company, the one that you so ably de- 
veloped, making the gas-electric engine, was unable to carry out the 
new potential which you say and which you explained to Mr. Ketter- 


ing. 

rf was carried out very successfully, so successfully that the rail- 
roads of America adopted it quickly, because General Motors had the 
capital and the willingness, through Mr. Kettering’s leadership, to 
buy your company, absorb your company and make it a wholly owned 
subsidiary, and undertake the vast expenditures necessary to perfect 
the development. » 
__ Let us assume that it was completely perfected. To my mind it only 
_ demonstrates what has been clear on the record of the history of the 
development of industry in the United States. 
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When the Interstate Commerce Commission was first established, 
it was established because the railroads had extended beyond State 
boundaries and were no longer capable of being regulated in the public 
interest by the States. There was no partisan division at all about 
the establishment of the Interstate Commerce Commission to regulate 
the railroads. 

When I was a secretary or a year after [ had graduated from law 
school after I had resigned as secretary to my predecessor, Senator 
John B. Kendrick, a bill which he introduced and which Senator 
Kenyon, W. S. Kenyon of Iowa sponsored also, it was known as the 
Kendrick-Kenyon bill—Kendrick was a Democrat, Kenyon was a 
Republican. It was a bill to give the Secretary of Agriculture power 
to regulate the stockyards and the Haars houses of the United States. 

The allegation on which the bill was pased was that the packing- 
houses had complete control of the livestock industry, that they auld 
make the price for the producer in the stockyards which they owned 
and dominated, and that they could make the price for the householder 
in the retail establishments which they held, 

That bill was enacted in May 1921. It was signed by President 
Warren G. Harding. It was a bill which’ gave the Seoretary of 
Agriclture more power to regulate a business than was ever given by 
Government before or I think since. 

So what this country is faced with, and I think there can be no 
doubt about it, is this plain fact: that a growing segment of the na- 
tional commerce, now practically all of 1t, is being dominated by a 
smal] number of corporations in almost every major industry which 
are created by the States, which have no power to regulate in the 
public interest, so that the regulation of commerce on which the life 
of every inhabitant of this United States depends is now in the hands 
of management, and we have an economic situation which is awfully 
different from the political situation. 

In the political field we have the 48 States. In some cases these 
States attempt to regulate some of the businesses that come in. Amer- 
ican Telephone & Telegraph Co. is regulated by the States, and it is 
also regulated to some extent by the Federal Government. 

Bureaus and commissions and the Secretary of Agriculture have 
been given power to interfere in business to a degree never before 
accomplished. And the problem that is before this committee is the 
problem of assessing not the narrow responsibility for immediate or 
diverse acts, but the scheme of things by which our commercial regu- 
lation and our political regulation shall be on the same field. 

Now this is at the heart, as I see it, of the problem that affects the 
world; the Communists upon the one hand, the Fascists upon the 
other, have each said that the control has got to flow from political 
management at the top. 

I firmly believe that the greatness of America has grown from the 
fact that we have heretofore kept business and economics completely 
free, so we want to know in assembling the facts in this committee to 
what extent bigness itself, without any abuse at all, may be produc- 
ing a concentration which will destroy inevitably the nolitical liberty 
of the people. 

Now that may to many people seem to be an exaggarated statement. 
T don’t think it 1s, because I have watched the development through 
all these commissions and boards for 20 years. 
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I remember very well when, way back in the administration of 
William Howard Taft as President, the same problem that is before 
us now was before the Congress then: Under his direction George 
Wickersham, Attorney General of the United States, wrote a bill 
to provide for voluntary charters for business in the national field. 

t was never passed but it was introduced, and as it happened, 
strangely enough, it was introduced by a Senator from my State who 
at that time was the chairman of the Judiciary Committee, Senator 
Clarence D. Clark. 

This thing isn’t a recent development, it is not a development of 
diesel locomotives at all. It 1s a development that comes from a 
thousand different angles, and it has shown clearly that there 1s a split 
we have almost a split personality between political government and 
ecnomic government, and so far as the present acting chairman of this 
subcommittee is concerned, his only purpose is to lay the facts out on 
the table, and I want to compliment you again, sir, most highly for 
your willingness and your great ability to tell the story as you have 
told it here this afternoon. 

Mr. Hamurton. I thank you, Senator. 

Senator O’Manoney. T anking you, sir, for your evidence this 
afternoon, the committee will stand in recess until 10 o’clock Tuesday 
next. 

(Whereupon, at 4: 35 p. m., the subcommittee took a recess to recon- 
vene Tuesday, November 15, 1955, at 10 a. m.) 
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TUESDAY, NOVEMBER 15, 1955 


Unrrep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE J UDICLARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:20 a. m., in room 
424, Senate Office Building, Senator Joseph C. O’Mahoney presiding. 

Present: Senator O'Mahoney (presiding). 

Also present: Joseph W. Burns, chief counsel; Donald P. McHugh, 
assistant. counsel; Joseph A. Seeley, assistant counsel; Gareth M. 
Neville, assistant counsel; Jesse J. Friedman, economic consultant; and 
Paul R. Beath, staff member. 

Senator O'Manoney. Mr. Burns, your witness this morning, I 
understand, is Mr. Ewart Harris. 

Mr. Burns. Yes, sir. 

Senator O’Manoney. Will you state his background, please? 

Mr. Burns. Mr. Chairman, Mr. Ewart Harris was one of the trial 
attorneys for the Department of Justice in the recent trial of the case 
in Chicago entitled “United States v. Du Pont, General Motors, and 
U.S. Rubber.” 

Senator O’Manoney. Well, we are not trying that case, are we? 

Mr. Berns. No, Mr. Chairman. That suit involved the issue of 
whether Du Pont should be divested of its stock interest in General 
Motors and United States Rubber. The court decided that issue 
against the Government, and it is now on appeal. 

SOE O’Manonry. That was a suit brought under the antitrust 
aws ? 

Mr. Burns. That was brought under the Sherman Act, and our in- 
terest. in that suit is based entirely upon the fact that a great deal of 
information was introduced into the record tracing the early history 
of General Motors Corp. 

Senator O’Manoney. I want it clearly understood that in this pro- 
ceeding this morning we are not attempting to retry that suit. We 
are not here to pass upon whether or not the charges brought against 
we Du Ponts by the Government in that particular suit were true or 
false. 

What we are doing here is to try to build up the history of the Gen- 
eral Motors Corp., its methods of doing business, its financial asso- 
ciations, its relations with dealers, with competitors and otherwise, 
all of which is designed to advise the Congress as to facts which may 
or may not lead to additional legislation. Is that your understand- 
ing? 

Mr. Burns. Yes, Mr. Chairman. 
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Senator O’Manoney. All right, you may proceed. 

Mr. Burns. I might say that the documents introduced at that trial 
are considered an authoritative source of historical information which 
should properly be a part of the record in these hearings. 

To the extent that such data may illustrate the manner in which 
General Motors has grown and exercised its power, it 1s felt that this 
subcommittee has a direct interest. 

Assistant Counsel Donald P. McHugh will interrogate the witness. 

Senator O’Manonery. Very good, Mr. McHugh ? 

Mr. McHuen. Mr. Harris, where do you live at the present time? 


STATEMENT OF EWART HARRIS, ATTORNEY AT LAW, 
CHICAGO, ILL. 


Mr. Harris. 4134 North Ridgeway Avenue, Chicago. 

Mr. McHtcen. What is your occupation at present ? 

Mr. Harris. I am a retired lawyer. 

Mr. McHucu. Were you in the Department of Justice, Mr. Harris? 

Mr. Harris. For about 10 years. 

Mr. McHvueu. In what division ? 

Mr. Harris. Antitrust. 

Mr. McHceu. During the course of your employment in the Anti- 
trust Division, did you have occasion to be assigned to matters involv- 
ing the General Motors Corp. ? 

Mr. Harris. Yes, I was assigned to the trial, after it had started, 
of United States versus Du Pont de Nemours, General Motors, and 
others. 

Mr. McHvueu. For approximately how long were you occupied 
with the trial of that aie? 

Mr. Harris. We were in actual trial in Chicago about 6 months. 
Then there were motions, briefs, and so forth. I think our final sub- 
mission was early in 1954 after we had been through the trial in 1953, 
and then the decision was rendered late in 1954 against the Govern- 
ment. 

Mr. McHvueu. What was your position in the trial of this case? 

Mr. Harris. I was the second man on the Government team. 

Mr. McHuau. In the trial of the suit? | 

Mr. Harris. Yes, sir. 

Mr. McHteg. Will you tell us just briefly what the basic issues in 
that suit were? 

Mr. Harris. It was pretty much as stated by Mr. Burns. The Gov- 
ernment sought divestiture of Du Pon’t holdings in General Motors, 
divestiture of the stock of the family and associates of the Du Ponts 
in United States Rubber, their stock and divestiture of the stock held 
by General Motors in Ethyl Corp., and a divestiture of the plants by 
Ae Pont Co. which manufactured tetraethy! lead or ethyl, as it is 

nown. 

Mr. McHuen. Mr. Harris, what did the Government charge was 
improper about the manner in which the Du Pont Co. and the General 
Motors Corp. managed their trade regulations? 

Mr. Harris. The Government charged that the Du Pont Co. had 
bought into General Motors, that they had spent initially $25 million 
to buy a market for certain of their products, paints, varnishes, fabrics, 
and certain products which were used in the automobile trade. They 
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charged that the market was closed to competitors to the extent of 
from 60 to 70 percent of the required supplies. 

Senator O’Manoney. Well, that is not an issue here. 

; . No, sir. We understand it is in the Supreme Court. 
And I might say to the Senator that the Government appealed only 
from that portion of the adverse judgment which related to the rela- 
tions between Du Pont and General Motors. The rubber section of the 
case did not go up. 

Mr. McHvuau. That case is now before the Supreme Court ? 

Mr. Harris. Yes, they have taken jurisdiction. 

Mr. McHvueu. Do you have with you, Mr. Harris, some of the 
documents or copies of the documents which were introduced in 
evidence in that case? 

Mr. Harris. Yes; we have printed duplicate originals. The ex- 
hibits in that case, numbering hundreds of them, were almost all of 
them printed before they were presented to the court. 

Senator O’Manoney. Printed by whom? 

Mr. Harris. Printed by both sides, sir. The defendants furnished 
us with a great many of their documents printed in this fashion. 

Senator O’Manoney. Then do I understand that the documents 
that you intend to present here are undisputed documents? 

Mr. Harris. They are undisputed, sir. 

Mr. McHven. There is no question about the authenticity. 

Mr. Harris. The only question of authenticity raised in the entire 
trial was a question of a letter which Du Pont was not able to find mm 
its files. It merely stated to the Court: “We can’t find that letter,” 
and it was submitted in that fashion. There was no other controversy. 
There was a controversy about charts and stastistics, but not any of 
this material. 

Senator O’Manoney. I wanted to make it perfectly clear that we 
are not offering here any documents which are before the Supreme 
Court and on which there may be any dispute. 

Mr. Harris. The dispute, if the Senator pleases, is as to the mean- 
ing, intent, the purpose. There is not a dispute—— 

Con atok O’Manoney. And under the antitrust law as it exists. 

Mr. Harris. That’s right, sir. 

Senator O’Manongy. Very well. You may proceed. 

Mr. Huan. Mr. Harris, I wonder if you would explain, by referring 
to the exihibits, reading those portions that you think are pertinent, 
the times and the circumstances under which the Du Pont Corp. first 
acquired its interest in General Motors. 

Mr. Harris. Yes; I have a document here, Mr. McHugh, which is 
marked “Committee exhibit 1.” It bore the trial exhibit number of 
124 and was known in the trial as the Raskob report. It is a report 
made by John J. Raskob, who at the time, December 19, 1917, was the 
treasurer of the Du Pont Co. He at that time too, I believe, was a 
director in General Motors in the regime of Durant. 

Mr. Raskob is reporting to the finance committee a pareeron that 
they purchase $25 million worth of common stock of Chevrolet and 
General Motors. At that time Chevrolet was a separate corporation. 
It was, however, under the control of Mr. Durant. 

I think it would be easier and simpler and save time, Senator, if 
I read just briefly the matter on page—well, we don’t have a numbered 
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page, but inside they have numbered it, and it looks like paragraph 
No. 4. It is about the third physical page of the document, and says, 
“History and Nature of This Investment.” This can say it more suc- 
cinctly than I could. [Reading :] 


The General Motors Co. was organized in 1908 by Mr. W. C. Durant. It was 
then a holding company— 


Senator O’Manionry. Wait a minute, I don’t follow you. 

Mr. Harris. Perhaps to save time I will et briefly state it to the 
Senator. It isn’t important to get the exact language. They were un- 
numbered pages and I assume in the shuffle they were missed. 

Senator O’Manonery. Well then, you read from the page which is 
missing in my copy and then point up where it goes on. 

Mr. Harris. That’s right, sir. [Iteading:] 

The General Motors Co. was organized in 1908 by Mr. W. C. Durant. It was 
then a holding company and acquired control through stockownership of the 
Buick, Cadillac, Oldsmobile, Oakland Motor Co., Northway Motors Co., Western 
Motor Co., and 15 other companies, since which time the General Motors Co. has 
become an operating company and most all of the subsidiaries have been dis- 
solved. In 1910, Mr. Durant found himself with properties, which, while they 
were earning $10 million, were woefully Short of working capital and it became 
necessary to borrow $15 million. This was a difficult task, due to the motor 
industry being an infant industry and more or less discredited. The result was 
that in order to get the money necessary, he had to create a 5-year voting trust 
under the laws of New York, under which the bankers agreed to lonn $15 
nillion for 5 years, with the understanding that they would have control of the 
board of directors. During the first 10 months’ operation by the bankers, the 
net earnings applicable to the common stock of General Motors Co. dropped to 
$2,474,000 and for the following 4 years the record shows net earnings applicable 
-to common stock as follows: 

NOT ose ue Vee a tee $2, 856, 000 | 1914_--___-__-._-__-_ $6, 201, 000 
9) ss ae ee Pe 6, 410, 000 | 1915__---------___-__-___. 13, 409, 000 


The voting trust agreement expired in 1915 and the bankers and Mr. Durant 
were in dispute as to who was then in control of the stock. The dispute resulted 
in a compromise under which Mr. Durant elected 7 directors, the bankers elected 
7 directors and Messrs. J. A. Haskell, Lammot Belin and John J. Raskob— 


who were all Du Pont men— 
were agreed upon as three neutral directors satisfactory to both sides. 


I should say Mr. Pierre du Pont had been appointed by the bank- 
ers as 1 of the 7, so you had 4 Du Pont men there. 

Senator O’Manoney. I note the statement which I understand is 
‘attributed to Mr. Raskob. It 1s his document. | 

Mr. Harrts. Yes, sir. 

Senator O’ManHoney. No question about that. 

Mr. Harris. No. 

Senator O’Manoney (reading): 

The dispute resulted in a compromise under which Mr. Durant elected seven 
directors, 

There is no reference there to the election of the directors by the 
stockholders. 

Mr. Harris. The bankers elected seven; that 1s true, sir. 

Senator O’Manoney. But Mr. Durant elected seven. 

Mr. Harris. That’s right, sir. 

Senator O’Manoney. And the bankers elected seven. There is no 
ee in this sentence to the selection of the directors by the stock- 

iolders. 
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Mir. Harris. By the mass of the stockholders. 

Senator O’Manoney. Yes; I accept that amendment, “By the mass 
of the stockholders.” 

Mr. Harris, That's right, sir. Shall I proceed, sir? 

Senator O'ManmoneEy. Please. 

Mur. Harris (reading) : 

Time soon demonstrated that Mr. Durant was actually in control of affairs 
through stockownership; he was elected president of the company and the earn- 
ings applicable for the common steck for the following year (1916) jumped to 
$27,740.000 and for 1917, after making deductions for war taxes, $27,704,000. 

I don't think, sir, I will bore you with the balance here until we 
come to Chevrolet Motor Co., which is an important matter lower 
down on the page. 

Senator O’ManHoney. All of this goes in the record. 

Mr. Harris. Yes, sir. Shall I proceed ? 

Senator O'Manoney. Please. 

Mr. Harris (reading) : 

While Mr. Durant was a member of the board of directors and vice president 
of the General Motors Co. during the bankers’ regime, he was not at all active 
and incorporated the Chevrolet Motor Co. for the purpose of manufacturing the 
Chevrolet car which has become very popular and fills a need not covered by the 
General Moters Co. The Chevrolet Motor Co. had a eapital of approximately 
$20 million, and in 1916 increased its capital to upwards of $64 million and 


acquired control of the General Motors Co., in which company it now owns 450,000 
shares of common stock out of 825,000 shares outstanding. 

I wont call the Senator’s attention to another matter here which 
I don't think vou are too interested in. ) 

Senator O'Manonry. I am interested in it all, make no mistake 
about that. I am anxious only that we get into the written record 
the full text of this whole matter and allow you to emphasize such 
portions of it by reading as you feel it is important to emphasize under 
the questioning of counsel. 

Mr. Harris. Yes. Then on the next page, Senator, just above the 
figure 8, if you have it there: 

It is, therefore, proposed (although the plan has not been put before the 
directors and stockholders of the respective companies) that the General Motors 
Co. purchase the entire assets of the Chevrolet Motor Co., except the 450,000 
shares of General Motors Co. common stock in the Chevrolet Motor Co. treasury 
and assume the entire liabilities of the Chevrolet Motor Co., paying therefor 
approximately 318,000 shares (851,800,000) common stock General Motors Co. 
This 318,000 shares, together with the 450.000 shares in the Chevrolet treasury 
arvgregating 768,000 shares of General Motors Co. common stock, will he the 
sole asset of the Chevrolet Motors Co., which will then be dissolved and in dissolu- 
tion each share of Chevrolet will receive 1.2 shares of General Motors common 
stock. 


They haven't placed it before the board of directors, but— 
Mr. Durant is confident that there will be no trouble in its consummation. 

Then if you come down to the bottom of the page: 

The total outstanding voting stock of the enlarged General Motors Co.— 
that is, including Chevrolet— 
would be approximately 1,080,000 shares, 50 percent or control of which would 
require ownership of 540,000 shares. 

And then on the next page Mr. Raskob sets out in detail how that 
control might be obtained. Durant, he shows, owns 280,000 shares, 
Du Pont owns 223,000; that is a total of 503,000. 
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Senator O’Manoney. Wait a minute. I don’t seem to have that. 

Mr. Harris. I don’t have the page number. May I go briefly over 
it? Apparently something happened to these photostats. 

Senator O’Manoney. Do you have a complete copy ? 

Mr. Harris. Yes, sir; this is the original that came from the files. 

Senator O’Manoney. That is a complete copy ? 

Mr. Harris. Yes. 

Senator O’Maaioney. No omission of any pages anywhere? 

Mr. Harris. Not in the slightest. 

Senator O’Manioney. Very well. 

Mr. Harris. Then if I might briefly call attention to this—sir, may 
I come by the Senator a moment 

Senatur O’Mauoney. Please do. 

Mr. Harris. Page 9, sir, shows that Durant 

Senator O’Mauoney. Let’s read the introductory sentence. 

Mr. Harris (reading) : 

The total outstanding voting stock of the enlarged General Motors Co. would 
be approximately 1,080,000 shares, 50 percent or control of which would require 
ownership of 540,000 shares. 

Then they summarize how that could be obtained. 

Senator O’Mauoney. It says that there. 

Mr. Harris. It could be summarized as follows: 

Durant now owning 280,000 shares, Du Pont 223,000, makes a total 
of 503,000. Additional stock to be bought by Du Pont to make our 
investment $25 million, say 50,000 shares or a total of 553,000. 

Stock held by Wilmington people and Du Pont friends approxi- 
mately 100,000 shares. The Wilmington people, it appeared in the 
trial, were friends of the Du Ponts—— 

Senator O’Manoney. Please do not refer to the trial. Let’s refer 
to the documents. 

Mr. Harris. Yes; except that that would explain it, that the Wil- 
mington people were friends’of Du Pont. That does not appear in 
the documents and is not controverted. 

Senator O’Mauoney. It appears in this document. 

Mr. Harris. Wilmington people, the Senator might not know who 
they were. 

Senator O’Manoney. That’s right, I don’t, but it says: 


Wilmington people and Du Pont friends approximately 100,000. 


Mr. Harris. Right, sir, making a total of 653,000 shares, which is 
more than the 540,000. 

Senator O’Manoney. I think this 1s an interesting thing to read. 

Mr. Harris. The return on the investment is anticipated as follows: 

If the earnings of General Motors Co. for 1918 continue at the present rate, 
they will aggregate $53 million. Estimated earnings for the Chevrolet Co. will 
aggregate say $12 million, making total net earnings for the enlarged General 
Motors Co. before deducting war taxes $65 million. Assuming that the war taxes 
will aggregate $20 million, the net earnings of the consolidated company, after 
paying war taxes, would be $45 million. Deduct the preferred stock dividend— 
that is $1,200,000— 
the balance is $43,800,000, which equals 40 percent on a $108 million General 
Motors Co. common stock then outstanding. 

Senator O’Manoney. Now it would appear from this document that 
Mr. Raskob said that the total outstanding voting stock of the enlarged 
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company after the purchase of Chevrolet would be approximately 
1,080,000 shares. 

Mr. Harris. Yes, sir. 

Senator O’Manoney. And that 50 percent thereof, or 540,000 shares, 
would control. He had recommended the purchase of Chevrolet. 

Mr. Harris. That’s right, sir. 

Senator O’Manoney. And the setup after the purchase, therefore, 
according to his document, showed that with 540,000 shares being 50 
percent of the total outstanding stock of the company that was being 
reorganized, Durant-Du Pont additional investment of 50,000 shares 
by the Du Ponts would total 553,000 shares or 13,000 shares more than 
50 percent of the outstanding stock, and that adding to that 100,000 
shares of stock held by Wilmington people and Du Pont friends, 
approximately 100,000, there would be a total of 653,000 shares in the 
hands of Durant, Du Pont, and their friends. 

Mr. Harris. That’s right, sir. I would then call the Senator’s atten- 
tion to the page that has a 12 on it, beginning at the top of that page, 
Senator, it is the summary beginning just a page before: 

Summarzing the above, we have an opportunity to make a substantial invest- 
ment in the motor industry with the following points in favor thereof: 

1. With Mr. Durant we will have joint control of the companies, 

2. We are immediately to assume charge and be responsible for the financial 
operation of the company. This involves the direction of cash balances which will 
aggregate upward of $25 million and the handling of annual gross receipts 
aggregating $35 million to $400 million. From a financial standpoint, I feel that 
a consolidation of the financial divisions of the Du Pont and General Motors Cos. 
will be of tremendous advantage to us as Well as to the General Motors Co. and is 
a thing to be sought and desired from our standpoint. 

3. The Du Pont Co., if the class A stock is sold to the stockholders, will share 
in the profits of the industry to an extent equal to 120 percent on our investment 
and will receive 14 percent in annual dividends thereon; or in the event of carry- 
ing class A stock in our trensury the dividend rate will be about 12.6 percent 
and will share in the earnings about 42 percent, and this after paying $20 million 
war taxes. 


Sei O’Manoney. What was the characteristic of the class A 
stoc 

Mr. Harris. That I don’t know, sir. I think it requires an analysis, 
and I don’t know just what—the analysis appears, however, on the 
following page up here. I haven’t sufficiently informed myself of the 
difference Veuwesn A and B. 

Senator O’Manoney. Let us, Mr. McHugh, check on the corporation 
charter and find class A and B stock or any other stock that the com- 
pany as thus being formed would have, any division of the voting 
stock and the like of that. Proceed. 

Mr. Harris. Raskob proceeds: 


4. Our purchase is on better than an asset basis. 

5. Our interest in the General Motors Co. will undoubtedly secure for us the 
entire Fabrikoid, Pyralin, paint and varnish business of those companies, which 
is a substantial factor. 


Fabrikoid, Pyralin, and so forth, were products made by Du Pont. 
I call the Senator’s attention to this: 


Management: Perhaps it is not made clear that the directorates of the motor 
companies will be chosen by Du Pont and Durant. Durant should be continued 
as president of the company, Mr. P. S. du Pont will be continued as chairman of 
the board, the finance committee will be ours, and we will have such representa- 
tion on the executive committee ag we desire, and it is the writer's belief that 
ultimately the Du Pont Co. will absolutely control and dominate the whole Gen- 
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eral Motors situation, with the entire approval of Mr. Durant, who, I think, will 
eventually place his holdings with us, taking his payment therefor in some secu- 
rities mutually satisfactory. 

I might say to the Senator that that prophecy was carried out. Mr. 
Durant vanished from the scene very mea afterward. In the next 
paragraph the report says: 

During the past 2 years our company has been doing big things. After the 
war it seems to me it will be absolutely impossible for us to drop back to being 
a little company again and to prevent that we must look for opportunities, know 
them when we see them and act with courage. If our fundamentals are sound, 
as they certainly seem to be in this case, the control of the General Motors Co. 
will be a task worthy of the best there is in us and will, I feel, afford many 
opportunities to keep our important men occupied with big things after the war. 

Mr. McHueu. Mr. Harris, do you have any information as to the 
approximate market position of the General Motors Corp. previous 
to the investment by the Du Pont Corp. of this $25 million? 

Mr. Harris. No. Just what do you mean by market. position ? 

Mr. McHoueu. The relative percentage of the automobile market 
which the General Motors Corp. at that time had. 

Mr. Harris. No; we did not go into that. 

Mr. McHucn. Was it recognized at that time that they were one 
of the largest automobile manufacturers in the field ? 

Mr. Harris. Oh, yes; without any question. It was an aggregate of, 
as you see, 4 or 5 companies that were then existing. 

Mr. McHveu. Is there anything further that you think has any 
significance ¢ 

Mr. Harris. We have 2 documents that more or less accompany 
that—3—that show how Du Pont financed its purchases and showed 
how immediately after the Du Pont money came in, there was a great 
expansion of General Motors. I could refer to those briefly if the 
Senator wishes. 

Senator O’Manoney. I think it is worth while. 

Mr. Harris. I have in my hand Committee Document 2, which is 
another report from J. J. Raskob, dated March 8, 1918. 

Senator O’Mauonry. This also seems to be marked “Defendants’ 
exhibit No. 92” and “Government exhibit 128,” so both parties in the 
suit were agreed upon this document. | 

Mr. Harris. May I change that a little just to show the Senator 
the way that happened? The Senator is right in saying that both 
parties to the suit were agreed on the authenticity of the document. 
However, this marking, Senator, occurred in this fashion. 

Certain depositions were taken before the trial. I was not present 
at that, but I believe that at the time the attorneys for the Du Ponts 
furnished a lot of exhibits which they printed in this form. When 
we came to the trial, it was we, “we” meaning the Government, who 
put the exhibit in the trial, and it then received the court reporter's 
marking, and the number up there, 128, was the trial number. 

If the Senator wishes, I will not refer to that, but that is the case. 
You will find 2 or 3 markings on many of these documents, but they 
are all here as Government exhibits received by me from the Antitrust 
Division at my request to appear before the Senate committee. 

Senator O’ManHoney. Very good. 

Mr. McHueu. Senator, for our purposes we have used the number 
at the bottom which is considered our Senate number. 
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Mr. Harris. And that is the one I shall use. 
(The document first referred to by Mr. Harris is as follows:) 


(Government Exhibit 124. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter ) 

DECEMRER 197rH, 1917. 

To: Finance Committee. 

From: Treasurer. 


GENERAL Morors-CHEVROLET Motor Stock INVESTMENT 


Y recommend that our Company purchase Chevrolet Motor Company and 
General Motors Company common stocks in accordance with plan herein out- 
lined and with a view to bringing this formally before our company I have asked 
for a special meeting of the Finunce Committee to be followed as soon as possi- 
ble by a special meeting of the Board of Directors to consider the following 
resolution : 

ReEso.tvep that the President and Treasurer of this Company be and they 
are hereby authorized to purchase up to $25,000,000.00 worth of the common 
stocks of the Chevrolet and General Motor Companies paying for the Chevro- 
let Motor Company common stock an average price not to exceed $115.00 
per share and for the General Motors Company common stock an average 
price not to exceed $95.00 per share; and 

BE IT FURTHER RESOLVED that they be and are hereby authorized to do all 
acts and things necessary to finance and carry out this purchase in accord- 
ance with [plan outlined] recommendations contained in Treasurer’s report 
to Finance Committee, dated December 19th, 1917, modified as follows: 


MeETHOop OF FINANCING 


While it doubtless will be necessary for the Du Pont Company to do a good 
deal in the way of temporary financing, my recommendation is that we incorpo- 
rate [the Du Pont Motors] @ new Company [under the laws of the State of 
Delaware] with an authorized capital of $75,000,000.00, $50,000,000.00 of which 
shall be Class A stock and $25,000,000.00 Class B stock; 

CLass A stock to be a 12 percent cumulative non-voting [common] stock, 
callable at any time in the discretion of the Board of Directors at $150.00 per 
share plus accrued and unpaid dividends; 

CLass B stock to be [common] stock with sole voting power and entitled to 
all earnings of the Company after the payment of the 12-percent dividend on 
Class A stock; 

The Du Pont Company to subscribe immediately to $7,000,000.00 Class B stock 
at par payable in cash, in consideration of which the [Du Pont Motors] new 
Company will allow us to make the following offer to the common stockholders 
of the Du Pont Company, to wit: 

The common stockholders of the Du Pont Company will be entitled to sub- 
scribe to an amount of [Du Pont Motors] the new Company Class A stock at 
par equal to 30 percent of their present holdings of E. I. du Pont de Nemours & 
Company common stock, payable either in cash or Liberty Bonds at par and 
accrued interest. Payments may be made in full at the time of subscription or 
may be made in four installments of 7% percent each, payable on the 20th days 
of March, June, September, and December 1918 respectively. Stock will not be 
issued until fully paid but interest at the rate of 6 percent per annum will be 
paid on installments. 

The sale of this stock will supply $18,000,000.00, which added to the $7,000,000 
received from the sale of Class B stock will make the total of $25,000,000.00 
necessary to pay for the stock authorized to be purchased. In the interval 
between the time we must make payment for the General Motors and Chevrolet 
Motor stocks purchased and the time we will receive payment for the Class A 
stock sold to stockholders, the Du Pont Motors Company will arrange to borrow 
the balance of money needed. It is estimated that at least $8,000,000.00 of such 
borrowings can be made through giving notes in part payment for General 
Motors and Chevrolet Motor stocks purchased, leaving the balance to be ar- 
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ranged for through banks or otherwise as in the judgment of the Finance Com- 
mittee may seem best. 

While the writer feels that a great many of our stockholders would pay in full 
immediately for the Class A stock to which they will be entitled to subscribe 
under this plan, using the Liberty Bonds which they will receive as a 32-percent 
special dividend on the 22nd instant, it may be advisable to consider the matter 
of paying any extra dividend to be paid in 1918 quarterly instead of at the end 
of the year thus making it possible for the stockholders to use this dividend to 
meet their Class A stock payments as they become due. Should, for instance, we 
adopt the policy of declaring an extra dividend of 32 percent in 1918, payable 
§ percent quarterly, our estimated cash position at the end of each quarter as 
shown by a revision of the cash forecast accompanying my report to the Finance 
Committee under date of November 19th would show as follows: 


March 31st, 1918sss2c2c2232s222e5eccccesseeeese= $15, 871, 000. 00 
June-S0th, 101852. 2c ee eens Saeed oceseseses —425, 000. 00 
September 30th, 1918_.-----__--_-_-------------- 15, 572, 000. 00 
December 3ist, 1918__..--._-__-__---.----------- 33, 758, 000. 00 


This cash position will be improved through cash advances to be received from 
the United States Government under our contracts with them, which advances 
we conservatively estimate will amount to $25,000,000.00. The suggestion con- 
tained in this paragraph is not at all pertinent to the plan but is merely injected 
as a matter which may well receive careful consideration by the members of the 
Finance Committee between now and the time the offeriug of Class A stock is 
made to our stockholders should the recommendations contained herein be 
approved. 


NECESSITY FOR FINDING INVESTMENTS 


In the latter part of 1915 the Directors of the Du Pont Company deemed it 
wise to increase the capital and surplus employed from approximately $60,000,- 
000.00 to a capital of $120,000,000.00. In the opinion of the writer our Company, 
with $60,000,000.00 of debenture stock and $60,000,000.00 of common stock, aggre- 
gating a total $120,000,000.00 stock outstanding, should carry a surplus of at least 
$30,000,000.00. If this is true, our Company is definitely committed to the policy 
of employing a total of $150,000,000.00 capital. Of this amount $60,000.000.00 
was employed in 1915, leaving a balance of $90,000,000.00 as representing the 
minimum amount which we are committed to find investment for. To this 
$90,000,000.00 should be added the value of plant and working capital assets 
employed in the military powder business prior to the war, for the reason that 
present indications are that this investment will be unprofitable and valueless 
after the war due to the Government owning more than ample capacity to supply 
its needs in time of peace. The total amount we have succeeded in investing in 
new industries to date, counting $12,500,000.00 for the dye business ($7,500,000.00 
for plant investment and $5,000,000.00 for working capital investment) is $40,- 
000,000.00, leaving a balance of $50,000,000.00 still seeking employment and it is 
imperative that this amount be employed, otherwise the earnings of our Com- 
pany after the war will be insufficient to support the dividend policy and the mat- 
ter of properly employing this money in a way that will result in proper return 
to our Company is one of most serious consequence. 

The recommendation to make an investment in the motor industry may come 
as quite a shock to many of our directors at first, due to lack of full understand- 
ing of the oportunity offered and its relation to other opportunities that may 
present themselves from time to time. 


HISTORY AND NATURE OF THIS INVESTMENT 


The General Motors Company was organized in 1908 by Mr. W. C. Durant. 
It was then a holding company and acquired control, through stock ownership, 
of the Buick, Cadillac, Oldsmobile, Oakland Motor Companies, Northway Motors 
Company, Weston Mott Company and fifteen other companies, since which time 
the General Motors Company has become an operating company and most all 
the subsidiaries have been dissolved. In 1910 Mr. Durant found himself with 
properties, which, while they were earning $10,000,000.00, were woefully short 
of working capital and it became necessary to borrow $15,000,000.00. This was 
& difficult task due to the motor industry being an infant industry and more or 
less discredited. The result was that in order to get the money necessary he 
had to create a five-year voting trust under the laws of New York, under which 
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the bankers agreed to loan $15,000,000.00 for five years with the understanding 
that they would have contro) of the Board of Directors. During the first ten 
months’ operation by the Bankers the net earnings applicable to the common 
stock of General Motors Company dropped to $2,474,000.00 and for the following 
four years the record shows net earnings applicable to common stock as follows: 


D012 ke ae eta ee oe ee eee $2, 856, 000. 00 
DOS face ceo ee Se aa 6, 410, 000. 00 
DONG et a eee eae esc es eee saa 6, 201, 000. 00 
AOS bse sete ten ee oS eee eh 13, 409, 000. 00 


The voting trust agreement expired in 1915 and the bankers and Mr. Durant 
were in dispute as to who was then in control of the stock. The dispute resulted 
in a compromise under which Mr. Durant elected seven directors, the bankers 
elected seven director and Messrs. J. A. Haskell, Lammot Belin, and John J. 
Raskob were agreed upon as three neutral directors satisfactory to both sides. 
Time soon demonstrated that Mr. Durant was actually in control of affairs 
through stock ownership; he was elected President of the Company and the 
earnings applicable for the common stock for the following year (1916) jumped 
to $27,740,000.00 and for 1917, after making deductions for war taxes, $27,- 
704,000.00. The automobile year starts August lst and the earnings for 1918 
were estimated at $45,000,000.00 before deducting war taxes. The actual earn- 
ings for the first four months (which is the worst period in the automobile 
industry) before deducting war taxes were over $17,000.000.00, the earnings 
for the month of November alone being upwards of $5,000,000.00 which is the 
largest month in the history of the Company. The following statement com- 
paring conditions for the first three months this year with the same period last 
year is of interest. 


3 months 3 months 
ended ended 
10/31/1917 10/31/1916 
Cars and Trucks Sold: .c2csccccccessececnsencescensce teens eccheosccewces 54, 432 37, 884 
INGE: Sales. ceo cadce ater eucbhes Santew secu wcueet wate nec erewee etic oe $53, 668, 000 $34, 520, 378 
Wet Earmings. <4. -.cvselcceccsectsccondoceceste sce ssiesiceteeagleteletes 1 9, 700, 000 6, 695, 733 


! This amount is after deducting $2,500,000.00 for war taxes. 


The cash in banks and in sight drafts with documents attached, at the close 
of business December 7, 1917, amounted to $24,103,700.00. 


CHEVROLET MorTor CoMPANY 


While Mr. Durant was a member of the Board of Directors and Vice President 
of the General Motors Company during the bankers’ regime, he was not at all 
active and incorporated the Chevrolet Motor Company for the purpose of manu- 
facturing the Chevrolet car which has become very popular and fills a need not 
covered by the cars of the General Motors Company. The Chevrolet Motor Com- 
pany had a capital of approximately $20,000,000.00 and in 1916 increased its 
capital to upwards of $64,000,000.00 and acquired control of the General Motors 
Company, in which Company it now owns 450,000 shares of common stock out of 
825,000 shares outstanding. 

Balance sheets of both the General Motors Company and Chevrolet Motor 
Company are appended to this report. 


GENERAL 


The growth of the motor business, particularly the General Motors Company, 
has been phenomena! as indicated by its net earnings and by the fact that the 
gross receipts of the General Motors-Chevrolet Motor Companes [sic] for 
the coming year will amount to between $350,000,000.00 and $400,000,000.00. The 
General Motors Company today occupies a unique position in the automobile 
industry and in the opinion of the writer with proper management will show 
results in the future second to none in any American industry. Mr. Durant 
perhaps realizes this more fully than anyone else and is very desirous of having an 
organization as perfect as possible to handle this wonderful business. Mr. 
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Barksdale is a director of the Chevrolet Motor Company and Mr. P. 8. du Pont 
a director and Chairman of the Board of Directors of the General Motors Com- 
pany. Mr. Durant’s association with Mr. P. 8. du Pont, Mr. H. M. Barksdale, 
Mr. J. A. Haskell, Mr. Lammot Belin and the writer has been such as to result 
in the expression of the desire on his part to have us more substantially interested 
with him, thus enabling us to assist him, particularly in an executive and finan- 
cial way, in the direction of this huge business. The evolution of the discussion 
of this problem is that an attractive investment is afforded in what I consider 
the most promising industry in the United States; a country which in my opinion 
holds greater possibilities for development in the immediate future than any 
country in the world; that rather than have a coterie of our directors taking 
advantage of this in a personal way, thus diverting their time and attention (to 
some degree at least) from our affairs, it would be far preferable for the Com- 
pany to accept the opportunity afforded, thus giving our directors the interest 
so desired through their stock ownership in the Du Pont Company. 


GENERAL MotTors-CHEVROLET MOTOR CONSOLIDATION 


The Chevrolet car meets a demand which the General Motors Company cannot 
supply and in addition the Chevrolet-Durant interests dominate the United Motors 
Company though they do not control through stock ownership. This is a very 
valuable good will asset to the Chevrolet and General Motors Companies. It is, 
therefore, proposed (although the plan has not been put before the Directors 
and stockholders of the respective companies) that the General Motors Company 
purchase the entire assets of the Chevrolet Motor Company except the 450,000 
shares of General Motors Company common stock in the Chevrolet Motor Coin- 
pany treasury and assume the entire liabilities of the Chevrolet Motor Company 
paying therefor approximately 318,000 shares ($31,800,000.00) common stock 
General Motors Company. This 318,000 shares together with the 450,000 shares 
in the Chevrolet treasury aggregating 768,000 shares of General Motors Company 
common stock will be the sole asset of the Chevrolet Motor Company, which will 
then be dissolved and in dissolution each share of Chevrolet will receive 1.2 
shares of General Motors common stock. While, as previously stated, this plan 
has not been placed before the Board of Directors and stockholders, Mr. Durant 
is confident that there will be no trouble in its consummation. 


StocK AVAILABLE FOR ACQUISITION 


The writer took up with the Finance Committee in an informal way the matter 
of investment in these stocks and as the proposal as roughly presented at that 
time seemed to be of sufficient interest to Warrant further development we ar- 
ranged with Mr. Durant to secure as many options as possible on stoek, with 
the result that if we succeed in purchasing in the open market 40.000 shares of 
Chevrolet at an average price of $108.00 per share and 13,340 shares of General 
Motors at an average price of $90.00 per share we will have a total equivalent tuo 
223,400 shares in the enlarged General Motors Company at a cost (after deduc- 
ting 2 percent dividend accrued January Ist. 1918) of $90.50 per share. 

The total outstanding voting stock of the enlarged General Motors Company 
would be approximately 1,080,000 shares, 50 percent or control of which would 
require ownership of 540,000 shares. With the above purchases, control could 
be summarized as follows: 


Sharea 
UT a ce Ne ah ee nla Be, ote tee oa 280, 000 
5 BA Ws Gxt) 1 | Snr enee gre ete aie te Meee te On eee MOR PONE TENN ge IRN POY I teen SRR er CO Orr 223, 
ACA 2: | ene Sa eat No pl eS A MN ER eS SR SO ERR STO oe 503, 000 
Additional stock to be bought by Du Pont to make our investment 
ONO OO 00 SOY eo ioe eos Sh eo ee ee se ee eee 50, 000 
UOC acs let tos ooh 6 eS pee ee ee pie ne 593, 000 


Stock held by Wilmington people and Du Pont friends approximately__ 100, 000 
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RETUKN ON INVESTMENT 


If the earnings of General Motors Company for 1918 continue at 


the present rate they will aggregate___.---_._-___~---------- $53, 000, 000. 00 
Estimated earnings fur the Chevrolet Company will aggregate, 
A Wei ee yeast tee ae a) eres epee ee ere 12, 000, 000. 00 
making total net earnings for the enlarged General Motors Com- 
pany before deducting war taxes____----------------------- 65, 000, 000. 00 
Assuming that the war taxes will aggregate.......------------ 20, 000, 000. 00 
the net earnings of the consolidated company after paying war 
faxex Would, even. 225 oe Moe oe eee eee oe ate 45, 000, 000. 00 
Deduct preferred stock dividend_...--.--------------------- 1, 200, 000. 00 
DG a NCO se eB i ee eee ee $43, 800, 000. 00 


which equals 40 percent on #108,000,000.00 General Motors 
Company common stock then outstanding. 


If the Du Pont Company succeed in investing $25,000,000.00 in the enlarged 
General Motors Company common stock at $95.00 per share, we will acquire’ 
a total of 263,200 shares, paying 12 percent in dividends and on which there 
will be earnings of 40 percent as hereinbefore indicated and the income account 
of the Du Pont Motors Company could be stated as follows: 


Share of Gen- 
Dividends | eral Motors 


Earnings 
263 200 shares Gencral Motors stock at 12 percent-40 percent. .....---.------- $3, 158, 400 $10, 528, 000 
Less: 12 percent dividends on $18,000,000.0U Class A Vir) apn ere ae een 2, 160, 000 2, 160, 000 
Balance equals 1414 percent on $7,000,000.00 Class B Stock held in Treasury 
of Du Pont Company. _.......--2-----2-0 eee eee e eee ee eee eee ee eee eee $998, 400 |..--.---...--- 
Balance equals 11944 percent on $7,000,000.00 Class B Stock held in Treasury 
of Du. Pont Compan Vs ico cose occ bac ces osdusanuedocenween ccvecccveeceocleavecasecuaass $8, 368, 000 





The dividends of $3,158,400.00 are equal to a return of 12.6 percent on a total in- 
vestment of $25,000,000,000.00 and the share of General Motors earnings of $10,- 
528,000.00 is equal to 42 percent on the $25,000,000.00 investment. 


VALUE OF ASSETS PURCHASED COMPARED WITH PURCHASE PRICE 


A determination of the actual value of the assets back of the common stock 
we are purchasing is interesting and may be stated as follows: 





Current Assets Fixed Assets 





Real state and Equipments. :s..ci cs ec worse ce sas pe bweset a oasecocetel ees dees eek $36, 941, 331. 67 
TNVEStING Nt SECUPINGS oecnc ook ce ctalaiue ica at ua eaduciietewewcsvouncvn thee teem aatce 8, 579, 223. 15 
Current and Working Capital i ad vt les death Aa, Per ain pce los os $93, 253, 584.79 |----2 le. 
Deélerred: Cnarves. ieee oc eae Ue sete ia ee enaee dd ber euidewen cues 1, 051, TOG 40 | Sachets oreo eat 
TOUS wes ian Aes eee iia ce eae cera wee iiae $94, 304,691.55 | $45, 520, 554. 82 
Deduct: 
Cyirrent DAS DILIVICS.< 3s) Melweliay pa eeneecn eee ee eee bGudogs 19, 164, 583.96 |.....- 2-222 LLL 
Preferred and Subsidiary S tO seis ies eens sew ersuemanine d| sueaesuew eee ot 21, 031, 010. 50 
aN CC Geos cocace Bace go ee te eRe ay baci d eee Penge ban be saahed, $75, 140, 107.59 | $24, 489, 544. 32 
which Is equal to (7) percent on $108,000,000 common stock valued at 
$05.00 per shure-(percemt) 2.0.32 os vee ee ee eyed og eee eee ee ete 73 2 
If we add the net carnings to December 31, 1918, after paying 12 percent 
Givin i522 be tect Sao be eke ewido yee ake aaa eae 35, 000, 000.00 |... 22 elle 
We TiVO BO NO1A Oleg is ete ee nes ete eo ad Petar See alee $110, 140, 107.59 | $24, 489, 544. 32 
which is equal to (7) on $108, 000,000 common stock value at $95.00 per 
HACE (HETCODL) A oi... cco set cults enculosemswene deletes tec house siemes 108 24 





In other words, valuing the good will of the Company at nothing and assuming 
the preferred stock is a charge against the fixed investment, we are in pur- 
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chasing stock at $95.00 per share securing an investment in which 73 percent 
of the purchase price is represented by current assets and 24 percent in fixed 
investment, making a total of 97 percent. If we add to the current assets a 
conservative estimate of the earnings that will be injected into the business 
during the twelve months ending December 31, 1918, the current assets will equal 
108 percent of the cost of our investment, the fixed assets 24 percent, or a total 
of 132 percent. The good will of the Company valued at $30,482,771.17 as shown 
on the balance sheet adds 30 percent to the value of our investment as repre- 
sented by the purchase price. In the opinion of the writer the good will of this 
industry is conservatively estimated at $30,000,000.00 and the value of the fixed 
investment is worth very much more than figures ($36,941,331.67) shown on 
the balance sheet. alt 


SUMMARY 


Summarizing the above we have an opportunity to make a substantial invest- 
ment in the motor industry with the following points in favor thereof: 

1. With Mr. Durant we will have joint control of the companies. 

2. We are immediately to assume charge and be responsible for the financial 
operation of the Company. This involves the direction of cash balances which 
will aggregate upwards of $25,000,000.00 and the handling of annual gross 
receipts aggregating $350,000.000.00 to $400,000,000.00. From a financial stand- 
point, I feel that a consolidation of the financial divisions of the Du Pont and 
General Motors Companies will be of tremendous advantage to us as well as 
to the General Motors Company and is a thing to be sought and desired from 
our standpoint. 

3. The Du Pont Company, if the Class A stock is sold to the stockholders, will 
share in the profits of the industry to an extent equal to 120 percent on our 
investment and will receive 14 percent in annual dividends thereon; or in the 
event of carrying Class A stock in our Treasury the dividend rate will be about 
12.6 percent and will share in the earnings about 42 percent and this after paying 
$20,000,000.00 war taxes. 

4. Our purchase is on better than an asset basis. 

5. Our interest in the General Motors Company will undoubtedly secure for 
us the entire Fabrikoid, Pyralin, paint and varnish business of those companies, 
which is a substantial factor. 


MANAGEMENT 


Perhaps it is not made clear that the directorates of the motor companies 
will be chosen by Du Pont and Durant. Mr. Durant should be continued as 
President of the Company, Mr. P. S. du Pont will be continued as Chairman 
of the Board, the Finance Committee will be ours and we will have such repre- 
sentation on the Executive Committee as we desire, and it is the writer's 
belief that ultimately the Du Pont Company will absolutely control and dominate 
the whole General Motors situation with the entire approval of Mr. Durant, who, 
I think, will eventually place his holdings with us taking his payment therefor in 
some securities mutually satisfactory. 

During the past two years our Company has been doing big things. After 
the war it seems to me it will be absolutely impossible for us to drop back to being 
a little company again and to prevent that we must look for opportunities, know 
them when we see them, and act with courage. If our fundamentals are sound, 
as they certainly seem to be in this case, the control of the General Motors 
Company will be a task worthy of the best there is in us and will, I feel, afford 
ee opportunities to keep our important men occupied with big things after 

e war, 


Stop. 


NoTe.—“Finance Committee, Secy’s No. 9849” stamped at top of first page 
of document. “Return to Executive Committee Room 9069” stamped twice at 
bottom of first page and once each at bottom of the second, third, and fourth 
pages. Italics indicate pencil notations. 


Du Pont control 


M. Sexton_______--- 600 1 C. Fo Rict@seccececsseceweceecs 50 
John Aspinwall___-__________ 500 | Geo. P. Bissell.---_-- ~~ 300 
H. M. Parksdale______-________ 2200) R. P. Brewer _____------__--- 35 
Eee, TOM i282 g ee ka c, 650 | FE. C. Britton --.--_.--- 40 


H. Belin, Jr-.-_.._-___________ 250] L. H. Broadwater____________-_ 200 


Leon O, Bryan 
E. G. Buckner 


B. J. Doherry 
L. L. Dunham 


EK. E. du Pont 
H. A. du Pont 
H. F. du Pont 


P. S. du Pont 
T. C. du Pont 
J.B. D. Edge 


Van Horn Ely 
M. Farquhar 
E. C. Ferriday 


J. A. Haskell 
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Investment Securities (A-2): 
Stock—Affiliated Companies_..-...-______ 461, 000. 00 
Stock—Other Companies______--_--_---__- 50, 427, 900. 00 
Liberty Bonds 








Du Pont control—Continued 
eh ces hag alee ae 45|R. OC. Hull_____--_-------------- 200 
Daniel Buckley__-.-..--------- 50 | James H. Kane__~-~--.-------- 15 
Std ee eee ere 290 | Frederick Kniffen___.._._-...--. 430 
Susy W. Buckner__------------ 15 |.Co Ce Rurtgse nescence eeuce 500 
M. duP. Carpenter___----~----- 150 | Fred. W. Kurtz__-------------- 36 
R. R. M. Carpenter__..~-------- 200 | Howard C. Kurtz__------------ 9 
bee cate ees 550| F. D. Lackey_----------------- 3181 
ee ee mice ee we JP, Daevecn oncccececcsceess “200 
NS a re 109 | Philp D. Laird___-------------- 160 
John T. Devine..-.--._~---.--- 155 | Walter J. Laird_....---------- 50 
enn ie ah eE oe nee 1800 | W. W. Laird__----------------- 200 
a a be Uh sete eee 50)R. A. Me Adam___w_.-------. 10 
A. Rae du Belli. ___-------- 45 | Lucy McDevitt __--_-__.-----~--- 25 
bea tf Nee te ted 6218 | Frank A. McHugh---------.--- 175 
Marion Dunham-_ ~~~ ----...-- 22|L. L. Maloney_---------------- 110 
tea eee i ae 200| 8S. Frances Martin----.------. 5 
A. Felix du Pont. _-_---___._. 75 | David T. Marcel__.._----..---- 90 
Ethel H. du Pont__---------~--- 500 | Charles H. Mason__---.-------- 25 
Eugene du Pont____--__------- 100 | Holladay S. Meeds__.-.--.--.-- 60 
oe ee rae g00 | Catherine D. Miller__----------- 10 
Se ren Sia eee 1610 | J. A. Montgomery--.---------. | 205 
ae Re ke ene ee g50 | Bessie D. Moore__---.--------- 10 
Irenee du Pont_..---...-.--.-~ 1300 | M. D. Murphy----------------- 125 
Lammot du Pont. .----------_- 1500 1.0<. Be Nilessoncc2eeeccccceesecs 600 
SOE PRR ee eee 20000 | C. La Petze..------------------ 300 
Sent eee ns ee 15375 | Frank W. Pierson__..-...------ 95 
eee nin Rees mae 1 |-Ae E:. Porter. 222s ce ence cekece 10 
R. W. Ellis______-_---~-.- ~~ 99|J. F. Porter__----------------- 10 
Male te Siok ate eee 299 | Anna E, Quigley__------------- 5 
Be a ace’ Sete eieastons Ee 109 | Elizabeth B. Quivley_---------- 5 
ee ea ee: 200 | Helena 8S. Raskow__------------ 1100 
Frank L. Garey____------_-__~- 3g | John J. Raskob__-------------- 6965 
a ee een eens 151 | Wm. F. Raskob__-------------- 250 
SOA eer ae 999 | C. A. Rudolph__--------------- 15 
Henden Land Co____-----__.-- 700 | George W. Sparks_------------ 100 
Harry T. Graham______-___-__- 365 | L. W. Stout_------------------ O35 
Willie T. Harrington ___--_____ 10 G. Dl eCl. 2 ee a 200 
Margaret Jane Harrington______ 4g |C. H. Ten Weeges_-------------- 200 
Helen Martha Harrington______- 15 | Rodney Thayer_-----~--------- 100 
LeRoy Harvey____-_------__-_ 59 | Victor Thomas__-__------------ Ke 
i Pantene eee ee 990 | L. Scott Townsend_------------ 285 
aes tee ene ee 350 | 5. D. Townsend__-------------- 100 
Everett M. Hawley____---_-__- 109 | Wilmington Trust Co., Trustee__ 700 
Gertrude Swift Hawley..___-_--- 159 | J: R. Winner_----------------- 30 
Harvey Hayward_____________ 250 | ra 
William S. Hilles__.. ~~. 50 K. G. Tallman___-------------- Bier 
Cc. B. Holladay____--_-_________ 1400 : 
arr ia aera ace 00 79334 
Chevrolet Motor Company combined and condensed balance sheet as at 
September 80, 1917 
ASSETS 
Fixed (Schedule A-1) : 
Real Estate, Plant, and Equipment_________ $6, 628, 771. 18 
Less Reserve for Depreciation___._________ 601, 676. 79 
—_—_—_—_—_—————————-_ $6, 027, 094. 39 


50, 890, 900. 00 
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Chevrolet Motor Company combined and condensed balance sheet as at 
September 30, 1917—Continued 


Current and Working: 


Cash (ASS es ee ees Sh ee $2, 669, 769. 13 
Drafts outstanding against B/L (A-4)---- 1, 689, 735. 28 
Notes and Accounts’ Re- 
ceivable (A—4)__-.______ $1, 427, 598. 24 
Less Reserve for Bad and 
Doubtful Accounts. ___~ 46, 377. 64 
—__—__—_——_—_——_—-_ 1, 381. 220. 60 
Accounts with Affiliated Companies (A-4)__ 2,099. 001. 61 
Inventories (A—65)---._____ $10, 530, 795. 47 
Less Reserve for Deprecia- 
HONS wooo nce ta ee 279, 742.83 10, 251, 052. 64 
—_— —- S ———_ $18, 090, 779. 26 
Deferred Charges (A-6) -~..~---_--_---_~_____ 370, 654. 51 
Goce Will ono oo ee eee ht a ee 11, 953, 099. 26 
87, 332, 527. 42 
LIABILITIES 
Current Liabilities : 
Notes and Accounts Payable (Schedule 
Ba )* evesea Se eeceee eee eee eee $1, 605, 827. 39 
Dealers and Customers Deposits (A-7)-~_--- 459, 775. 95 
Accrued Items (A-8)_.-_-~__--- 021, 583. 22 
Accounts with Affiliated Co.’s (A-7)_-____ 96, 788. 02 
——__—_—_——_———-__ 2, 683, 974. 58 
Capital Stock (Authorized $80,000,000.00) _____- 64, 250, 000. 00 
Less in: Treasury 22-6. 2423520 3 oe a 245, 200. 00 
$64, 004, 800. 00 
Surplus (A-9): 
Ba'ance—December 31, 
TOUG eee ea $31, 123, 274, 48 
Less Adjustments__....._~- 15, 401, 968. 07 
—_$—$—$_———_———_ 15, 721, 306. 41 
Current Additions (B—1)-----------...-.. 8, 398, 802. 51 
24, 120, 108. 92 
Less Dividends Paid_--_.-.--__._-__--_-__ 3, 840, 288. 00 
—__—_—_——_————— 20, 279, 820. 92 
Reserves: -<CA=10) 2.0 ee eee Sees 363. 931. 92 





87, 332, 527. 42 
Nore.—“Return to Executive Committee Room 9069” stamped at bottom of 
page. 


Balance shect, General Motors Company after Chevrolet consolidation 


(estimated ) 
ASSETS 

Real Estate, Plant, and Equipment__________ $45, 208, 779. 68 

Less Depreciation and Reserve___.__._--~--- 8, 267, 448. 01 
—_—_—_—_———————._ $36, 941, 331. 67 
Investment Securities___.--_-__--_--_--------------------~-- 8, 579, 223. 15 

Current and Working Capital (After reserving $2,742, 101. 16 
for Material and Supply depreciation) ~..-.-_..-___.---_- 93, 253, 584. 79 
Deferred: ‘Charees:.2.5 2 ee a ee ee nee eeoes 1, 051, 106. 76 
GOOdWE cece ensues eee oe ee eae eee ee 30, 482, 771. 17 


DOU segoreeeCoeee bese ate taba oes e AS $170, 308, 017. 54 
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Balance sheet, General Motors Company after Chevrolet consolidation 
(estimated )—Continued 


LIABILITIES 

Current iagbiities.c.6 eo on eee ei Se eo $19, 164, 583. 96 

Portion of Subsidiary Stocks not owned by General Motors 
COMDANY 26 o5 5 2 Se a eee ea 1, 366, 310. 50 
Preferrd Stock outstanding_....._-.---.---.- ~~~ 19, 664, 700. 00 
Common Stock outstanding (estimated) ......_---_._______ 108, 000, 000. 00 
SUPPlUS sé ons esee eck Seka seeee cc eco lec ce a aneck weeees 16, 515, 904. 25 
TROSCEV CS 65 25 on oe ch ee ee eee eee d, 006, 518. 83 
VOU ee eee eeasg ieee Cees eetieeecatecs $170, 308, 017. 54 


Condensed consolidated balance sheet of General Motors Corporation and sub- 
sidiary companics directly connected with the manufacture of motor cars and 
parts as of September 30th, 1917 


ASSETS 
Fixed Assets: Real Estate, Plants, and Equip- 
MeCN es a he eee oe ee ee ete oe $38, OSO, OOS. 50 
Less: Reserve for Depreciation._.___.__-__-__ 7, 665, 771. 22 
—_—__—_—_—_——_—_—_—_——-_ $30, 914, 237. 28 
Patents, Agreements, Ete_....--_.._--____ ~~~ 298, 100. 00 
Miscellaneous investments __-...._--._----__------------_-- 2, 688, 323. 15 
Current and Working Assets: ‘ 
Cash in banks and on hand_-_-------~--_- $16, 405, 864. 04 
Marketable securities and stocks of mu- 
nicipalities and corporations___._-.._-_- 286, 000. 00 
Notes ($443,227.91 in 1917) and accounts 
FOCCIVADIG coscce ne esc eee eecuccs 12, 359, 437. 12 
Inventories at cost or less___...._---_-__ 46, 111, 504. 37 
———______—_—- 75, 162, 805. 53 
Deferred Expenses____..--__--__-------~-_~_---~-_ +--+ 680, 452. 25 
GOOG. Wil peste i oe cee ence eweecceLee eens ce 18, 231, 571. 91 
TOtel 2236 ose ees oes eee e seco ese e eet ceee ss $127, 975, 490. 12 
LIABILITIES 


Capital Stock: 
Pfd. Stock (Auth. $20,000,000) issued_________--___-___- $19, 664, 700. 00 
Com. Stock (Auth. $82,600,000) issued___. $82, 558, 800. 00 
Less: In treasury of General Motors 
COLD tec eeee eee eseu oe cesecezes $4, 685, 500. 00 
——__——__—_—————_ 77, 873, 300. 00 


Total in hands of public__._____-_--------.---_--___ $97, 538, 000. 00 
Outstanding Capital Stock (par value) and 
surplus of subsidiary companies, being the 
portion not owned by General Motors Corpo- 


ration: 
Capital Stock 22.22 seccceeeeeeecus wees $540, 500. 00 
MUI DIUS cet oe eee a ee eee $25, 810. 50 
——_—______—— 1, 366, 310. 50 
Current Liabilities: 
Accounts Payable_ ~~ ~~ ~~ ee 13, 399, 808. 74 
Taxes, Pay Rolls, and Sundries accrued 
NOC “QUC@s 20 eee a eS 3, 080, 800. 64 
——_ 16, 480, 609. 38 
Reserves: 
For two months’ proportion of Dividend on 
Pfd. Stock payable Nov. 1_.__.___._____ 198, 647. 00 
For War Income and Excess Profits Tax... 4, 556, 872. 20 
For Sundry Contingencies_.._._.....____- 479, 067. 71 
—__—_—__—_. 5, 232, 586. 91 
BUPDIUS ves oe Sh ec Sn 7, 357, 983. 33 
DOUG) eae eek ee i ae $127, 975, 490. 12 


67272—56—pt. 6——-20 
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Mr. Harris. Then this document, committee exhibit 2, is a report 
again from Raskob to the finance committee, and that would be his 
finance committee, the Du Pont Co. He summarizes the conditions 
surrounding the acquisition of this interest. 

Ninety-seven thousand eight hundred and seventy-five shares of 
common stock of General Motors and 133,690 shares of Chevrolet 
were acquired at the total net cost of $25,183,758.64. Most of the 
money was obtained some from Liberty Loan, from the Du Pont Co., 
by the way, either its own company or its securities company, which 
was a company-owned corporation. Another of the subsidiaries gave 
notes for $3 million, and then at the bottom, fourteen-million-odd was 
advanced by the company. 

Senator O’Mauonry. What is the General Industries, Inc. ? 

Mr. Harris. That is one of their subsidiary companies through 
which they were doing some financing. 

Senator O’Manonry. By the word “their,” whom do you mean? 

Mr. Harris. Du Pont; I am sorry. 

Senator O’Manonry. General Industries, Inc., was a Du Pont 
corporation ? 

Mr. Harris. Yes, sir; and J think it was created, as I recall, for 
the purpose of buying stock. It changed its name later. It became, 
I think, Du Pont Securities Co. 

Senator O’Manonry. Mr. Raskob’s statement in this report of 
March 8, 1918, is therefore that the purchase at the total net cost of 
$25,183,758.64 was temporarily financed for account of General 
Industries, Inc. ? 

Mr. Harris. And for the company. 

Senator O’Manonry. Well, this is what he says, “in the following 
manner.” 

Mr. Harris. Yes. 

Senator O’MAnoney. The purchase, that is, the purchase recom- 
mended by Raskob to Du Pont. 

Mr. Harris. That’s right, sir. 

Senator O’Marroney. Was temporarily financed for account of 
General Industries, Inc., in the following manner. 

Mr. Harris. That’s night. 

Senator O’Manoney. Do any of the exhibits show what the perma- 
nent financing was ¢ . 

Mr. Harris. Yes; further on you will see the permanent financing. 
Then Raskob reports at the bottom of the page that the directors of 
(general Motors, at a meeting of the directors, it was agreed to make 
an offer to purchase the assets of Chevrolet exclusive of the General 
Motors Corp. common stock, and the price he says to be paid— 
will result in Chevrolet, after disposing of its assets, having General Motors 
Corp. stock in its treasury equivalent to 144 share for each share of its own 
outstanding stock. 

Going further down the page, Raskob reports that their acquisi- 
tions resulting in an equivalent to General Motors stock and Chevrolet 
stock amounted to a purchase equivalent to 250,663 shares of the en- 
Jarged corporation out of a total of 1,047,417: 


This means that we have acquired a 23.83-percent interest in the common stock 
of the enlarged General Motors Corp. 
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I might say, Senator, that that 23.83 was a basic interest that hardly 
oe from the time of the initial investment until the trial in 

icago. 

Senaton O’Manoney. Now, this, I take it, was in addition to the 
holdings that Durant had and Du Pont had? 

Mr. . Well, Du Pont—— 

Senator O’Manoney. Previously. | 

Mr. Harris. The holding was quite small. Pierre and Irénée had 
holdings at the time. At the time that Pierre went into General 
Motors, at the request of the bankers, he was holding about 2,000 
shares. In the next couple of years he increased that and spent a 
little over $1 million in what might be personal investments. 

Mr. McHuau. Mr. Harris, the Du Pont Corp. itself then had no 
actual stock interest in General Motors before it acquired this 23.83 
percent interest ? 

Mr. Harris. I think not. 

Mr. McHucu. Was some other interest then held by various mem- 
bers of the Du Pont family ? 

Mr. Harris. That’s right, the two of them, Pierre and Irénée, two 
brothers. In calling the Senator’s attention to the last page— 


Notes of interest with respect to General Motors Corp.— 


do you have it, sir? 
Senator O’Manonry. Yes; I have it. 
Mr. Harris (reading) : 


Notes of interest with respect to General Motors Corp.: The board of directors 
of General Motors Corp. has been increased to include as new members Messrs. 
H. F. du Pont, Irénée du Pont, so that now of a total number on the board we 
have a membership of five, as follows: Messrs. P. S. du Pont, Irénée du Pont, 
H. F. du Pont, J. A. Haskell, J. J. Raskob. 

The finance committee has been altered to embrace the following members: 
Messrs. H. EF. du Pont, Irénée du Pont, W. C. Durant, J. A. Haskell, J. J. Raskob, 
chairman. 

The executive committee had one Du Pont man on it, J. A. Haskell. 
Are there further questions? 

Senator O’Manoney. On the page following that, on which the 
membership on the board of directors by Du Pont family members 
and Du Pont Co. executives appears, membership of the finance com- 
mittee and of the executive committee, I find two marked paragraphs. 

Mr. Harris. Which are: 


The financial management of General Motors Corp. is thrown very largely up 
to us and plans are under way to bring us into intimate contact with that end 
of the business. 

Through our connection on the executive committee, we will be in close con- 
tact with the operating and sales end of the business. 

And then there was a dinner given to the bankers. 

Senator O’Manoney. Is that all they got? 

Mr. Harris. No; it was not all, sir. 

Mr. McHucn. Mr. Harris, were the Du Pont interests instrumental 
in bringing other capital into the General Motors Corp.? 

Mr. Harris. Yes; they were. 

Mr. McHucu. Do you have any other documents which would tend 
to explain how or under what circumstances that was done? 

Mr. Harris. I have before me committee exhibit 3. 

Senator O’Manoney. Before you go on to that, I observe with inter- 
est your previous exhibit, committee exhibit No. 2, a page and a quarter 
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entitled “Extract From Moody’s Investors Service of March 7, 1918.” 
I cite this because it is an analysis of Moody’s Investors Service of 
the after-war production of the Du Pont Powder Co. 
Mr. Harris. Yes, sir. 
Senator O’ManoneEy. The second paragraph reads as follows: 


Hence it is said that the Du Pont Co. has undertaken the manufacture and sale 
of fabrikoid, pyralin, lacquers, solvents, and other chemicals. The company 
has bought during the year the varnish and paint business of Harrison Bros. & 
Co., the Beckton Chemical Co., Cauley, Clark & Co., and the Bridgeport Wood 
Finishing Co. It has also purchased nitrate lands in Chile to enable it to pro- 
duce all of its own nitrates. Meantime its stock earned $77.49 per share in 
1917, against $133.31 in 1916; and its gross sales were $269,842,456, as compared 
with $318,845,685. 

In other words, if Moody’s statement is correct, the Du Pont Co. was 
in itself a broad-scale merger of the paint, fabrikoid, lacquer, solvents, 
and other businesses with the broad-scale merger which had previously 
taken place under the direction of Durant in the automotive industry. 

Mr. Harris. We called them acquisitions. 

Senator O’Manoney. Call them what you please; there were two big 
mergers coming together in a still larger merger. 

Mr. Harris. And in point of time, Senator, it was very appropriate 
because Du Pont was getting ready, as we charged, to take over a large 
market in the automotive field. 

Senator O’Manoney. Please avoid referring to what you charged. 
I just want to get these facts in. 

Mr. Harris. I will try and keep that out of it. 

(Committee’s exhibit 2 previously referred to is as follows :) 


(Government Exhibit 128. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter) 

Marcu 8, 1918. 

To: Finance Committee. 

From: Treasurer. 

I beg to summarize the conditions surrounding our acquisition of an interest 
in the General Motors Corporation and Chevrolet Motor Company, in accordance 
with authority granted. 

97,875 shares of Common Stock of General Motors Corporation and 133,690 
shares of stock of Chevrolet Motor Company have been acquired at a total net 
cost of $25,183,758.64. 

The purchase was temporarily financed for account of General Industries, Inc., 
in the following manner : 


Liberty Loan Bonds borrowed from duPont Securities Company 


Gb PAP ie a ce Eee es et $5, 856, 000. 00 
Liberty Loan Bonds borrowed from E. I. du Pont de Nemours & 
Company fit Pat 220 << 2 eo ee ee 1, 384, 000. 00 


Notes of General Industries, Inc., dated January 8, 1918, maturing 
September 1, 1918, given Messrs. Hofheimer and Durant, in pay- 
ment for stock acquired from them___..-------~------------ 3, 000, 000. 00 
Cash advanced by E. I. du Pont de Nemours & Co., handied 
through special account styled ‘‘Finance Committee” : 
Aggregate amount charged to “Finance Com- 





WiC CO secs ee Si te eee $16, 144, 293. 43 
Less repayments credited to “Finance Com- 
MittOG 2202S othe eee eee eee 1, 200, 534. 79 
Net Cash. advanced 2.2.0. oe b oc econo csc oun 14, 943, 758. 64 


$25, 183, 758. 64 
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At a meeting of the Board of Directors of the General Motors Corporation 
February 21, 1918, it was agreed to make an offer to purchase the assets of 
Chervoret Motor Company exclusive of General Motors Corporation Common 
Stock which that company owns. The price to be paid will result in the Chevrolet 
Motor Company after disposing of its manufacturing assets having General 
Motors Corporation stock in its treasury equivalent to one and one-seventh shares 
for each share of its outstanding stock. In this way 133,690 shares of Chevrolet 
Motor Company is equal to 152,788 shares of General Motors Corporation Com- 
mon Stock which, added to the General Motors Corporation stock acquired as 
above aggregating 97,875 shares. Resulting in our owning a total equivalent 
to 250.668 shares of the enlarged General Motors Corporation out of a total which 
that Corporation will have outstanding of 1,047,417 shares. 

This means that we have acquired a 23.8 percent interest in the Common Stock 
of the enlarged General Motors Corporation. The authority granted was to 
invest $25,000,000.00 in General Motors Corporation Common Stock at par on the 
assumption that the exchange rate of Chevrolet Motor Company stock would be 
on a basis of 1.2 shares of General Motors Corporation Coimmon Stock for each 
share of Chevrolet Motor Company stock. 

The exchange rate of 1.2 shares would have resulted in the enlarged General 
Motors Corporation having approximately 1,080,000 shares of common stock out- 
Standing and an investment of §$25,000,000.00 in the stock at par would have 
represented a 23.14 percent interest. A 23.83 percent interest in the stock par 
would, in that event, have cost $25,736,000.00. As it is we have a 23.83 percent 
interest at a cost of $25,183, 758.64. 

In line with authority granted, the General Industries, Inc., was formed with 
an authorized capital of $25,000,000.00, all one class of stock. E. I. du Pont de 
Nemours & Company subscribed to the whole of this authorized capital and 
has paid in on call of the Board of Directors of General Industries, Inc., 5 per- 
cent or $1.250,000.00. All of the stock of General Motors Corporation and Chevro- 
Jet Motor Company acquired, as set forth above has been bought and paid for 
by General Industries, Inc., so that the books of E. I. du Pont de Nemours & Coin- 
pany will show an investment in the stock of General Industries, Inc., of $1,250,- 
000.00, and no investment in the motor companies. 

General Industries, Inc., has financed the acquisition of the motor stocks out 
of proceeds received from the amount paid on its issued stock and from the sale 
of approximately $24,000.000.00 of notes. Following is an Assets and Liabilities 
statement of General Industries, Inec., as of February 28, 1918, after consum- 
mating the transaction, 


ASSETS 
OI Nase ce ea a rel eh A eee ep en ecto ras Beh $36, 656. 91 
97.875 shares General Motors Corporation Common Stock______ 11, 476, 006. 73 
133,690 shares Chevrolet Motor Company stock__---_._________ 13, 707, 751. 91 
Expenses to date (See Detail) _-----__.--_-________ 89, 811. 65 
OUAY- AN SSC CS oie i a St i eles ae ee he 29, 310, 227. 20 
LIABILITIES 
Capital Stock, authorized and issues, $25,000,000; 5 percent 
UE a ae ae i Sa Be $1, 250, 000. 00 
Bills Payable: 
We Oo DR so ee ee $1, 200, 000. 00 
N. Hofheimer, et al__----_-______ 1, SOO, 000. 00 
New York Banks ___ ~~ ~_--_-______ 15, 000, 000. 00 
duPont Securities Company_________________ ©, 896, 000. 00 
—_———_—_—__—_——- 23, 856, 000. 00 
Accounts Payable (EF. I. duPont de Nemours & Co.)___-________- 204, 227. 20 
Total Liabilities _..-...----- 2), 310, 227. 20 
Detail of expenses: 
Income: 
Interest on Bank Balances____.--__-_____._-__ 815. 20 
Expenses : 
Interest on Accounts Payable___.__-________- $84, 466. 66 
PINCUS 262 cs oe Se oe es 104. 00 
Internal Revenue Tax_____________________ 4, 087. 20 
Organization Expense__--_-_--____________ 1, 468. 99 
——_—______—_- 90, 626. 85 


89, 811. 65 
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The notes issued by General Industries, Inc., are secured partly by General 
Motors Corporation and Chevrolet Motor Company stocks and partly by United 
States Government securities. A detail of the collateral put up will be found in 
the statement annexed to this report. The United States Government securities 
put up as collateral were loaned to the General Industries, Inc., by E. I. duPont 
de Nemours & Company under authority granted by your committee. 


Notes of interest with respect to General Motors Corporation 


The Board of Directors of General Motors Corporation has been increased to 
include as new members: Messrs. H. F. duPont, Irenee duPont, so that now of a 
total number of 15 on the Board, we have a membership of five, as follows: 
Messrs. P. S. duPont, Irenee duPont, H. F. duPont, J. A. Haskell, J. J. Raskob. 

The Finance Committee has been altered to embrace the following members: 
Messrs. H. F. duPont, Irénée duPont, W. C. Durant, J. A. Haskell, J. J. Raskob, 
Chairman. 

The Executive Committee now has the following members: Messrs. W. P. 
Chrysler, R. H. Collins, W. L. Day, J. A. Haskell, E. ver Linden, F. W. Warmer, 
W.C. Durant, Chairman. 

Mr. H. M. Barksdale, who is now on the Board of Chevrolet Motor Company, 
will be placed on the Board of the General Motors Corporation as soon as the 
former company is wound up, and upon his taking the place on the Board he 
will be made a member of the Finance Committee and Executive Committee. 

The financial management of General Motors Corporation is thrown very largely 
up to us, and plans are under way to bring us into intimate contact with that 
end of the business. 

Through our connection on the Executive Committee we will be in close con- 
tact with the operating and sales end of the business. 

In order to make our position in the motor company known in the banking 
world, Mr. P. 8S. duPont arranged a dinner in New York on the night of Febru- 
ary 21, 1918, at which were present Mr. W. C. Durant and members of our Finance 
Committee and other members of our Board who may take an active hand in 
forming the policies of the General Motors Corporation, and to which were invited 
the heads of our principal New York and Philadelphia banks. At this dinner 
Mr. P. S. duPont formally announced our entry into the motor business and Mr. 
Durant took the opportunity to describe that business in a comprehensive way, 
and there is no doubt but that the dinner resulted in the General Motors Corpora- 
tion becoming better established in the minds of important bankers of the country. 

As a matter of general interest, I am attaching an extract from the latest weekly 
letter of Moody's Investors Service wherein he comments on what he chooses 
to call duPont’s forethought in providing for “other businesses to take the place 
later on of its war business.” These comments are undoubtedly inspired by the 
news of our having entered the automobile industry, and while John Moody’s 
thoughts on the subject may not be contrasted with our own views after deliberate 
consideration, nevertherless his comments are flattering and may be of passing 
interest to the Directors. 

/s/ J.J. RASKOs. 


FDB/GLN 


Notr.—‘Received Mar. 11, 1918, M. D. F.” and “Finance Committee, Secy’s 
No. 10267” stamped at top of first page of document. “Return to Executive 
Committee, Room 9069” stamped at bottom. 


Extract FromM Moopy’s INVESTORS SERVICE OF MarcH 7, 1918. 


“After-War Production: The du Pont Powder Co. is exercising forethought 
in providing something for its plants to do after the war is over. This contrasts 
rather brilliantly with the managements of a great many munition and other 
companies whose personnel is so puffed up with success as to blindly imagine 
that its good luck will hold, and that in some way plenty of business can be found 
for the plants and factories to turn out. The fact that the war consumption is 
absorbing about 20,000.000 tons of our steel per annum and 325,000 metric tons 
of our copper does not strike some people as being of any importance; but the 
du Ponts appreciate what these things mean. They are looking for after-war 
business now, and others will be looking for it later on. 

“Hence it is said that the du Pont Company has undertaken the manufacture 
and sale of fabrikoid. pyralin, lacquers, solvents and other chemicals. The Com- 
pany has bought during the year the varnish and paint business of Harrison 
Bros. & Co., the Beckton Chemical Co., Cauley, Clark & Co., and the Bridgeport 
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Wood Finishing Co. It has also purchased nitrate lands in Chile to enable it to 
produce all of its own nitrates. Meantime its stock earned $77.49 per share in 
1917, against $133.31 in 1916; and it gross sales were $269,842,465, as compared 
with $318,845,685. 

“Here is a line of a practical kind on the business conditions we may expect to 
find after the war. One of the most far-seeing of our corporation is using its 
war profits to buy up other businesses to take the place later on of its war busi- 
ness. In other words, it is discounting the future idleness of a considerable por- 
tion of its powder plants. When investors in munitions and other war shares 
begin to discount in like manner, we ought to witness a pretty lively swapping 
from war brides into standard stocks. Admittedly the war brides look a little 
fagged and worn after their lively downhill honeymoon of 1917, but they are apt 
to look a great deal more fagged when peace comes, and hundreds of other man- 
agements begin following the example of the du Pont Powder.” 


NOTES OF GENERALINDUSTRIES, INC., DATED FEBRUARY 28, 1918, PAYABLE AUGUST 
28, 1918, WITH INTEREST AT 6 PERCENT EXECUTED IN FOLLOWING DENOMINA- 
TIONS AND SOLD BY GENERAL INDUSTRIES, INC., TO FOLLOWING BANKS 
CARRYING COLLATERAL SPECIFIED BELOW 


Collateral 
< ; a cuetern é m ; poet 
mount o ercent U.S. mount o era 
Bank Loan Treasury | Second Loan ae Motors 
Certificates Stock Com- 
(shares) Stack 
(shares) 
Chase National Bank........-.---...-------- $1, 500, 000. 00 /$1, 500, 000.00 | $500,000.00 | 11,000 5, 200 
Guaranty Trust Company.........---.-..-- 1, 500, 000.00 | 1, 500,000 00 500, 000.00 | 11, 000 5, 200 
National City Bank._.-...2..--.--2---- 28 1, 500, 000.00 | 1, 500, 000. 00 500, 000 00 | 11, 000 5, 200 
Bankers Trust Company.....-...-...-.----- 1, 500, 000.00 | 1, 500, 000. 00 500, 000. 00 | 11,000 5, 200 
First National Bank..._-..-.....---..-----.-- 70), 000. 00 750, 000. 00 250, 000. 00 5, 500 2, HOO 
National Bank of Commerce... -.......-.---- 1, 500, 000. 00 | 1, 500, 000. 00 500, 000.00 |} 11, 000 5, 200 
Equitable Trust Company-.__.-......-...--- 750, 000. 00 750), 000. 00 250,000.00 | 5, 500 2. 600 
Mechanics & Metals Nat. Bank..__...._.--- 900, 000. 00 900, 000. 00 300, 000. 00 6, 600 3, 120 
Irving National Bank. ....- 2222222222222 8. 675, 000. 00 675, 000. 00 225, 000. OO 4, 950 2, 340 
Hanover National Bank..._...--....2222-..- 675, 000. 00 675, 000. 00 225, 000. 00 4, 950 2, 340 
TOUS ood tos ues Seulotinee awe patos: 11, 250, 000. 00 | 11, 250, 000.00 | 3, 750, 000. 00 | 82, 500 39, 000 
duPont Securities Co_......-2.2--2222---2--- 5, 856, 000. 00 | 4, 392, 000. 00 0.00 | 32,208 | 15, 225 


NOTES OF GENERAL INDUSTRIES, INC., DATED JANUARY 8, 1918, PAYABLE SEPTEM- 
BER 1, 1918, WITH INTEREST AT 6 PERCENT, GIVEN TO FOLLOWING PERSONS IN 
FOLLOWING AMOUNTS 


WC. DUrAN ss oon s cede te Ovaceleewceds $1, 200, 000.00 |... 2. 22 ee. $0.00 |. ...___. $17, 200 
Nathan Hofheimer, Trustee_._....--...--.-- 648, 000.00 |......-.------ OO Wicca Secs 9, 25) 
Nathan Hofheimer_..........-.-.-.-..------ 252,000 00 |_--. 2. Lee. 0.00 |. -.- 28. 3, 800 
Corinne Hofheimer_._._...-.......-----.-.-.- 450, OOO. OU [..-2.. 222 lee O00) becuse 6, 450 
Helen M. Hofheimer....._.-........_-_.-__- 225, 000. 00 |.-..2- 228... 0.00 |..-22. 2. 3, 200 
Arthur Hofheimer...__.-2-2-222. ee 225, 000. 00 |....2--- ee 0.00 |_...-.-. 3, 200 


Grand Totals..__......--------.-.------ a 106, 000. 00 ae 642, 000. 00 $3, 750, 000.00 |$114, 708, 54, 225 


Mr. McHueu. Mr. Harris, were the companies referred to here 
acquired by the Du Pont Corp. for the purpose of producing prod- 
ucts which were sold to the automobile trade? 

Mr. Harris. I would not like to mention the purpose; that may be 
in question. They purchased these plants and these plants were used 
to supply products used in the automotive trade. 

Mr. McHuvueu. Mr. Harris, I was asking you whether or not you 
have any evidence from these documents that the Du Pont Corp. made 
other capital available to the General Motors Corp. 

Mr. Harris. I have committee exhibit 3 before me. Shall I pro- 
ceed, sir? 
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Senator O’Manoney. Please do. 
Mr. Harris. This again is a report by Raskob to the finance com- 
mittee of Du Pont Co. and it is dated March 19, 1920: 


The General Motors Corp., in order to carry out a development program which 
has been reduced to the greatest degree possible without sacrificing its position 
in the industry, will need $60 million of new capital. 


Then they go on to say it is difficult to get that: 


The development of the industry during the past 4 years has been such as to 
increase the assets employed from $58 million in 1915 to $452 million in 1919, 
an increase of approximately $100 million per vear. There is every reason to 
belive that there will be ample opportunity afforded for expansion at a very 
rapid rate during the next few years and this affords splendid opportunity to 
interest new partners without the present partners sacrificing anything. In 
other words, if the present partners have §400 million employed earning 30 
percent and the industry can employ $60 million additional which will also earn 
30 percent, then there is no sacrifice in having the $60 million additional supplied 
by others, provided they are satisfactory partners. 

We are in the fortunate position of having Nobels-— 


Nobels, sir, with the explosives concern— 
keenly interested in the matter. Sir Harry McGowan-—— 
who, I believe, was with the Nobel interests— 


is here now and we have discussed this situation very thoroughly with him with 
the result that we have tentatively suggested that the General Motors Corp. 
which has approximately $150 million of common stock outstanding make an 
offer of 20 percent additional common stock to its stockholders aggregating $30 
million of new common stock, the rights accruing to the Du Pont-Durant stock- 
holdings will be approximately 60 percent or $18 million par value which at $200 
per share will cost $36 million. 

Mr. Durant has consented to turn his rights over to Nobel provided Du Pont 
will do likewise, with the understanding thant Nobels will purchase the stock 
and hold it as an investment and not purchase it as a speculation. 


He suggests the finance committee approve the principle and request 
Du Pont American Industries, which it is now called, to surrender 
its rights to Nobel. 

Senator O’Manoney. What is the Du Pont American Industries? 

Mr. Harris. That is the successor to the General Industries. They 
are the purchasing agent of the stock. 

Senator O’Manonry. Now this I interpret to mean that the Du 
Ponts had organized the General Industries Corp. for the purpose of 
purchasing stock. 

Mr. Harrts. For them in General Motors. 

Senator O’Manoney. This was a family corporation, was it not ? 

Mr. Harris. A firm corporation, the Du Pont 

Senator O’Manonry. The Du Pont Co. 

Mr. Harris. That is right, sir. 

Senator O’Manoney. So the Du Pont Co. was investing through 
this corporation which had no other business. 

Mr. Harris. As far as I know. 

Senator O’Manonry. And then that corporation was altered in 
name to Du Pont Industries, Inc. 

Mr. Harrts. I think it was again altered into securities company, 
orsomesuch name. I think it finally went out. 

Senator O’Maironey. Do you have any knowledge of why these 
changes were made? 

Mr. Harris. No: I don’t recall why it was. It was nothing im- 
portant,asI recall. T really don’t know why they did that. 
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Senator O'Manronry. Iam not ready to accept. your judgment that 
it was nothing important. 

Mr. ELarris. Excuse me, sir. 

Senator O'Manonery. I don’t believe that financiers in the high 
brackets dothings which are without importance. 

Mr. ELarris. Well, it was just a matter of name, that 1s what I woud 
liketosay. Idon't think it had any substance to it. 

Senator O'Manonry. But we have here clearly illustrated on the 
statement of Mr. Raskob a plan of financing a corporation, a corpora- 
tion altogether outside of the Federal law. 

There is no Federal law which places any rule of procedure on the 
building of the giants. They can be constructed only through State 
corporations which have no ‘jurisdiction over the field in which the 
business was to be carried on. Do you follow me? 

Mr. Harris. Yes; Ido, sir. 

Senator O’Manoney. Do you agree with that statement ? 

Mr. Harris. Yes; I do. 

Senator O'Manoney. I wanted to emphasize it 1n the record. Pro- 
ceed. 

Mr. McHwueu. Mr. Harris, do any of these documents reflect the 
continued expansion of the General Motors Corp. and continued inter- 
est of the Du Pont Corp. in General Motors ? 

Mr. Harris. Yes; committee exhibit 4. 

Senator O’Manoney. Was this recommendation approved in No. 3? 

Mr. Harris. It was approved, I believe, because they started to 
work on it, but it wasn't carried out completely because times were 
bad in England and the English company was not able to take the 


quota offered to it. 
(Committee exhibit 3 is as follows :) 


(Government Exhibit 140. In the District Court of the United States, Northern 
District of TlHinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter ) 

Marc 197TH, 1920. 

To: Finance Committee, Du Pont Company. 

From: J. J. Raskob. 

The General Motors Corporation, in order to carry out a development program 
which has been reduced to the greatest degree possible without sacrificing its 
position in the industry, will need $60,000,000.00 of new capital. Due to the 
investment conditions existing in the world and particularly in this country, it 
is felt impossible to raise this new capital through the sale of debenture stock, 
and, as the capital will be permanently required in the business, it is felt that 
it should not be secured through the issue of short-term notes, so that it becomes 
necessary for the common-stock holders to supply the money themselves or to 
interest new partners. 

The development of the industry during the past four years has been such as 
to increase the assets employed from $58,000,000 in 1915 to $452.000,000 in 1919, 
an increase of approximately $400,000,000 in four years, or at the rate of $100,- 
000.000 per year. There is every reason to believe that there will be ample oppor- 
tunity afforded for expansion at a very rapid rate during the next few years, 
and this affords splendid opportunity to interest new partners without the present 
partners sacrificing anything. In other words, if the present partners have $400,- 
000,000 employed earning 30 percent and the industry can employ $60,000,000 
additional which will also earn 30 percent, then there is no sacrifice in having 
the $60,000,000 additional supplied by others provided they are satisfactory 
partners. 
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We are in the fortunate position of having Nobels keenly interested in the 
matter. Sir Harry McGowan is here now, and we have discussed this situation 
very thoroughly with him, with the result that we have tentatively suggested 
that the General Motors Corporation, which has approximaely $150,000,000 of 
common stock outstanding, make an offer of 20 percent additional common stock 
to its stockholders, aggregating $30,000,000 of new common stock to be issued 
at $200.00 per share, thus supplying the $60,000,000 required. Of this $30,000,000 
of new common stock, the rights accruing to the duPont-Durant stockholdings 
will be approximately 60 percent, or $18,000,000 par value, which, at $200.00 per 
share, will cost $36,000,000. 

Mr. Durant has consented to turn his rights over to Nobels provided duPont 
will do likewise, with the understanding that Nobels will purchase the stock 
and hold it aS an investment and not purchase it as a speculation. 

My recommendation is that Finance Committee approve the principle enunci- 
ated herein and request the DuPont American Industries, Inc., to surrender its 
rights to Nobels provided this arrangement can be carried through. 

There is attached hereto €@ memorandum showing how the price of $200.00 per 
share is justified as a proper price for a partnership basis. 

/s/ J.J. RASKOB. 


Note.—At end of document are following signatures: PR. S. du Pont, J. J. 
Raskob, OK Wm. Coyne, H. F. Brown, and L. du Pont. “Return to Room 9059”; 
stamp on page 1 and “Return to Executive Committee Room 9069”; stamp on 
both pages. 
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POU vieva sj aber noleadotdallecken aa weet ete cer cusen cas 8, 312, 500 21.6 25 
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eent, add 30 percent OFiccaccd lasccsia cei exe |esesevecesocas 4, 612, 500 12.0 bee doth ix cece 
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1 If common earns 30 percent. 


Mr. Harnis. I can answer the Senator’s ae directly by refer- 
ring to committee exhibit 4, numbered page 7. 

Senator O’MaHoney. Yes, sir. 

Mr. Harris (reading) : 

Year 1920: Under date of March 19 we were advised that it had been found 
necessary to raise additional capital for the General Motors Corp. to the 
extent of approximately $64 million, and that they would attempt to raise this 


capital through an offering of common stock to their stockholders. In view of 
the fact that the Nobels were interested tu the extent of desiring to invest in 
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General Motors Stock, it was decided that we, together with the Chevrolet Motor 
Co. and certain individuals would assign our rights to the Explosives Trades, Lt.— 


obviously an English company— 


Our rights and others sufficient to cover 1,800,000 shares were assigned to them 
to be subscribed for at $120 [sic] per share, amounting in total to $36 million. 
Six million dollars of this amount was assigned by them to C. X. L.— 


which is Canadian Explosive Ltd— 


and Canadian friends; the balance $30 million was assigned to England (Explo- 
sives Trades, Ltd., and English friends). The Canadian amount was taken up 
as planned. However, it later developed that due to financial and economic 
conditions in England only $15 million of the amount assigned to England could 
be covered, leaving a balance of $15 million uncovered. The Explosives Trades, 
Ltd., was relieved of this amount and it was assigned to and taken up by Chevrolet 
$7 million and C. X. L. $8 million (with the understanding that eventually they 
would be relieved of same by the Du Pont Co. and the Nobels). 

Senator O’Manoney. Is this also a Raskob document ? 

Mr. Harris. Yes, sir; I think so. I will check on that. Now just 
a moment. It does not show the authorship, and I do not recall who 
the author was. It was, however, accepted as an exhibit. 

Senator O’Manoney. It is entitled “History of the Du Pont Co.’s 
Investment in the General Motors Corp.” 

Mr. Harris. That’s right, sir. 

Senator O’Manoney. It is this committee’s exhibit 4. It was Gov- 
ernment exhibit 166. 

Mr. Harris. That’s right, sir. 

Senator O’Manoney. And it was defendant’s exhibit 110, so it was 
offered by the Government. 

Mr. Harris. But not by the defendant. That was a former mark- 
ing. Ithink I can help the Senator. 

Senator O’Manoney. Just a minute. The marking “Defendant’s 
Exhibit 110” is printed on the document. 

a Harris. That would be at the time of the deposition undoubt- 
edly. 

Ss iiAtor O’Manoney. And the printing was done by General Motors. 

Mr. Harris. Well, I would imagine by the Du Ponts, probably. 
The deposition that was being taken was the deposition of Pierre du 
Pont, Irénée du Pont, and I think of Sloan; it was from the defend- 
ant’s side, sir, and the document is from the defendant, and I think I 
can help you on the authorship. I imagine that the A. B. E., whose 
initials appear at the bottom, is A. B. Echols. 

Senator O’ManHoney. Now, I desire to make this observation from 
the documents which you have already presented. We have in the 
first instance the entry of the Du Pont group, which, according to the 
exhibits in the words of Mr. Raskob, had found an opportunity no 
longer to remain a small company. Their previous business was 
largely the manufacture of explosives. 

As time went on and as set forth in this document, the Nobels Co., a 
European company, engaged in the manufacture of explosives for war, 
was invited to enter into the transaction. It was decided, according 
to this memorandum, that— 


we together with the Chevrolet Motor Co.— 


which I take it means “we, the Du Ponts” 
Mr. Harris. Yes, sir. 
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Senator O’Manoney (continuing) : 


together with the Chevrolet Motor Co. and certain individuals would assign our 
rights to the Explosives Trades, Ltd. 


That, I take it. is a British corporation. 

Mr. FLarrrs. Yes. 

Senator O’MaHoney (continuing) : 
Our rights and others sufficient to cover 1,800,000 shares were assigned to then 
to be subscribed for at $120 [sic] per share amounting to a total of $56 million. 

Mr. Harris. That should be $200. That is what they mean to point 
out. | 

Senator O'Manonry. Then it proceeds— 


$6 million of this amount was assigned by them to C. X. L. 
Mr. Harris. Canadian Explosives, Ltd., a Canadian outfit. 
I ) ; 
Senator O'Manonry. Another corporation engaged in the manufac- 
. 6 a | ° : e as f = e . 
ture of explosives, “and Canadian friends.” Then I find this sentence 
which is not clear: 


The balance, $30 million, was assigned to England (Explosives Trades, Ltd., 
and English friends). 


Mr. Harris. That's right. 

Senator O*Manoney. That, I take it, means not to England as a 
government. 

Mr. Harris. Oh no, no. 

Senator O'Manoney. But to English corporations, the Explosives 
Trades? 

Mr. Harris. That's right. They fell down on it. 

Senator O’Manoney. The real question which hes at the very basis 
of this whole study by our committee is whether the structure of cor- 
porate activity in interstate and foreign commerce built up through 
the profits and the savings of explosive companies in the United 
States, in Enel-nd, and in Canada Is the pattern by which the Ameri- 
can economic system of small business and local business js also to be 
exploded. 

Proceed. 

Mr. McHveu. Mr. Harris, does this document indicate in any way 
the manner in which the J. P. Morgan banking interests participated 
in underwriting any stock issues or the financing ? 

Mr. Harris. Yes, it does. 

In answer to your question, Mr. McHugh, I call your attention to 
page 8. Do you have that, sir? 

enator O’Manoney. Yes, sir. 

Mr. Harris (reading) : 

Under date of June 9 we sold 125,000 shares of no-par value General Motors 
stock to J. P. Morgan & Co. at $20 per share. This sale Was made for the pur- 
pose of providing J. P. Morgan & Co. with the total amount of stock it was pre- 
viously agreed they should own. 

Under date of July 1 authorization was given to subscribe up to $1,500,000 
to a $10 million syndicate with J. P. Morgan & Co. as managers, it being under- 
stood that any stock acquired would Le sold and the syndicate liquated, 

The purpose of that syndicate, I believe, sir, was to keep the price 
of the stock up. 
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The result of our participation in this syndicate was that we obtained 1,347 
shares of General Motors stock and $15.32 in cash. ‘These shares were sold at 
the time the syndicate was liquidated. 

Under date of November 19 it became necessary to relieve W. C. Durant of 
approximately 2,600,000 shares of no-par value General Motors common stock 
at $9.50 per share. To finance this transaction the Du Pont Securities Co. was 
incorporated. This new company was authorized to issue $20 million 1-year 
8-pereent collateral notes, $7 million S-percent voting preferred stock and 100,000 
shares no-par value nonvoting common stock. 

The Du Pont American Industries— 


which were in back of that other company— 


subscribed to $5,200,000 par value preferred stock for which it paid cash (this 
amount was borrowed from the Du Pont Co. who in turn had to borrow $2,800,000 
from the Christiana Securities Co.) . 

The Christiana Securities Co. was a holding company of the family 
holdings of the Du Ponts in the Du Pont Co. 


The Chevrolet Motor Co. took the balance of the preferred stock $2,800,000 for 
which it paid cash. 

Senator O'Mauoneyr. Pardon me for interrupting. 

Mr. Harris. Yes, of course. 

Senator O’Manonry. There are some different values of stock in the 
paragraphs which you have read. The first value was $20 per share. 
That was the value of the 125,000 shares of no-par value General 
Motors stock which were sold to J. P. Morgan & Co. 

Mr. Harris. That is right, sir. 

aes O’Manonry. The next value I see in the third para- 

ra 
. Mr. Harris. That is right. 

Senator O’Manoney (continuing). With respect to the Durant 
purchase. It had become necessary to relieve Durant—— 

Mr. Harris. That is right. 

Senator O’Manoney (continuing). Of 2,600,000 shares of this same 
no-par value General Motors stock. 

Mr. Harris. That is right. 

Senator O"ManoneEy. At $9.50 a share. 

Has anybody on the staff made any check as to what the market value 
of the stock at that. time was? 

Mr. McHvceu. I think not, Senator. 

Senator O’Maroney. Did it fall from $20 a share on the market on 
June 9 to $9.50 on November 19? 

Mr. McHtvenr. I do not know. I think maybe Mr. Harris might 
have some information on that. | 

Mr. Harris. Idonot know. I think the $20 a share was a contrived 
price, a price without any market, that is, this Morgan arrangement. 

I could say to the Senator that very little stock was bought or sold by 
the syndicate, and Durant, we understand, complained that the syndi- 
cate did not keep up the price. By the time he had to dispose of his 
shares, it might very well have been, although I cannot say so, that 
$9.50 represented the market. 

Senator O’Manoney. It might possibly be that the $20 per share of 
the sale to J. P. Morgan & Co. was designed to indicate the level at 
which the market should be maintained. 

Mr. Harris. I could not say, Senator; I do not know. 
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Senator O’Manoney. I think it would be worth checking by the staff 
to see just what the arrangement was. 

Mr. Harris would indicate that, in his opinion, the sale to J. P. 
Morgan & Co. was a contrived sale. 

Mr. Harris. Agreed, perhaps, would be a better word. 

Senator O’Manoney. Or an agreed sale, designed to maintain a 
position on the stock market. 

Mr. Harris. I could not say as to that, Senator; I do not know what 
the design of it was. 

I do know, as they say here, that Morgan was going to buy some of 
the stock, and this was the stock he got, and this was the price paid. 
I know nothing about the pesca 

Senator O’Manoney. Well, of course, you were not called to testify 
about that, but it is one of those interesting instances of high finance 

which, in due time, I think will have to be clearly revealed to the people 
of the United States if they are to retain control of their own economic 
system. 

a Mr. Harrts. I cal] the Senator’s attention to page 9 which, in answer 
to Mr. McHugh’s question, the $20 million in notes, which were issued 
by, I think, the Du Pont Securities Co., were bought by Morgan and 
secured by 4 million shares of General Motors common stock. 

Then under date of December 31— 


We sold Durant— 
I call your attention to that— 


1,307,499 shares of no-par value General Motors stock for 95,000 shares of 
-Chevrolet stock. 


If you will turn the page: | 
At the end of year 1920 we owned 1,124,312 shares— 


that is, Du Pont Co., through its various subsidiaries, owned 1,124,312 
shares— 
General Motors stock which cost per share $11.78. 

We also owned 253,490 shares of Chevrolet stock which cost per share $128.90— 
these shares converted to their General Motors equivalent (no-par value shares) 
represented 3,802,350 shares— 
at a value of somewhat over $32 million. 

Total held at December 31, 1920, 4,926,662 shares of the two compa- 
lies, at a total cost of $45,924,418— 
representing an average cost of $9.32 per share, and 23.96 percent of the outstand- 
ing stock of the General Motors Corp. 
_ Mr. McHven. Mr. Harris, does this document reflect the continued 
Investment in the subsequent years ? 

Mr. Harris. Yes, it does. 

Mr. McHvueu. Of the Du Ponts? 

Mr. Harris. In 1921: 

Under date of January 18, authorization was given to purchase from W. C. 
Durant his 40 percent interest (40,000 shares) in the common stock of the Du 
Pont Securities Co., payment therefor to be made with 230,000 shares of General 
Motors stock; also authority was granted to loan W. C. Durant $500,000, this 
loan to be secured by 135,000 shares of General Motors stock with the option to 
purchase same from him at any time within 12 months at $15 per share. 

_Mr. McHuen. Mr. Harris, was this the transaction which effec- 
pee removed Durant then from his interest in the General Motors 
orp. 
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Mr. Harris. I think it can properly be said it was, because then 
came on the next page an answer to the Senator’s question about the 
financing. 

During April of this year it was decided to take immediate steps toward 
permanently financing our General Motors holdings acquired from Durant, same 
having been temporarily financed in November 1920, through the Du Pont Secu- 
rities Co. This permanent financing took the form of $35 million par value 714 
percent 10-year gold bonds of the E. I. du Pont de Nemours & Co. which were 
sold as of May 1 to J. P. Morgan & Co. at 95 thereby yielding $33,250,000, the 
proceeds from which were employed as set forth in the tabulation here below. 


They set forth how they used the money. 

I might say at this point that that brought up the percentage of 
etock owned by Du Pont from 23.8 to something over 35 percent, and 
that the Du Pont Co. almost immediately thereafter made arrange- 
ments to dispose of that difference in a manner which I will take up 
when counsel asks me. 

Mr. McHuveu. Mr. Harris, do these documents reflect what the 
summarization is of the control by Du Pont of the General Motors 


sae . 
. Harris. Yes. 
(Committee exhibit 4 previously referred to follows :) 


(Government Exhibit 166. In the District Court of the United States, Before 
Northern District of Illinois, Eastern Division. Before La Buy, J. Harry A. 
Harnden, Official Court Reporter) 


Avaust 17, 1921. 


HISTORY OF THE DU PONT COMPANY’S INVESTMENT IN THE GENERAL MOTORS 
CORPORATION 


(Enclosure—Exhibit “‘A”’) 


YEAR 1917 


On December 21, 1917, Action was taken at a joint meeting of the Finance 
and Executive Committees authorizing the purchase of $25,000,000 worth of 
Common Stock of the General Motors and Chevrolet Companies. The purchase 
of these stocks was begun immediately, and by December 31 of that year we had 
accumulated a total of 5,600 shares of General Motors and 40,200 shares of 
Chevrolet. The Chevrolet stock expressed in General Motors equivalent ($100 
par value stock) amounted to a total of 51,540.6 shares of General Motors stock. 
The sum of these stocks on the present-day no-par basis amounted to 515,406 
shares, representing 6.7 percent of the outstanding stock of that corporation. 
This stock was purchased at a total cost of $3,628,160 or $7.04 per share (on the 
present-day no-par basis). 

Some statistics relating to this investment at December 31, 1917, (as will be 
found in Exhibit “A” wherein this stock is treated with on the present-day no-par 
basis) are: 


Per Share 

(a) General Motors Earnings for the year available for Common Stock 
amounted to $26,285,952 or_________--_-_--_---_------u ee $3. 42 
(b) Cash Dividends Paid Amounted to $8,073,439 or___...._.-.__-_.______ 1. 05 
(c) Additions to Surplus Amounted to $11,508,393 or_______-_._________- 1. 50 


(This includes negative adjustments, details of which are not 
readily available. ) 


(ad) The Du Pont Co. received. Dividends therefrom amounting to $00 or__ 00 

(e) The Du Pont Co.’s portion of the Undivided Profits for the year 
amounted: to: $171,523: Ofsc 22 ee eee 1. 50 

(f) The net asset value of our holdings amounted to $5,925,109 or________- 11. 50 


(g) The high and low market prices of General Motors stock for the year 
Were $14.62 a1 ne ee ee ee 7. 50 
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YrEAR 1918 


Under date of January 4, 1918, the General Industries. Inc., was formed for 
the purpose of providing a holding medium for our Motors Investment. The 
authorized total capital of this corporation was $25,000,000, which was subscribed 
to in full by the Du Pont Co. 

By March 8 we had purchased the full amount of General Motors and Chevro- 
let stocks provided for in the authorization of December 21, 1917, in fact the 
total purchases aggregated 99,875 shares ($100 par value) General Motors stock 
and 133,690 shares of Chevrolet stock at a total cost of $25,183,759. The 133.690 
shares of Chevrolet converted into its General Motors equivalent amounted to 
152,788 shares; resulting in our owning at that date the equivalent of 250,663 
shares of General Motors, or 23.83 percent of the outstanding stock of that corpo- 
ration. 

The above purchases were temporarily financed for the account of the Gen- 
eral Industries, Inc., by loans of Liberty Bonds from the Du Pont Securities Co. 
(Christiana Securities) and the Du Pont Co. also notes of the General Indus- 
tries, Inc., together with cash advanced by the Du Pont Co. During the latter 
part of 1918 and early 1919 the financing of this amount was permanently cared 
for by the Du Pont Co. fulfilling its subscription to the Capital Stock of the 
General Industries, Inc. 

On April 9 the name of the General Industries, Ine., was changed to Du Pont 
American Industries, Inc., and its authorized capital increased to $50.000,000. 
The Du Pont Company eventually subscribed to this stock to the extent of 
$49,045,300, the proceeds from the sale of the additional $24,045,300 being em- 
ployed to purchase additional General Motors and Chevrolet Common Stock, and 
certain Investment Stocks from the Du Pont Company (such as Austin Powder 
Co., Equitable Powder Co., Delaware Surety Co., Bank Stocks, ete.) 

On April 25 the Du Pont American Industries authorized the purchase of 
$3.000,000 additional General Motors in Chevrolet stock; and by July 9 the pur- 
chases under this authorization were completed, the amount purchased being 
25,425 shares of Chevrolet stock at a total cost of $3,219,238. 

Under date of December 14 the Du Pont American Industries, Inc., author- 
iz°d the purchase of approximately $5,000,000 par value General Motors Stock 
from the McLaughlin interests, which stock had been issued in payment for the 
McLaughlin Buick properties in Canada. Also, authorization was given to un- 
derwrite $24,000,000 par value General Motors Stock which was to be offered to 
its stockholders at $120 per share, the total underwriting amounting to $28,800,000. 

By December 31 we had purchased the stock from the McLaughlin interests 
to the amount of 43,000 shares at $130 per share, or at a total cost of $5,590,000. 
Also we eventually retained from the Underwriting 65,597 [sic] shares at a total 
co-t of $8,407,833, or an average per share of $128.21 (the final results of the 
Underwriting were not known until early in the year 1919. However, since 
the total amount of the stock underwritten was shown as stock outstanding 
on the books of the General Motors Corporation at December 31, 1918, we have 
included in our 1918 figures the 65,579 shares above mentioned). 





Shares Cost 








At the end of the year 1918 we owned 206,454 shares ($100 par value) General 

Motors s‘ock which cost $122.20 per share—these shares on the present-day 

no par basis represented Beta cette _| 2,064, 540 | $25, 228, 040 
We also owned 159,115 shires of Chevrolet stock which cost per share $198.79— 

these shares converted to their General Motors equivalent, and on the present- 





day no par basis represented.....--- 22202222 eee eee eee 1, 818, 366 | 17,310,072 
TOU Bt DEG BU; 1018 5 enn dees earn ese psue ioe iets orgie 8, 882, 906 | 42, 539, 012 





representing an average cost of $10.96 per share, and 26.35 percent of the out- 
Stunding stock of the General Motors Corporation. 
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Some statistics relating to this investment at December 31, 1918 (as will be 
found in Exhibit “A” wherein this stock is treated with on the present-day no par 
basis) are: 


Per Share 

(a) General Motors Earnings for the year available for Common Stock 
amounted to $12,905,036 or__.....---.--_---_._-_--_--_--_------ $0. 88 
(c) Additions to Surplus amounted to $24,900,545 or_-__---------------- 1.69 
(2) Additions to Surplus amounted to $24,900,545 or__.._-..-------. 1. 69 


(This includes adjustments; see notes on Exhibit A.) 
(d) The Du Pont Co. received Dividends directly and indirectly to amount — 
Ol $3502 084 Ol i eee oe eee 
(e) The Du Pont Co.’s portion of the Undivided Profits for the year 


amounted to $6,560,298 or__-__..____--.--__- 1. 69 
(f) The net asset value of our holdings amounted to $48,421,007 or__-____ 12.17 
(gz) The high and low market prices of General Motors stock for the year 
were. S16:40 an@ese26 en eo eco coscuuewasoe 10. 62 
YEAR 1919 


In the early part of the year 1919, the Du Pont American Industries, Inc. called 
on the Du Pont Co. for the balance due on subscription to its Capital Stock and 
with the proceeds paid off its notes at banks and to certain individuals, which 
notes were given in the early part of 1918 as a temporary means of financing 
certain purchases of General Motors and Chevrolet stock. 

Under date of August 4, authorization was given to purchase $5,000,000 worth 
of General Motors stock at $225 per share or better; and by August 14 the pur- 
chases under this authority amounted to 22,000 shares ($100 par value) Gen- 
eral Motors stock at a total cost of $4,796,0ST7. It was then decided that no fur- 
ther purchases would be made at that time. 


—————er ee re 


Shares Cost 





ee 


At the end of the year 1919 we owned 238,504 shares ($100 par value) General 
Motors stock which cost an average of $131.90 per share—these shures on the 
present-day no par value basis represented..........-.--..--------------------- 2,385, 040 | $31, 448, 181 

We also owned 159,115 shares of Chevrolet stock which cost per share $108.79— 
these shares converted to their General Motors equivalent, and on the present- 


day no par basis represented..........-..0-- oe eee eee eee en ee ee 1, 818,366 | 17,310,072 
T otal at: Doe. Sl) 1010: ci ct ecco sce osdec lek cet eeeeeucesbusccdecscucds 4,408,983 | 48, 758, 253 


representing an average cost of $11.06 [sic] per share and 28.74 percent of the 
outstanding stock of the General Motors Corporation. 

Some statistics relating to this investment at December 31, 1919 (as will be 
found in Exhibit “A” wherein this stock is treated with on the present day no par 
basis) are: 


Per Share 

(a) General Motors earnings for the year available for Common Stock 
amounted to $55,792,972 or__.-.._------------_----------------- $3. 64 
(b) Cash Dividends paid amounted to $17,324.541 or. _.-..------------ 1.13 
(c) Additions to surplus amounted to $42,232,060 or__-.-__------------- 2. 15 


(This includes adjustments; see notes on Exhibit “A”’.) 
(ad) The Du Pont Co. received Dividends directly and indirectly to amount 


OF S4,0G9 400 Of 22455 22s Boe eel ee es 1.13 
(e) The Du Pont Co.’s portion of the Undivided Profits for the year 
amounted to $12, 137,33) Ofsaes ns ee eee eek 2.75 
(f) The net asset value of our holdings amounted to $66,689,682 or_______ 15. 13 
(g) The high and low market price of General Motors stock for the year 
were $40.62 91022222206 o ee ee ee ee eee ee he 11. 87 
YEAR 1920 


Under date of March 19 we were advised that it had been found necessary to 
raise additional capital for the General Motors Corporation to the extent of 
approximately $64,000,000, and that they would attempt to raise this capital 
through an offering of Common Stock to their stockholders. In view of the fact 
that the Nobels were interested to the extent of desiring to invest in General 


67272—56—pt. 6——21 
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Motors stock, it was decided that we together with the Chevrolet Motor Co. and 
certain individuals would assign our rights to the Explosives Trades, Ltd. Our 
rights and other sufficient to cover 1,800,000 shares were assigned to them to 
be subscribed for at $120 [sic] per share, amounting in total to $36,000,000. 
$6,000,000 of this amount was assigned by them to C.X.L. and Canadian friends: 
the balance $30,000,000 was assigned to England (Explosives Trades, Ltd., and 
English friends). The Canadian amount was taekn up as planned. However, 
it later developed that due to financial and economic conditions in England only 
$15,000,000 of the amount assigned to England could be covered leaving a balance 
of $15,000,000 uncovered. The Explosives Trades, Ltd. was relieved of this 
amount and it was assigned to and taken up by Chevrolet $7,000,000 and C. X. L. 
$8,000,000 (with the understanding that eventually they would be relieved of 
same by the du Pont Company and the Nobels). 

Under date of May 5, authorization was given to exchange all of our shares 
of General Motors Common stock at the rate of 1 for 10 for the no par value 
stock of that corporation, as provided for in the amendments to their certificate 
of corporation. 

Under date of June 9 we sold 125,000 shares of no-par value General Motors 
stock to J. P. Morgan & Co. at $20.00 per share. This sale was made for the 
purpose of providing J. P. Morgan & Co. with the total amount of stock that it was 
previously agreed they should own. 

Under date of July 1 authorization was given to subscribe up to $1,500,000 toa 
$10,000,000 syndicate with J. P. Morgan & Co. as managers, it being understood 
that any stock acquired would be sold and the syndicate liquidated. The result 
of our participation in this syndicate was that we obtained 1,347 shares of General 
Motors stock and $15.32 in cash. These shares were sold at the time the syndicate 
was liquidated. 

Under date of November 19 it became necessary to relieve W. C. Durant of 
approximately 2,600,000 shares no-par value General Motors Common stock at 
$9.50 per share. To finance this transaction the Du Pont Securities Co. was ineor- 
porated. This new Company was authorized to issue $20,000,000 one year 8 
percent collateral notes, $7,000,000—8 percent voting preferred stock and 100,000 
shares no-par value nonvoting common stock. 

The Du Pont American Industries subscribed to $4,200,000 par value Preferred 
Stock for which it paid cash (this amount was borrowed from the Du Pont Co., 
who in turn had to borrow $2,800,000 from the Christiana Securities Co.). The 
Chevrolet Motor Co. took the balance of the Preferred Stock $2,800,000, for which 
it paid cash. 

The Common Stock (100,000 shares) was assigned as follows: 

40,000 shares to W. C. Durant for balance of his equity in stock purchased. 

20,000 shares to J. P. Morgan & Co. for underwriting the $20,000,000 notes. 

24,000 eee to Du Pont American Industries, Inc., in consideration for 
loan of 824,179 shares no par value General Motors stock to be used as 
collateral on notes. 

16,000 shares to Chevrolet Motor Co. in consideration for the loan of 549,453 
shares of no par value General Motors stock for use as collateral on notes, 
the balance of the collateral for the $20,000,000 notes, amounting to 2,626,368 
shares, having been acquired from Durant and Syndicate. 

The $20,000,000 notes were bought by J. P. Morgan & Co., same being secured 
by 4,000,000 shares of General Motors Common Stock—above mentioned. 

Under date of December 31 we sold W. C. Durant 1,307,499 shares no par value 
General Motors stock for 95,000 shares of Chevrolet stock. 


Shares Cost 





At the end of year 1920 we owned 1,124,312 shares of General Motors stock which 

CUSE DOr SHALO SULIT Be eek ake hol ee EG kB Te her ae teased erect 1, 124,312 | $13, 249, 434 
We also owned 253,490 shares of Chevrolet stock which cost per share $128 90—these 

shares converted to their General Motors equivalent (no par value shares) repre- 

Selitedi dso cee esd hee oe ae tek Alans Sie aI ed MEAN ty Ag nile, As 2 Shel etait Ne Byte 2 3, 802,350 | 32,674, 984 


Total at: Dec. Sl WW esccecek cess ect eee teas eles Ue aly 4, 926,662 | 45, 924, 418 


representing an average cost of $9.32 per share, and 23.96 percent of the out- 
standing stock of the General Motors Corporation. 
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Some statistics relating to this investment at December 31, 1920 (as will be 
found in Exhibit “A” wherein this stock is treated with on the present day no-par 
basis) are: 


Per Share 

(a) General Motors Earnings for the year available for Common Stock 
amounted to $32,120,049_._...-..-.. $1. 56 
(b) Cash- Dividends paid amount to $17,8938,289______--_----.--. . 87 


(In addition to this cash the stock dividends were paid at the 
rate of 2% percent in the May, August, and November quarters to . 
the extent of 1,294,044 shares no-par-value stock. ) 
(c) Additions to surplus amounted to $42,631,320 or__-__--_--.---..-----. 2. 07 
(This includes adjustments; see notes on Exhibit “A.’’) 
(d) The Du Pont Co. received Dividends directly and indirectly to the 
amount. of $6,120;204 0% ae uci eee eee ee coe eee 1. 24 
(e) The Du Pont Co.’s portion of the Undivided Profits for the year 
amounted to $10,213,612 or__-__-_--_------_----- 


(f) The net asset value of our holdings amounted to $78,320,178 or_______ 15. 90 
(g) The high and low market prices of General Motors Stock for the year 
WTC 022:0 0026002 ooG ere ee ee ee ee ee otecacuceweaee 12. 7 
YEAR 1921 


Under date of January 18, authorization was given to purchase from W. C. 
Durant his 40 percent interest (40,000 shares) in the Common Stock of the du 
Pont Securities Co., payment therefor to be made with 230,000 shares of General 
Motors Stock; also authority was granted to loan W. C. Durant $500,000, this 
loan to be secured by 135,000 shares of General Motors stock with the option to 
purchase same from him at any time within twelve months at $15.00 per share. 

Under date of June 27 authorization was granted to exchange 230,196 shares 
of Chevrolet Stock for General Motors Stock at an exchange rate of 1 share of 
Chevrolet for 14.43 shares of General Motors. This resulted in the acquisition of 
3,177,428.28 shares of General Motors Stock, leaving us with a balance of 33,294 
shares of Chevrolet Stock unconverted. 

During April of this year it was decided to take immediate steps toward per- 
manently financing our General Motors holdings acquired from Durant, same 
having been temporarily financed in November 1920 through the Du Pont Se- 
curities Co. This permanent financing took the form of $35,000,000 par value 
7% percent Ten Year Gold Bonds of the E. I. du Pont de Nemours & Co. which 
were sold as of May 1 to J. P. Morgan & Co. at 95 thereby yielding $33,250,000, 
the proceeds from which were employed as set forth in the tabulation herebelow. 


Tabulation showing disposition of proceeds from sale of $35,000,000 714 percent 
bonds of FE. I. Du Pont De Nemours & Co. 


RECEIPTS 


Par value of 7, percent bonds sold___-__-_-____-_-----_-- $35, 000, 000 
Cash received from liquidation of Du Pont Securities Co..__._______ 1, 020, 400 


36, 020, 400 
DISBURSEMENTS 


Purchase from Chevrolet Motor Co. of 184,000 shares of 
General Motors_._----_-----_----~- ~~ $2, 024, 000 
Purchase from Chevrolet Motor Co. 28,000 shares Du 
Pont Securities Preferred__.......________________ 2, 800, 000 
Purchase from Chevrolet Motor Co. of 16,000 shares Du 
Pont Securities Common___-___---___-_-_-_ 1, 564, 000 
Repayment to Christiana Securities Co. of amount bor- 
rowed from them in November 1920 to aid in financing 
the purchase of $4,200,000 Du Pont Securities Co. 
PROTCRPCG SEOCK oc oe eo i ce ele ee Ae 2, 800, 000 
Purchase of $20,000,000 notes and 20,000 shares of Du 
Pont Securities Co. Common Stock____.__-________ 20, 200, 000 
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Tabulation showing disposition of proceeds from sale of $35,000,000 714 percent 
bonds of E. I. Du Pont De Nemours &é Co.—Continued 


DISBURSEMENTs—continued 


Purchase from C.X.L. of 200,000 shares of General 
Motors Stock (this being our portion of the amount 
originally assigned to the Explosives Trades Ltd.) it 
having been agreed that we and Nobels would even- 
tually relieve C.X.L. of 400,000 shares which cost 


SOOO OOO 2. 2.5 he 3 5 Ga he Pe Se a ete Se $4, 000, 000 
Expenses including discount on 71% percent Bond Issue, 
printing and transfer taxes_.___._...-.-.--..-----_- 1, 885, 600 
—_—_——-_ $35, 273, 600 


Balance not employed in financing of General Motors stock 
DUTCDO SCS 2 ohare eo 746, 800 


In the above exposition we have considered all transactions as having been 
made in the name of E. I. du Pont de Nemours & Co. Some of these transactions 
were handled in the name of the Du Pont Co. and some in the name of the Du 
Pont American Industries; however, upon the completion of these transactions 
the du Pont American Industries owned 6,882,108 shares no par value General 
Motors Stock and 33,294 shares Chevrolet Stock, or the equivalent of 7,362,540 
shares no par value General Motors Stock. 

The financial structure of the Du Pont American Industries was changed as 
the result of the following transactions: 

The Du Pont American Industries sold to the Du Pont Company $25,000,000 
Six Per Cent 10 Year, Collateral, Serial Notes secured by the deposit of 7,000,000 
shares of General Motors Stock with the Trustees of this issue. 

The American Industries declared a dividend of 10 Per Cent on its Capital 
stock amounting to $4,904,530, this dividend being paid from the proceeds from 
sale to the Du Pont Co. of such stocks as Austin Powder Co., Equitable Powder 
Co. Bank Stocks, etc. 

$20,000,000 Eight Per Cent Preferred Stock was issued to the Du Pont Co. 
in exchange for a like amount par value of its Common Stock which was held 
by the Du Pont Co., thus reducing its outstanding Common Stock held by the 
Du Pont Co. to $29,045,300. 

Thus it will be seen that all of our General Motors holdings (equivalent to 
7,362,540? Shares) is now owned through the Du Pont American Industries, Inc., 
all of its Common Stock, Preferred Stock and Bonds as set forth below being 
owned by the Du Pont Company. 


COMMON: : StOC ca te eee et ee soe eke $29, 045, 300 
Preferred (Stock noes ee use Soo eee e Chew ene ee 20, . 
BOnGS ooo ee el eer ee te eee 25, , 000 
Total. Capitalization... < o-oo oe eek 74, 045, 300 
Shares Cost 





At the present writing we own 6,882,108 shares General Motors stock which cost 

S10-36 Per SNSalOse stele tl se el Seaman ea ear ease ate eld 6, 882, 108 | $71, 289, 540 
We also own 33.204 shares of Chevrolet stock which cost $128.90 per share—these 

shares converted to their General Motors equivalent and on the present-day 

No-par basis TOPrEsent. Jee s6c 55h Sak ce atacdect= tosesw eo getewelcensent ies tice 480, 432 4, 291, 719 


"Tota al presOnt.2os5 oe ee eet eure ee Stu ceeet bate cee eee eee 1 7, 362,540 | 75, 581, 259 





! This does not include 200,000 shares bought from C. X. L. at a cost of $20. per share, or $4,000,000. 


representing an average cost of $10.27 per share, and 35.8 of the outstanding 
stock of the General Motors Corporation. 
ABB: TM. 


Mr. Harris. The statement was made in committee exhibit 5 at the 
bottom of the first page: 


As the directors know— 


this is Raskob to the directors of Du Pont. 
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Senator O’Manoney. What exhibit are you talking about now? 

Mr. Harris. Commitee exhibit 5, sir. 

This is Raskob to the directors August 19, 1921, calling attention 
first—I see Mr. Echols’ name as assistant treasurer ; that was probably 
the ABE that you saw. 

The second paragraph I call the Senator’s attention to is as follows: 

We decided to invest in this industry in December 1917 and completed an ini- 


tial investment of $25 million early in 1918. In 1919 this investment was 
increased to $45,182,000; in 1920 to $47,532,000; and in 1921 to $75,581,000. 


Then, Raskob says at the bottom: 

AS the directors know, we are now in control of the company and are com- 
pletely responsibile for its politics— 
I think that should be policies— 
and management and our voting strength may be summarized as follows. 


The voting strength appears on the second page. I call the Sena- 
tor’s attention to the fact that in counting up the voting strength Mr. 
Raskob includes the voting power of the friends of Du Pont, Nobel, 
Canadian Explosives, Nobel Industries, Bonus Custodian, Savings and 
Investment Fund, and J. P. Morgan & Co.; all are included as a total 
of 10,907,925 shares out of a total outstanding of 20,477,734 shares. 

Senator O’Manoney. Again we find Du Pont and its Nobel hold- 
ings, Canadian Explosives, Ltd., and Nobel Industries all involved 
in a control of General Motors which Mr. Raskob on August 19, 1921, 
described as control of the company, with complete responsibility for 
its policies, adopting your amendment 

Mr. Harris. I think so, sir. 

Senator O’Matrtoney (continuing). And management. 

Obviously, this association of explosive companies of the United 
States, of the Nobel Co., whether it was Sweden or Britain at that 
time, I do not know, and Canadian, was not an ideal way to promote 
competition in the manufacture and sale of explosives, which killed 
so many millions in World Wars I and IT. 

Mr. McHuven. Mr. Harris, this document reflects the voting control 
of the Du Pont Co. and General Motors as of 1921; is that right? 

Mr. Harris. If I might amend your question, it reflects the owner- 
ship by percentage of stock in that year. I think you will find—on 
which page is that now? | 

Mr. McHucn. Referring to committee exhibit 5. 

Mr. Harris. Yes; that is August 19, 1921; oh, yes, that is the third 
paragraph; that is what, I think, you are referring to, is it not? 

Mr. McHvueu. Yes. 

Mr. Harris. Yes. 

(Committee exhibit 5 previously referred to follows :) 


Govt. TRIAL Ex. No. 1345 





(DP) 
GMC-1369 
(The data in this report is intended only for the party to whom addressed. 


The report should be turned over to the Secretary immediately after the meeting 
at which it is considered [Stamp].) 
Avoust 19, 1921. 


To: Directors—E. I. du Pont de Nemours & Co. 
From: Mr. J. J. Raskob. 

GENTLEMEN: The enclosed history of the du Pont Company’s investment in 
the General Motors Corporation (Exhibit I) is very full and has been prepared 
with a great deal of care by Mr. Echols, Assistant Treasurer. 
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We deoided to invest in this industry in December 1917 and completed an 
initial investment of $25,000,000 early in 1918. In 1919 this investment was 
increased to $45,182,000 ; in 1920 to $47,532,000; and in 1921 to $75,581,000. 

The report (Exhibit II) shows that the average cash return, in the way of 
dividends, on our investment during the three years (1918-1919 and 1920) was 
12.34 percent, with the average earnings equal to 36.8 percent on the investment 
and at the present time the book value of General Motors shares is'$15.75 per 
share as against an average cost to us of $10.27 per share for the 7,362,540 
shares, which we now hold. 

As the Directors know we are now in control of the company and are completely 
responsible for its policies and management and our voting strength may be sum- 
marized as follows: 

Preferred and debenture stocks outstanding (which are nonvoting), approxi- 
mately $100,000,000— 


Shares 
Common stock outstanding..._..-..-...~--..- 2. 20, 477, 734 
du Pont Company Holdings__-..-..-..---.--_--_-_--._.--------- 6, 882, 108 
Chevrolet Company Holdings (this company is controlled by du Pont 
CO) one eee Fed ee ee eee be een ee eee ee 2, 001, 091 
du Pont—Nobel Holdings._....-_~-_- 400, 000 
Canadian Explosives, Ltd. .--_.-.__-.- ee 258, 243 
Nobel Industries___.-._-- 2 609, 425 
Bonus: Custodian cone oe i be ee cdcn ceeecw cee esesa 11, 213 
Savings & Investment Fund _.-.-.--~-_~.--- eee 228, 958 
J. P. Morgan & Company.._--~-.~~-- 516, 887 
TOA cececectecees ose Sudkecrecwscecceaeseoeccneteuecesel -10, 907, 925 


On July 11th the Company had 48,000 common stockholders (representing an 
increase of 5,000 in three months), and about 23,000 preferred and debenture 
stockholders, making a total of approximately 65,000 stockholders. The present 
condition of the company is well set forth in our Report to the New York Stock 
Exchange as of June 30, 1921, a copy of which is attached hereto (Exhibit IV). 

It is interesting to note the relation of our investment in General Motors 
Corporation to our total investment and Mr. Echols had prepared statements 
which show that du Pont Company has a total investment, excluding goodwill, 
of $251,800,000. Of this, the amount invested in General Motors is $75,600,000. 
Leaving the total of all of our other investments, $176,200,000. 

An estimate of probable future earnings of the du Pont Company on its total 
investment in other than General Motors Corporation, over say the next three 
years, is attached (Exhibit III) which shows a return of 6 percent. I under- 
stand it is the feeling of the Executive Committee that it will be difficult to 
realize the figures shown in this estimate as an average over the next three 
years, but, of course, this is a matter of opinion. It is the writer’s belief that 
we should in some way or other be able to earn at least 6 pereent on our 
investment. 

A statement is also attached (Exhibit III) showing: 

(A) If General Motors Corporation earns $58,100,000 (equal to 10 percent on 
its gross assets) the du Pont Company’s portion will be $17,200,000. 

(B) If General Motors Corporation earns $72,638,000 (equal to 12% percent 
on its gross assets) the du Pont Company’s portion wil be $22,421,000. 

(C) If General Motors Corporation earns $87,200,000 (equal to 15 percent on 
its gross assets) the du Pont Company’s portion will be $27,700,000. 

Using the data as contained in these statements, the relative investment of 
the du Pont Company in General Motors, VS, its total investment in all other 
properties and the relative amount of earnings accruing to it from these sources, 
under varied assumptions, may be stated as follows: 


ao | 


\\ 


- 
a 


a oe eee 


ee Wad 


ar ee a 


STUDY 


Estimated earnings 


du Pont Co., | du Pont Co., | du Pont Co., 
at 6 percent | at 8 percent | at 10 percent 
on assets in | on assets in | on assets in 
manufactur- | manufactur- | manufactur. 
ing and all ing and all ing and all 
other ven ae abs oer an 
? tenera encra enera 
du Font Co.’s investment in— Amount Motors in- Motors in- Motors inc 
vestment; vestment; vestment; 
General General General 
Motors, at Metors, at Motors, at ° 
10 percent on | 1256 percent | 15 percent on 
its gross on its gross its gross 
assets assets assets 
General Motors Corp. stock..........---...-.-. 1 $75, 600, 000 | ! $17, 200, 000 | ! $22,421,000 | |! $27, 700, 000 
Manufacture and all other than General Motor 
BLOC Ree os hen eeeeeoee 1 176, 200, 000 | 110,640, 000 14, 096, 000 17, 620, 000 
Ole io ucecawas dna e iad wawcsckeesucue 251, 800, 000 27, 840, 000 36, 517, 000 45, 320, 000 
Bond interest ($35,000,000 744 percent 
WONGS) sce st he ee tows hee eee eee 2, 650;000 {on cocsenceten ct ieteeitessewe 
Preferred dividend, at 6 percent._...........|.-...-.------- 270 OOO) cote cmeek be leh awasne Nees 
"Total:charees | .....62.2. doce ce ack ek ews leeees eneton us 6, 920, 000 6, 920, 000 6, 920, 000 
Balance available for common stock......-...-.|-...-.---.-.-- 20, 920, 000 29, 597, 000 38, 400, 000 
Equals percent on du Pont common stock aa je a 


($63,375,900) ociece a copmokepaneass cues Seco ss Gee seeddsesses 
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1 These figures are brought forward from exhibit IIT. 


bottom of first page of document. 


J. J. RASKOB. 
NoTe.—"Return to Executive Committee Room 9069” is stamped at top and 


Mr. Harris. The report and exhibit that accompanied this docu- 


ment show that the average cash return in the way of dividends was 
12.34 in 3 years, average earnings 36.8, and at the present time the 
book value was $15.75 for the 7 million shares which they now hold. 
They do not show the percentage of control, that is, the percentage of 
ownership, but it was around 35 percent. 

Mr. McHvaeu. In the year following this, Mr. Harris, did the Du 
Pont Corp. consider that it maintained a voting control of the stock 
of the General Motors Corp. ? 

Mr. Harris. They did not so state, and they strenuously denied it. 
If I might mention the fight in Chicago, that is one of the issues now 
before the Supreme Court. We contend that it did. They contend 
that it did not. 

They had stock ownership—their stock ownership—that was main- 
tained; it was about 23.8 percent during all of the years. 

Mr. McHucu. What was the highest percentage of actual stock 
ownership? 

Mr. Harris. About 35 percent, which was soon reduced by the plan 
which I can call your attention to when you are ready. 

Mr. McHucu. Will you explain, Mr. Harris, what is meant by the 
managers securities plan ! 

Mr. Harris. Yes. 

I call your attention to exhibit No. 6. I will identify this also as 
Government exhibit No. 235. 

The Du Pont Co. then, through its subsidiaries, its buying com- 
panies, owned about 35 percent of the outstanding stock of General 
Motors. 

In this committee exhibit 6 you have a plan which was known as 
the manager securities plan, an incentive plan it was called. 
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The plan was the work of Raskob, a vice president, together with 
Donaldson Brown, who was also an executive of Du Pont who, at the 
time, I believe, was on the finance committee of General Motors, and 
stayed with them, I think, in both capacities. He was with Du Pont 
and with General Motors. 

I call the Senator’s attention to the statement on page 3. Do you 
have it, sir? 

Senator O’Manoney. Let us have the date. 

Mr. Harris. The date is June 21, 1923; and on the second page 
June 20, 1928. 


The management of the General Motors Corp. was carried BIONE. as this 
arrangement— 


that was the arrangement of the investment— 


until the latter part of 1920 when Mr. Durant became so seriously involved finan- 
cially that the Du Pont Co. much against its will was forced to take over Mr. 
Durant’s personal common-stock holdings in the General Motors Corp., involving 
a net increase in the Du Pont Co.’s investment in the security of upward of 
2,000,000 shares at a cost of upward of $25 million, with the result that today we 
own 7,519,000 shares of General Motors Corp. common stock valued on our 
books— 


which gave Du Pont approximately 38 percent of the total common 
stock—it was 38, not 85—of the General Motors Corp.— 

which is practical control and made it necessary to assume complete respousi- 
bility for the management. To properly ussume this responsibility our finance 


committee called upon Mr. Pierre S. du Pont, chairman of our board, to take 
the presidency of the General Motors Corp. 


May I call your attention to the next page: 
Mr. du Pont feels that the best manner— 
he has now resigned his presidency to Mr. Alfred P. Sloan, Jr.— 


Mr. du Pont feels that the best manner in which to attain the greatest success 
possible in the conduct of the affairs of the General Motors Corp. is for that 
corporation to interest its principal men in the corporation as substantial stock- 
holders or partners. He not only feels this very keenly, but feels, too, that 
the Du Pont Co., with its large and controlling interest in the General Motors 
Corp., has now a splendid opportunity to enhance the value of its own invest- 
ment in the General Motors Corp. through giving to the General Motors Corp. 
an opportunity to interest its important employees as managing partners in this 
great enterprise. The Du Pont Co. is in the happy position on accuvunt of its 
own bonds not maturing for 8S years— 


those were the bonds given to purchase that stock— 


of being able to supply a plan under which emplovees can purchase stock on 
payments deferred over a long period of time and Mr. du Pont, therefore, 
requested that a plan be developed to accomplish this object. 

Incidentally, it took the stock off the Du Pont hands, and they 
then set up this plan whereby—I will not go into the details unless 
the Senator wishes—selected employees were enabled to buy General 
Motors stock at a remarkable figure, as it turned out. 

Senator O’Manonry. What was that word ? 

Mr. Harrts. At a remarkable figure. 

Senator O'Manonry. A remarkable figure. 

Mr. Harris. As it turned out, because the enhancement in value 
was tremendous. 

Senator OManionry. Well, on page 3 of this document from which 
you have been reading, in describing the plan which was developed 
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by Mr. Donaldson Brown and Mr. Raskob, the first paragraph pro- 
vided : 

That we place 7,500,000 of General Motors Corp. common stock at $15 a 
share—— 

Mr. Harris. That is right. 

Senator O’ManoneEy. That is a remarkable figure. 

Mr. Harris. Yes, sir; as it turned out. 

Senator O’Manoney (continuing) : 


aggregating $112,500,000 in the Du Pont American Industries. 


Now, that was another one of the Du Pont finance corporations? 

Mr. Harris. Yes, sir; we had met it before, and it changes its name 
again, by the way, Senator, to General Motors Securities Co. 

Then if you will notice on page 4a company under the Delaware law 
is created which is known as the Managers Securities Co. This is 
the company in question; its entire capital is $5,500,000 in capital, 
common stock. 

Senator O’Manoney. That is right. 

Mr. Harris. And the Managers Securities Co. will purchase 200,000 
shares—those were the underlying shares of General Motors Securities 
Co. common stock—for $37,500,000, to be, which was, a third of the 
total stock of the company and represents, however, a third of 7,500,- 
000 shares of General Motors. In other words, it represents 2,500,000 
shares of General Motors at $15. 

The beneficiaries of this made a small downpayment, and then, I 
aoe it appeared, that they were able to buy the rest of it from divi- 
dends. 

(Committee exhibit is as follows :) 


(Government Exhibit 235. In the district court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter) 


GENERAL Motors CorPORATION, 
Detroit, Michigan, June 21, 1928. 
J. P. LAFFEY, squire, 
E. I. du Pont de Nemours & Company, 
Wilmington, Delaware. 

DEAR JUDGE: Enclosed please find copy of letter which I have just written to 
Mr. du Pont together with copy of report referred to therein. I should like very 
much to have you study this over and let me talk with you about it either Satur- 
day or Sunday on my return from Detroit. 

Very truly yours, 
J. J. RaskKor, 
Vice President. 


JUNE 20, 1923. 
To: Finance Committee, E. I. du Pont de Nemours & Company. 
From: John J. Raskob, Vice President. 


Mr. Donaldsen Brown and I have worked out the enclosed plan which we sub- 
mit and recommend for the careful consideration and approval of your Commit- 
tee. 

In the year 1917 the Directors of the du Pont Company after very careful con- 
sideration accepted the invitation of Mr. W. C. Durant to become interested with 
him as partners in the control and management of General Motors Corporation. 
This involved our investing a substantial sum of money and taking over the di- 
rection of the financial management of the General Motors Corporation. Mr. 
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Durant in turn agreed to assume responsibility for the Executive Management of 
the company. 

The management of the General Motors Corporation was carried along under 
this arrangement until the latter part of 1920 when Mr. Durant became so serious- 
ly involved financially that the du Pont Company much against its will was forced 
to take over Mr. Durant’s personal common stock holdings in the General Motors 
Corporation, involving a net increase in the du Pont Company’s investment in this 
security of upwards of 2,500,000 shares at a cost of upwards of $25,000,000.00, 
with the result that today we own 7,519,000 shares of General Motors Corporation 
common stock valued on our books at $ . This gave the du Pont Com- 
pany approximately 38% of the total common stock of the General Motors Corpo- 
ration which is practical control and made it necessary to assume complete re- 
sponsibility for the management. To properly assume this responsibility our 
Finance Committee called upon Mr. Pierre S. du Pont, Chairman of our Board, to 
take the presidency of the General Motors Corporation which he consented to do 
with the clear understanding that he was to occupy the position temporarily 
only, pending the time when a man capable of assuming the presidency per- 
manently could be found or developed. 

After occupying this position for about two and a half years Mr. du Pont 
felt that Mr. Alfred P. Sloan, Jr., was thoroughly competent and capable to handle 
the presidency of the Corporation and presented his resignation with the recom- 
mendation that Mr. Sloan be elected to succeed him which was done. 

Mr. du Pont feels that the best manner in which to attain the greatest success 
possible in the conduct of the affairs of the General Motors Corporation is for 
that Corporation to interest its principal men in the corporation as substantial 
stockholders or partners. He not only feels this very keenly, but feels too that 
the du Pont Company with its large and controlling interest in the General 
Motors Corporation has now a splendid opportunity to enhance the value of its 
own investment in the General Motors Corporation through giving to the General 
Motors Corporation an opportunity to interest its important employees as man- 
aging partners in this great enterprise. The du Pont Company is in the happy 
position on account of its own bonds not maturing for eight years of being able 
to supply a plan under which employees can purchase stock on payments deferred 
over a long period of time and Mr. du Pont, therefore, requested that a plan be 
developed to accomplish this object. 

The plan which has been developed by Mr. Donaldson Brown and the writer 
provides: 

Ist. That we place 7,500,000 of General Motors Corporation common stock at 
$15.00 a share, aggregating $112,500,000 in the Du Pont American Industries. 

2nd. That the Charter of the Du Pont American Industries be amended to 
change its name to General Motors Securities Company and to provide a total 
capitalization of 600,000 shares of common stock of the par value of $100 per 
share. 

3rd. The General Motors Corporation believes that the greatest enthusiasm 
and cooperative effort on the part of the principal men in the corporation in the 
direction of serving the permanent interests and securing the best results for 
the corporation and its stockholders, can be secured through having these men 
financially interested in a substantial way in its common stock under a plan, such 
as hereinafter outlined, whereby their personal interests will be synonymous 
with those of all stockholders. 

4th. The General Motors Corporation will create the Managers Securities 
Company under Delaware laws and will subscribe and pay in its entire capital 
of $5,500,000 common stock and will then cause the Managers Securities Company 
to purchase 200,000 shares of General Motors Securities Company common stock 
for $37,500,000.00 (being 14 of the total stock of this company and representing 
% of the 7,500,000 shares of General Motors Corporation common stock or 
2,500,000 shares at $15.00, or 837,500,000) payable $4,700,000.00 in cash and 
$32,800,000.00 in 7 percent notes maturing April 1, 1931, and secured as herein- 
after recited. 

5th. In order to further carry out the intent and purpose of this plan in a still 
more substantial manner Mr. Pierre 8S. du Pont is ready to Sell 433,334 shares 
of General Motors Corporation common stock to the Managers Securities Com- 
pany at $15.00 a share, aggregating a total of $6,500.000.00 taking in payment 
therefor $800,000.00 in cash and $5,700,000.00, 7 percent eight year notes of the 
Managers Securities Company hereinbefore referred to. 

6th. The General Motors Corporation will then sell to a list of its important 
men to be selected by its Finance Committee substantially all of the $5,500,000.00 
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stock of the Managers Securities Company, reserving for future allotment not 
more than $1,000,000 of stock if in the judgment of the Finance Committee this 
seems desirable. The General Motors Corporation in consideration of all of 
the foregoing and of the willingness of the du Point Company and Mr. P. 8. 
du Pont to.assist it in the carrying out of this plan to interest its important 
men in a substantial way as managing partners will enter into an agreement 
with the Managers Securities Company under which it will pay to the Managers 
Securities Company each year an amount equal to 6 percent of the net earnings 
of the General Motors Corporation after deducting Federal taxes and after de- 
ducting from net earnings an amount equal to 7 percent on net capital employed, 
which net capital shall constitute the aggregate sum total of issued and outstand- 
ing preferred, debenture and common stock, plus surplus as represented by the 
published annual statement of the company as of December 31 of the year 
preceding that calendar year in which the earnings were realized. Any new 
capital injected through the issuance of preferred, debenture or common stock 
during any calendar year shall constitute invested capital and 7 percent shall be 
allowed thereon for the period of time in which it is employed. 

In the sale of this $5,000,000.00 stock of the Managers Securities Company to 
its principal men the General Motors Corporation will trustee the stock under an 
agreement which will provide that the corporation shall have the option to re- 
purchase all or any part thereof at the end of any year prior to April 30, 1931, 
in the event of the death, disability, discharge or resignation of any employee 
for any reason which in the sole discretion of the directors of the General Motors 
Corporation shall lead them to believe that the best interests of the corporation 
will be served through said repurchase. In the event of the corporation exercis- 
ing its option to repurchase stock from its employees as hereinbefore provided 
the price paid shall be determined by determining the book value of the stock 
of the Managers Securities Company, which book value in turn shall be deter- 
mined by appraising its holdings in the General Motors Corporation and the 
General Motors Securities Company on the basis of the book value of the common 
stock of the General Motors Corporation, and payment for purchases so made 
shall be made to the employee in common stock of the General Motors Corpora~ 
tion valued at the same book value as used in the calculation above mentioned. 

%th. From the foregoing it will be noted that the assets of the Managers 
Securities Company consist of the equivalent of 2,933,334 shares General Motors 
Corporation common stock— 


valued at $15.00 a share_____.______~-_ $44, 000, 000 

And its liabilities consist of 7 percent—8 year bonds___ $38, 500, 000 

And Capital Stock... 22 conse eee 5, 500, 000 
———————_-_ 44, 000, 000 


The $38,500,000 7-percent—8-year bonds of the Managers Securities Company 
will be secured by all of its assets, plus the aforesaid agreement between the 
Managers Securities Company and the General Motors Corporation and the 
terms of the bond issue will provide that the total net income after expenses of 
the Managers Securities Company shall be used— 

Ist. To pay the interest on its bonds. And 

2nd. to amortize the principal of its bonds. Provided, however, that if the 
Managers Securities Company in any year shall receive dividends from its hold- 
ings in stock of the General Motors Corporation or General Motors Securities 
Company, then and in that event it may pay to its own stockholders in dividends 
an amount not to exceed 7 percent on its own total capital and surplus. 

There are attached hereto sheets showing that the Managers Securities Com- 
pany will be able to pay off its entire issue of $38,500,000.00 bonds at the end of 
eight years, based on the assumption that General Motors Corporation will 
earn an average of 15 percent on capital employed over this period. And in 
addition to the payment of its total bond issue the Managers Securities Company 
during this eight year period will be able to pay to its own stockholders dividends 
aggregating $12,465,000.00. These figures are based on the assumption that no 
new capital will be provided for the General Motors Corporation through the 
sale of senior securities, but that the corporation will put back in the business 
substantially one-half of its net earnings during that period which will result 
in the total capital employed by the General Motors Corporation growing from 
about $425,000,000.00 at the beginning of 1923 to approximately $748,000,000.00 
at the end of eight years. 

8th. The net result of the foregoing plan is that the du Pont Company will 
sell to important and desirable General Motors partners one-third of its interest 
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in General Motors Corporation common stock (which is less than the interest we 
acquired when we bought out our former partner—Mr. W. C. Durant) for 
$37,500,000.00. We will be in position to liquidate our entire indebtedness of 
$35,000,000.00 of 714-percent notes created in order to finance this Durant pur- 
chase; will retain the same control of General Motors Corporation that we have 
today through controlling two-thirds of the stock of General Motors Securities 
Company with its 7,500,000 shares of General Motors Corporation common stock 
and will definitely tie up with us in the management and control of this huge 
investment the men in the General Motors Corporation who are definitely 
charged with the responsibility and success of the corporation. 


General Motors Corp. 





Apr. 30, 1923; 





a DiCIE SOCK cease ee ie ee She os eee eset eeesess $316, 000, 000 
PUES 22 e ct ee a oe a Oe ee Se De tet et eas ts ae 112, 000, G00 
Resorves 6% Webs 50502 een tecestcccuce Rocce tate eid be eowe eek eae 13, 690, (0 
UE NI ONGY NB os oi is Pe eats ae Sra et te a alan ous 1, 000, GOO 
OD OUR che itt ea Se ta te ee nk ee ees 442. 000, 000 
Estimated earnings on common stock 8 months to Dee. 31, 1923_-_.........-.--....-..-.--- 54, 000, 000 
Dividends on common stock $1.20 regular, $0.70 extra. ...-. 222. eee ween eee 33, 000, 000 
21, 000, 000 
Estimated capital employed Dec. 31, 1923_....-.2 22222 ene eee ewe eee c eee 463, 000, 000 
Estimated 
canine: Preferred Total divi- 
Year (15 percent ea. Common dividends 
on capital dividends dends 
employed) 
| 2, Ae eee ee eee a $70, 000, 000 $6, 800, 000 | ($1. 50)—$30, 900, 000 | $37, 700, 000 $32, 300, 000 
495, 300. 000 
2 |. a ame OE a 75, 000, 000 6, 800,000 | (1. 50)—$30, 900, 000 37, 700, 000 37, 300, 000 
532, 600, 000 
T0263 cco eo crisuee eens 80, 000, 000 6, 800,000 | (2. 00)—$41, 200, 000 48, 000, 000 32. 000, 000 
564, 600, 000 
Weise sectiedsy 84, 000, 000 6, 800,000 ; (2. 00)—$41, 200, 000 48, 000, 000 36, 000, 000 
10782 to ooa ses et eee 90, 500, 000 6, 800,000 | (2. 00)—$41, 200, 000 48, 000, 000 42, 500, G00 
643, 100, 000 
1020 ooh on ces dese ose 96, 000, 000 6, 800,000 | (2.00)—$41, 200, 000 48, 000, 000 48, 000, 000 
691, 100, 000 
VO 80 fic a ee os 105, 000, 000 6, 800,000 ; (2.00)— 41, 200, 000 48, 000, 000 57, 000, 000 
TOtAlacsccscsce nek 600, 500, 000 47, 600, 000 267, 800,000 | 315, 400, 000 748, 100, 000 





6 percent of | nividends on 2,933.333 


7 percent on balance to f 
Year Earnings | capital and Balance Managers shares ae Motors 
surplus Securities ents Co SHAE ETS 
Ca. Securities Co. 

1923p 2eeit dh ao: $90,000,000 } $30,000,000 | $60,000,000 | $3, 600,000 { GATE) $3, 813, ong 
W282 cee deel 70, 000, 000 32, 000, 000 38, 000, 000 2, 300, 000 (1. 5) 4, 400, 000 
2 aiee coast ee 75, 000, 000 35, 000, 000 40, 000, 000 2, 400, 000 (1. 50) 5, 864, (100 
W262. f.ctenscucse 80, 000. 000 37, 000, 000 43, 000, 000 2. 600, 000 (2. 00) 5, 806, 000 
) (a? ee ee $4, 000, 000 40, 000, 000 44, 000, 000 2, 600, 000 (2. 00) 5, S66, G00 
j 5 ace GO, 51K), O00 42, 000, 000 4&, WW), O00 2, 90, 000 (2. 00) 6. 866, O00 
5, ae a 96,000,000 | 44,000,000 | 52,000,000 3, 100, 000 (2.00) 5, 866, 000 
OA os etna cieeae ee. 105, 000, 000 48, 000, 000 57, 000, 000 3, 400, 000 (2. 00) §. 566, 000 


ne ne ee 
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General Motors Corp.—Continued 











Payable 
7 percent 
Cash notes 
Buy from du Pont Co. 30 percent of G. M. Sec. Co. equivalent 
of 2,500,000 G. M. common at $15_...-........-.-.----2----- $37, 500. 000 $4, 700, 000 $32, 800, 000 
From P. S. du Pont 433,334 G. M. common at $15_.--......-- 6, 500, 000 800, 000 5, 700, 000 
Total 2,933,334 G. M. common at $15...........-..-....- 44, 000, 000 5, 500, 000 38, 500, 000 
MANAGERS SECURITIES Co. 
Estimated income and disbursements 
End of year 1923 1924 1925 1926 1927 1928 1929 1930 
Income: 
Dividends..._... $3, 813, 000 $4, 400, 000/$5, 866, 000 $5, 866, 000 $5, 866, 000'$5, 866, 000 $5, 866, 000 $5, 866, 000 
. M. payments_| 3, 600, 000! 2, 300, 000 2, 400, 000 seca 2, 600, 000) 2, 900, 000; 3, 100, 000) 3, 400, 000 
Total......-... 7, 413, 000; 6, 700, 000: 8, 266, 000, 8, 466, 000) 8, 466, 000 8, 766,000) 8, 966, 000 9, 266, 000 
Expenditures: 


Federal taxes....} 450,000) 300,000} 300,000} 325,000) 325,000} 350,000! 390,000; 430,000 


Bond interest (7 



































percent)......- 1, 347, 000| 2, 320,000) 2, 100, 000; 1, 760, 000; 1, 400, 000: 1, 050, 000 680, 000 310, 000 
Expenses_......- 76, 000 70, 000 66, 000 61, 000 41, 000 66, 000 71, 000 76, 000 
(Percent) ........ (7) (14) (18) (24) (30) (40) (43) (35) 
Dividends.._.... 190,000: 760,000; 1,000, 060-1, 320,000" 1, 650, O00, 2, 100. 000° 2, 365, 000° 3,050, 000 
Alnortization....| 5,350,000. 3, 250, 000, 4, S00. 000; 5, 000, 000, 5, suaauty 5, 200, 000 5, 450, 000; 4, 400, 0OU 

Total.....--.-- 7, 413, 000| 6, 700,000! 8, 265,000, 8, 466,000! 8, 466,000' 8, 766, 000] 8, 966,000; 9, 286, 000 
Capital stock....| 5, 500,000! 5, 500,000) 5, 00,000) 5, 500,000! 5, 500, 000! §, 500, 000! 5, 500, 000} 5, 500, 000 
Surplus._....---- y 5, 350, 000} 8, 600, 000,13, 400, 000, 18, 400, 000 23, 450, 000 28, 650, 000 34. 100, 000 

Total......-... 5, 500, 000 10, 850, 000 14, 100, 000 18, 900, 000 23, 900, 000 28, 950, 000'34, 150, 000'39, 600, 000 

7 percent on capital 
and surplus....... 385, 000 760,000! 987,000; 1,323,000; 1, 673,000} 2,016, 500} 2, 390,050) 2, 772, 000 
End of 1930: 
CAD WE) eed eres ck ce ede codec eteecead bees cabs Sindee at sewed eeusacetounsdattesosantcuewodas $5. 500, 000 
SUPDING oe. cee ocd cee teckel eos Gates ee eta aS see ke es Gace tes tees 38. 500, 000 
Includes value (book) G. M. shares, $15 to $30 per share, 2,933,334 shares at $15.........-......- 44, 000, 000 
DOUG eed yeast e Bene ee awane eee eee ace eeu es ce cack eiuamea eh ctaseetanwtsstenes 88, 000, 000 


Increase on original $5,500,000 investment—16 times. 

Dividends received from 1923 to 1930—$12,465,000 equal 226 percent on $5,500,000 investment. 

Annual income thereafter with G. M. common dividends at $2 per share, $5,866,000, equals 107 percent 
on investment of $5,500,000. 


MANAGER SEOURITIES Co. 











Year Bonds Amortized Balance Interest 
102) Geese eee wee tee ease uae $38, 500, 000 $5, 350,900 | $33, 150, 000 $1, 347, 000 
NODA Sais Sure Se 22 CU Se tw Dewan wok Se ec gia ears 33, 150, 000 3, 250, O00 29, 900, 000 2, 320, 000 
DAD ed ao catip soi b ale okt eee ent eet oa Mo ae ca 29, 900, 000 4, 800, 090 25, 100, 000 2, 100, 000 
VO seiekiwecealcece ed oe eee a ea eon 25, 100, 000 5, 000, 000 20, 100, 000 1, 760, 0600 
DE 7 eR TO Sate I Pee gE) oe oe eee BNE OE 20, 100, 000 5, 050, GOO 15, 050, 000 1, 400, 000 
TOPS oso oct csmces setae sees ers ccacnicss 15, 050, 000 5, 200, 000 9, 850, OOD 1, 050, 000 
TO 28 Sete ee cele e cee Leek io owen inde 9, 850, 000 5, 450, 000 4, 400. 000 690, 000 
DOU se oo eee deh Se eo oe todo okie aes 4, 400, 000 4, 400, 000 0 310, 000 








NoTe.—“GMC 1593” is written at the bottom of the first page and “GMC 
1593A” at the bottom of the remaining pages. Italics indicate handwriting. 


Senator O’Manoney. This would indicate that the Managers Secu- 
rities Corp. purchased the 714 million shares of the General Motors 
common stock of no par value—— 
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Mr. Harris. That is right. 

Senator O’Manoney. On the basis of a payment by the Managers 
Securities Co. of $4,700,000 in cash and $32,800,000 in 7-percent notes 
maturing April 1, 1931, as thereinafter recited. 

What was the source of the cash payment of $4,700,000? 

Mr. Harris. That I do not know, sir. 

Oh, I think undoubtedly it was the sale of stock, probably the initial 
payment on the stock, that they were to sell, to the beneficiaries. I am 
not too clear, but I think that was it. 

Senator O’MaHoney. You mean that the beneficiaries paid 

Mr. Harris. They paid an initial payment; I know that was paid. 

Mr. McHueu. Mr. Yaris. do you know 

Mr. Harris. Excuse me; there was a slight change in this. The 
figures were slightly different when it was finally gad effect. 
Their stock was divided into class A and class B stock. The class B 
stock, I think, was $15, and the class A stock, as I remember, was 
something like $200 a share. 

The $15 stock received dividends on each share—received dividends 
on 45 shares of General Motors stock. 

Mr. McHueu. Mr. Harris, do you know what the approximate 
amount of the downpayment was to be by the Managers who obtained 
this stock ? 

Mr. Harris. Will you excuse me a minute; I think I may have some- 
thing on that in my—I do not see my notes for the mimute, Mr. Mc- 
Hugh; it is in my briefcase. Maybe you ought to pass the question 
for the minute, and I will get it later. 

Mr. McHucnu. Do I understand the bulk of the purchase price was 
to be paid out of dividends? 

Mr. Harris. Yes; it could be; I do not say it had to be, but it could 
The dividends they were getting, you understand, would permit 
that. 

Mr. McHuen. Are there any other details of the plan, Mr. Harris, 
that you would like to elaborate upon? 

Mr. Harris. Well, committee exhibit 7 shows the selection of the 
persons who were benefited by this. 

(Committee exhibit 7, previously referred to, follows :) 
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Mr. Harris. This shows the class of executives who received stock. 
It shows, for instance, that Mr. Sloan, the president, received 28,000 
shares of class A at $100 a share, that was the price; and 28,000 
shares of class B at $25 a share; and in that connection we have a 
letter, committee exhibit 8, a letter of Mr. Raskob of August 7, 1929, 
in which he asks the Managers Securities Co. to buy his stock and sets 
up the figure that he things the stock is worth. He says: 


For example, my rough figures show the Managers Securities Co. B stock worth 
about $341 million with General Motors valued at $80 per share. My proportion 
is 6 percent or about $20,460,000. Deducting $500,000 would leave $19,960,000 to 
be paid to me in General Motors common stock at $80 per share. 


(The documents previously referred to follow :) 


(Government Exhibit 262. In the District Court of the United States, before 
Northern District of Illinois, Eastern Division, La Buy, J. Harry A. Harnden, 
Official Court Reporter) 

% AuaustT 1929. 


Copy to Irénée du Pont, Lammot du Pont, Henry du Pont, H. G. Haskell, Walter 
S. Carpenter, Jr., M. D. Fisher. 


GENERAL Motors SECURITIES COMPANY, 
Wilmington, Delaware. 


GENTLEMEN: I wrote to the General Motors Corporation suggesting that that 
Corporation purchase my Managers Securities Company stock paying me therefor 
in General Motors Corporation common stock. In my letter I said: 

“For example my rough figures show the Managers Securities Company 
B stock worth about $341,000,000 with General Motors valued at $80 per 
share. My proportion is six per cent or about $20,460,000. Deducting $500,- 
000 would leave $19,960,000 to be paid to me in General Motors common stock 
at $80 per share.” 

The Finance Committee of the General Motors Corporation felt that it was 
not advisable to do this unless the Corporation was in position to make a similar 
offer to the other Managers Securities Company stockholders, as it was felt impor- 
tant to treat everyone alike. Discussion developed the fact that if the du Pont 
Company was willing to dissolve the General Motors Securities Company, deliv- 
ering its assets consisting wholly of General Motors Corporation common stock 
to the stockholders, then the du Pont Company and the Managers Securities 
Company would both hold common stock of the General Motors Corporation and 
the Managers Securities Company would then be in a position to deliver General 
Motors stock to its stockholders, should they so desire. 

‘If it is the intention of the du Pont Company to agree to a dissolution of the 
General Motors Securities Company at the end of 1930 when the Managers 
Securities Company contract with General Motors terminates then it would seem 
to the advantage of the du Pont Company or the General Motors Securities Com- 
pany to consider the purchase of my Managers Securities Company stock which 
I am willing to sell on the basis offered to the General Motors Corporation. 

During the past fourteen years I have devoted my best efforts to the General 
Motors Corporation and tried in every way possible to do my part in making 
it a success, and while connected with it was perfectly willing to have practically 
my entire fortune invested in it. But now that I am no longer an active partner 
engaged with those responsible for shaping the policies and carrying on the man- 
agement of the Corporation, I feel it unwise to have such a large portion of my 
total fortune tied up in the Managers Securities Company which accounts for my 
anxiety to convert this stock into a security that will enable me to have a mar- 
ketable security both for collateral purposes and for sale at such time in the 
future as it may seem to me desirable to reduce the large investment I have in 
this one security. . 


we Aa 
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I sincerely hope that this will receive most sympathetic consideration as cer- 
tainly it is not constructive to be forced to remain in a partnership of which 
I am no longer a part. 

Very truly yours, 
(s) JoHN J. RASKos. 


Nore.—“Received Aug. 8—1920 Lammot du Pont” is stamped at the top of 
the first page. ‘“GMC-—530b” is written at the bottom of each page. 

Senator O’Manoney. This is my first opportunity to look over this 
document, Mr. Harris. | 

Mr. Harris. Certainly, of course. 

Senator O’Manonry. It is not clear to me whether or not the execu- 
tives originally received stock in General Motors or in the Managers 
Securities Co. 

Mr. Harais. I think it was the Managers Securities Co. because 
Raskob is offering his Managers Securities B stock, so I think it was 
in Managers Securities Co. 

Senator O’ManHoney. Well, let us read paragraph 4 on page 4 of 
exhibit 6. This is the Brown-Raskob plan. 


The General Motors Corp. will create the Managers Securities Co. under Dela- 
ware laws and will subscribe and pay in its entire capital of $5,500.000 common 
stock and will then cause the Managers Securities Co. to purchase 200,000 shares 
of General Motors Securities Co. common stock for $37,500,000— 
and that purchase, I take it, was the purchase or the part purchase of 
the stock which the Du Ponts were willing to sell in order to— 

Mr. Harris. That is right, sir. 

uate O’Manoney. Get their total holdings down from 35 per- 
cent 

Mr. Harris. 38 percent; from 38 to 23.8. 

Senator O’Manoney. From 38 to 23.83 

Mr. Harris. That is right, sir. 

Senator O’Manoney. Then the fifth paragraph states: 

In order to further carry out the intent and purpose of this plan in a still 
more substantial manner, Mr. Pierre S. Du Pont is ready to sell 433,334 shares 
of General Motors Corp. common stock to the Managers Securities Co.. at $15 a 
share, aggregating a total of $6,500,000 taking in payment therefore $800,000 in 
vaste aang Sn 7 percent 8-year notes of the Managers Securities Co. here- 

Mr. Harris. And holding in the meanwhile the General Motors 
stock as collateral and voting the General Motors stock. 

Senator O’Mauoney. But the price there was $15 a share? 

Mr. Harris. That is right, sir. 7 

Senator O’Mauonry. To this new corporation; and the price which 
Mr. Raskob got after 

Mr. Harris. Well, he asked for it. 

Senator O’Manoney. He asked for it; yes. 

Mr. Harris. Well, he had that figure, I think, of — 

Senator O’Manoney. $80 per share? | 

Mr. Harris. Yes. It was valued—no, General Motors was at $80. 

Senator O’Manoney. General Motors stock? 

Mr. Harris. Yes, sir. 

His underlying Managers Securities shares represented General 
Motors stock to the value, as he considered it, of $20 million. 
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I might say, Senator, that my notes show and, perhaps, I ought to 
call your attention to, the fact that there was a slight change in the 
plant as finally approved. I am taking this now from our trial brief. 
The Managers Securities Co. took 30 percent of the stock, which was a 
little less, 2,250,000 shares, instead of 33, which is 214 million, at 
$33,750,000, with other detailed changes. 

The Managers Securities Co. took 30 percent of the stock, which was 
a class A stock at a par value of $100 a share, and 50,000 shares of class 
B stock at $25 a share. Class B stock received the dividends on 2,250,- 
000 shares of underlying GM stock, so that each share received divi- 
dends on 45 shares of GM common. In 1923 these 45 shares, it 1s said, 
which were bought for $25, the lot, were worth $675; that was one 
share of class B, meaning 45 shares of GM. The purchaser put up 
one-seventh of the price in cash and could pay the balance out of 
dividends on his stock. 

That was the statement we made. 

Senator O’Manonry. Mr. McHugh? 

Mr. McHveu. Mr. Harris, would any of these documents then show 
the interest of the various Du Pont personnel or the position which 
they held in General Motors Corp. ? 

Mr. Harris. Yes. I call your attention to committee exhibit 9, 
which is a chart known as trial exhibit 2, showing the positions of the 
3 Du Pont brothers in the Du Pont Co., General Motors, Christiana, 
and Delaware. 

I do not think the Senator is interested in Christiana and Delaware, 
but he is interested in Du Pont. 

Senator O’Manoney. I would like to have the record show a defini- 
tion of Christiana. I know what it was. 

Mr. Harris. Yes. 

Senator O’Manoney. Let the record show what it is. 

Mr. Harris. Christiana Co. was a family holding company which 
held the shares of the Du Pont family in the Du Pont Co. 

Delaware was another family holding company created at the time 
that Mr. Pierre du Pont, who had no direct heirs, was disposing, in a 
fashion, of his holdings in the Du Pont Co. or in Christiana, and receiv- 
Ing in return an annuity for himself and his wife, to be paid out of 
Delaware, of $900,000 a year. That was to last for the rest of their 
mee and in the meantime a division or distribution of the stock was 
made. 

Coming back to the other companies, this chart shows that for a 
long period of time, roughly from 1919 to 1940, Pierre du Pont was 
chairman of the board of the Du Pont Co., and that from 1917 to 1929 
he was chairman of the board of General Motors. 

He was during all, almost all of the period covered by the chart, 
from 1917 to 1949, a director and member of the finance committee of 
the Du Pont Co.; and from 1917 to 1944 a director of General Motors 
and a member of the finance committee from 1917 to 1937. 

Irénée du Pont has lesser jobs but similar connections; that is, he 
was director of General Motors and a director of the Du Pont Co. 
He was also a member of the finance committee of General Motors, 
and for a long time vice chairman of the board, director, and a mem- 
ber of the finance committee. 
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Lammot, the other brother, was chairman of the board of General 
Motors for a time, and also at the same time president of Du Pont Co. 
for part of that time. For a long period they were directors in both 
companies, members of the finance committee in both companies. 

(The document previously referred to follows :) 
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Mr. McHoueu. Mr. Harris, do you have any tabulation showing the 
percentage of Du Pont-voted shares of General Motors common stock, 
the total shares of the General Motors common represented at the 
General Motors stockholders’ meetings over the years ? 

Mr. Harris. Yes; we do. 

This is your committee exhibit 10, Government trial exhibit 1307, 
and it is a statement of the Du Pont stock voting at the General 
Motors stockholding meetings from the year 1928 to the year 1949. 

It shows that a total amount of outstanding stock that could be 
voted, the shares they were entitled to vote at stockholders’ meetings, 
and the total shares that were represented at each meeting in person 
or by proxy, and it also shows the percentage of Du Pont-covered 
shares of GM common to the total shares of GM common represented 
at the meetings. 

From the beginning in 1928, which was the beginning of this chart, 
the percentage was 52.3. 

It ran down 52, 51, 51, 51, 49, 41, 49, 51, 46, 39, 38, 36, 35, 38, 33, 34, 
83, 31, and in 1949 it was 29.9, the lowest that they had had it. 

(The document referred to follows :) 


Govt. TriaL Ex. No. 1307 


Du Pont stock at General Motors stockholders meetings 





Percent of Du 
Pant-veted 
Total shares of shares of Gen- 


Number of shares} Shares of com- | ommon stock eral Motors 


: of General mon stnck of 

Motors common | General Motors | Teoresented by | common to total 

Dee. 31 person or proxy | shares of General 
stock entitled to | entitled to vote at General Motors enmmo: 
be voted by Du | at stockholders Mot e stock tad . 
Pont Corp.! meetings 3 ours Fal yee ee 
holders meetings 2} General Motors 
stock holders 
meetings 

WeSsbeveeseeec ec wonceioesses oe 5, 679, 988 17, 166, 437 10, 864, 889 §2.3 
tL 7! ee pt eee aE cee Pe 14, 199, 970 43, 054, 263 27, 243, 665 62.1 
; | 11 Eman, ene en te Se Re ae Pine 13, 766, 151 42, 489, 061 26, 904, 439 §1.1 
TOO swicedceu ee bosutcascames 13, 743, 020 43, 484, 504 26, 829, 146 61.2 
106 2odscns ee tech ce tes scent 13, 473, 768 43, 257, 181 26, 348, 140 §1.1 
10SS ceuctcugutelceeterwlasecs ease 12, 558, 371 43, 083, 180 25, 267, 702 49.7 
W084 oe Seder cow nce eee cus 12, 284, 302 42, 957, 167 29, 959, 707 41.0 
1030 oe cusses cto scteueweteyee 12, 036, 779 42, 890, 470 24, 237, 343 49. 6 
WSG ent Soe octet sau 11, 967, 241 42, 913, 685 23, 310, #47 61.3 
NS a osceeseeetace ds at acetates 11, 910, 837 42, 622, 921 25, 596, 400 46.5 
BORS. 2 ok onanticseetigeccvetsiowsd 10, 000, 42, 744, 191 25, 218, 526 39. 6 
1060. seo De weee te eoewen asus 10, 000, COO 43, 125, 896 25, 993, 353 38. 4 
O40 ot ee evek eee este at 10, 000, 000 42, 931,118 27, 287, 303 36. 6 
A cute tae erates ees se. 10, 000, 000 43, 149, 682 28, 320, 510 35. 3 
VOR et abta tes eosu eos 10, 000, 000 43, 254, 016 27, 787, 273 35. 9 
WAG eros le tees oe eke 10, 000, 000 43, 336, 020 26, 241, 219 38 1 
DOG oo oe eden auld core 10, 000, 000 44, 001, 134 29, 651, 142 33.7 
TOA eee twcctuckameuseacaseuoee 10, 000, 000 , 099, 126 29, 200, 881 34.2 
UGG oe Saeewcive ace seneinoese as 10, 000, 000 44, 021, 769 30, 268, 519 33. 0 
WUA ae veeececseeteubeousuesee 10, 000, 000 44, 075, 690 31, 585, 907 31.6 
1 ho Te ene ner ce Pera FRNA SRE at 10, 000, 000 44, 012, 652 32, 247, 058 31.0 
10402 cc tactccuceeteusce cies set 10, 000, 000 43, 988, 717 33, 371, 974 2.9 





1 Source: Annual reports of Du Pont Corp. to its stockholders. This fiture includes General Motors 
common stock held directly by Du Pont Corp. and by General Motors Securities Corp., the stock of which 
was Alea pat me 70 percent by Du Pont Corp. and later the common 8tock of which was owned 160 percent 

y Du Pont Corp. 
2? Source: Answers dated Feb. 1, 1952, of General Mctors Corp. to plaintiff’s interrogatories. 


NOTE.—This table does not purport to consider the holdings of Pierre S. du Pont, Lammot du Pont, 
Irénée du Pont, and Christiana Securities Co., in common stock, of General Motors. 


Mr. McHvuew. Mr. Harris, in addition to the stock which was 
actually owned by the Du Ponts, will you explain what stock was 
controlled by the Du Ponts to give it the percentage of voting control 
that is shown in this last column. 
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Mr. Harris. I do not know that there was any—lI do not know 
from this chart that this was anything more than the Du Pont shares. 

Are you aS eel friends of Du Pont? 

Mr. McHueu. Yes. 

Mr. Harris. I do not know—— 

Mr. McHuan. Does this reflect that ? 

Mr. Harris. I do not think so. | 

Senator O’MAHONEY. I call attention to the fact that the note at the 
bottom say : 

This table does not purport to consider the holdings of Pierre S. Du Pont, 
Lammont Du Pont, Irénée Du Pont— 

Mr. Harris. That is right. 

Senator O’Manoney (continuing) : 
and Christiana Securities Co. in common stock of General Motors. 


Mr. Harris. That is right. 


ee figure includes General Motors common stock held directly by Du Pont 
rp. 

Senator O’Manoney. So that actually considering the holdings, the 
personal holdings, of the three Du Pont brothers and the holdings of 
the family, through Christiana Securities Co., the percentage of stock 
under control of the Du Pont family is considerably greater than that 
voted by the Du Pont Co. 

Mr. Harris. Could we say in friendly hands rather than controlled, 
sir ¢ 

Senator O’Manoney. I will; yes. I accept your definition. 

The Du Pont Co. is a corporation, an artificial person, but it never- 
theless 1s controlled by the same Du Ponts? 

Mr. Harris. It is controlled by the Du Ponts, I think that was 
established; that is the Du Pont Co. 

Mr. McHvueu. Mr. Harris, will you explain what is the significance 
of committee’s exhibit No. 11? 

Mr. Harris. Committee exhibit No. 11 is a table which is known 
as Government exhibit No. 1309, of the positions held by a number of 
people, Du Ponts, Du Pont executives, and so forth, in the Du Pont 
Co., General Motors Co., and Wilmington Trust Co., that is, in many 
cases held at the same time, simultaneously. 

This gives the dates that they held their directorships or other office, 
president, whatever it was, and also shows what other offices they 
were holding at the same time. | 

Pierre, for instance, was president of Du Pont and also chairman 
of the board of General Motors, and so forth. 

Senator O’Manoney. What is the significance of Ween 

Mr. Harris. Wilmington Trust Co. is a company which, it was 
established, held certain stock in trust, and I think it is the Wilming- 
ton referred to that I was mentioning to the Senator early in the case. 
I believe the——— 

Senator O’Manoney. Is it a State bank? 

Mr. Harris. Well, that I cannot say, sir. It is Wilmington Trust 
Co., which isthe name. I do not know its charter. 

Senator O’Manoney. Well, it is apparently not a national bank. 

Mr. Harris. It does not have it in the name, sir. 

Senator O’Manoney. Yes. 
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(The document referred to follows:) 
Govt. TriaL Ex. No. 1300 


SUMMARY OF DIRECTORSHIPS AND OTHER OFFICIAL POSITIONS HELD BY INDIVIDUAL 
DEFENDANTS AND CERTAIN OTHER INDIVIDUALS IN DEFENDANT CORPORATIONS 


Allen, William P. (deceased) : 
Du Pont: Director, 1927-41; vice president, 1928-31; executive committee, 
1928-29 
United States Rubber: Director, 1936—40 
Barksdale, H. M. (deceased) : 
Du Pont: Director, 1916-18; finance committee, 1916-18; vice president, 
1915-18 
General Motors: Director, June to November 1918; finance committee, June 
to November 1918 
Wilmington: Director, 1912-19 
Brown, Donaldson: 
Du Pont: Director, 1918 to date; finance committee, 1920 to date; executive 
committee, 1918-21 
General Motors: Director, 1920-46; vice chairman, 1937-46; vice president, 
1920-42; financial policy committee, 19846 to date; administration com- 
mittee, 1942-45; policy committee, 1937-46 ; executive committee, 1924-37; 
finance committee, 1921-37 (chairman, 1929-37) 
Wilmington: Director, 1918-21 
Brown, H. Fletcher: 
Christiana: Director, 1934-44; vice president, 1935-44 
Du Pont: Director, 1915-44; finance committee, 1919-21; executive com- 
mittee, 1915-19 and 1921-30 
Carpenter, R. R. M. (member of the Du Pont family) (deceased) : 
Christiana: Director, 1915-49 
Delaware: Director, 1927 to August 1943 and June 1944 to 1945; president, 
1943 
Du Pont: Director, 1915 to date; finance committee, 1919-21; executive 
committee, 1915-19 and 1925-31 
Carpenter, W. S., Jr.: 
Christiana: Director, 1948 to date 
Du Pont: Director, 1919 to date; chairman, January 1948 to date; presi- 
dent, 1940 to January 1948; finance committee, 1921 to date; executive 
committee, 1919 to January 1948 
General Motors: Director, 1927 to date; financial policy committee, 1946 
to date; policy committee, 1937-46; finance committee, 1927-37 
Wilmington: Director, 1921 to date 
Copeland, Charles (member of the Du Pont family) : 
Delaware: Director, 1927-37; president, 1927-37 
Du Pont: Director, 1921-42 
United States Rubber syndicate member 
Wilmington: Director, 1926-34 
Copeland, Lammot du Pont (member of the Du Pont family) : 
Christiana: Director, 1940 to date; vice president, 1944 to date 
Delaware: Director, 1937 to date 
Du Pont: Director, 1942 to date; finance committee, 1943 to date 
General Motors: Director, 1944 to date 
United States Rubber syndicate member 
United States Rubber: Director, 1940-46 
Wilmington: Director, 1943 to date 
Du Pont, Pierre S.: 
Christiana: Director, 1915 to date; president, 1915 to date 
Du Pont: Director, 1915 to date; chairman, 1919-40; president, 1915-19; 
finnnee committee, 1915 to date 
General Motors: Director, 1917-44; chairman, 1917-29; executive commit- 
mittee, 1921-29: finance committee, 1917-37 
United States Rubber syndicate member 
Wilmington: Director, 1903-20 and 1924 to date; vice president, 1903-35; 
honorary chairman, 1935 to date 
Du Pont, Irénée: 
Christiana: Vice president, 1915-41; director, 1915 to date 
Delaware: Director, 1927-37 
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Du Pont: Director, 1915 to date: president, 1919-26; finance committee, 
1915-46; executive committee, 1915-19 and 1921-26 
General Motors: Director, 1918-38; finance committee, 1918-37 
United States Rubber svndicate member 
Wilmington: Director, 1919-32 
Du Pont, Lammot (deceased) : 
Christiana: Vice president, 1923 to date; director, 1915 to date 
Delaware: Director, 1927-43; president, 1937-43 
Du Pont: Director, 1915 to date: chairman, 1940 to January 1948; president, 
1926—40; finnnee committee, 1918—45: executive committee, 1915-40 
General Motors: Director, 1918-46; chairman, 1929-37: policy committee, 
1937-46 : executive committee, 1930-34; finance committee, 1918-37 
United States Rubber syvidicate member 
Wilmington: Director, 1917 to date 
Du Pont, H. F.: 
Du Pont: Director, 1915 to date; finance committee, 1916—43 
General Motors: Director, 1918-44; finance committee, 1918-37 
United States Rubber syndicate member 
Wilmington: 1919 to date 
Du Pont, Henry Belin (member of the Du-Pont family) : 
Christiana: Director, 1928-34; 1940 to date; secretary, 1929-34; vice presi- 
dent, 1944 to date 
Delaware: President, 1943 to date; director, 1927-34 and 1939 to date 
Du Pont: Director, 1934 to date 
General Motors: Director, 1938 to date 
United States Rubber syndicate member 
Wilmington: Director, 1927-34 and 1937 to date 
Du Pont, Lammot, Jr. (member of the Du Pont family) : 
Wilmington: Assistant secretary, 1937-42 and 1946 to January 1947; assist- 
ant treasurer, January 1947 to date 
Du Pont, Pierre S., III (member of the Du Pont family): 
Delaware: Director, 1943 to date 
Du Pont, S. Hallock (member of the Du Pont family) : 
Delaware: Director, 1927 to date 
Darden, Colgate, Jr. (member of the Du Pont family) : 
United States Rubber: Director, 1{!46—48 
Davis, F. B., Jr.: 
Du Pont: Director, 1927-42 
United States Rubber: Director, 1929-48; chairman, 1929-48; president, 
1929-42 
Davis, Henry: 
Personal secretary to Irénée du Pont 
Christiana: Assistant secretary, 19388 to date; assistant treasurer, 1937 to 
date; vice president, 1920-21 
United States Rubber syndicate member 
United States Rubber: Director, 1928-48 
Dean, J. Simpson (meinber of the Du Pont family), Wilmington: 
Director, 1931-43 and 1946 to date 
Echols, Angus B.: 
Du Pont: Director, 1927 to date; finance committee, 1929 to date 
General Motors: Director, 1044 to date; financial policy committee, 1947 
to date 
Wilmington: Director, 1926-34 
Edmonds, George P. (inember of the Du Pont family) : 
United States Rubber: Director, 1944-48 
Wilmington: Director, 1943 to date; president, 1948 to the present time 
Greenewalt, Crawford H. (member of the Du Pont family) : 
Christiana: Director, 1944 to date 
Du Pont: Director, 1942 to date; president, January 1948 to the present 
time; finance committee, January 1948 to date 
Humphreys, H. E., Jr.: 
Christiana: Secretary, 1934-38: assistant secretary, 1930-35 
Delaware: Secretary, 1934-38 
United States Rubber: Director, 1938-48 ; vice president, 1938S—48; president 
at the present time 
Harrington, W. F.: 
Du Pont: Director, 1927 to date 
Wilmington: Director, 1931-34 and 1939 to date 
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Haskell, J. A. (deceased) : 
Du Pont: Director, 1915-2; vice president, 1915-28 
General Motors: Director, 1917-23; vice president, 1918-23; executive com- 
mittee, 1918-23; finance committee, 1918-23 
Laird, W. W., Sr. (member of the Du Pont family) (deceased) : 
Delaware: Director, 1927 
United States Rubber syndicate member 
Wilmington: Director, 1910-27 
Laird, W. W., Jr., member of the Du Pont family: Delaware: director, 1984 to 
date 
May, Ernest N., member of the Du Pont family: Delaware: director, 19387 to 
date 
Pratt, John L.: 
General Motors: Director, 1923 to date; vice president, 1922-37; financial 
policy committee, 1946 to date; executive committee, 1924-37 
United States Rubber: Director, 1937-42 
Raskob, J. J. (deceased) : 
Christiana: Director, 1915 to date 
Du Pont: Director, 1915-46; financial committee, 1915-44; executive com- 
mittee, 1915-18 
General Motors: Director, 1917-46; vice president, 1918-29; executive com- 
mittee, 1921-28; finance committee, 1917 to August 1928 and May 1929 to 
1937 
Wilmington: Director, 1909-18 
Sharp, H. R., member of the Du Pont family: 
Christiana: Vice president, 1915-16 
Delaware: 1927 to February 1942 and November 1942 to 1946, director 
Sharp, H. R., Jr., member of the Du Pont family: Delaware: Director, February 
1942 to November 1942 and 1946 to date 
Sloan, Alfred P., Jr.: 
Du Pont: Director, 1923 to date 
General Motors: Director, 1918 to date; chairman, 1937 to date; president, 
1923-37; financial policy committee, 1946 to date; administration com- 
mittee, 1937-45 ; policy committee, 1937-46 ; executive committee, 1918-37 ; 
finance committee, 1922-37 
Tallman, Frank G. (deceased) : 
Du Pont: Director, 1916-38 
Wilmington: Director, 1929-34 and 1936-38 


CORRECTIONS 


Page 1, William P. Allen, dates as director of United States Rubber should 
be 1936—40 instead of 1937-89. 

Page 2, H. Fletcher Brown, dute as director of Christiana should be 193444 
instead of 1935-44. 

Page 3, Lammot du Pont Copeland, date as director of United States Rubber 
should be 1940-46 instead of 1941-46. 

Page 3, Pierre S. du Pont, date as member of executive committee of General 
Motors should be 1921-29 instead of 1921-23. 

Page 4, Henry Belien du Pont, as director of Christiana, 1940 to date should 
be shown in addition to 1928-34. 

Page 5, Colgate Darden, Jr., date as director of United States Rubber should 
be 1946-48 instead of 1947-48. 


NoTe.—Tenure in offices indicated above, unless otherwise noted, begin and end during 
the years set out without reference to the month of the year in which they began or ended. 
Where the month of the year during which tenure begins or ends is indicated, it has been 
supplied because of a break in continuity of the tenure. Where the tenure is indicated as 
panning in a specified year and running ‘to date,” the “to date’’ shall mean in the 
case of : 

Christiana: June 30, 1949, 

Delaware: April 25, 1949. 

Du Pont: Directors, August 23, 1948; members of committees, November 16, 1948; 
officers, August 23, 1948. 

General Motors: December 6, 1948. 

U. S. Rubber: August 20, 1948. 

Wilmington: June 1949. 


Sourcer: Government trial exhibits Nos. 100, 174, 175, 176, 177, 919, 999, 1000, 1223, 
and 1276. Moody's Manual of Investments, 1952. 
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Page 5, Henry Davis, date as assistant treasurer of Christiana should be 
1937 to date instead of 1938 to date. 

Page 6, George P. Edmonds, date as director of United States Rubber should 

be 1944-48 instead of 1944-47. 
Page 7, John L. Pratt, date as director of United States Rubber should be 
1987-42 instead of 1937-41. 

Page 7, H. R. Sharp, the date 1915-16 opposite Christiana should be pre- 
ceded by the words “‘vice president,”’. 

Mr. McHveun. Mr. Harris,do you know whether or not the Du Pont 
Co. was doing a very large volume of business with the automobile 
industry generally before the $25 million investment by Du Pont in 
General Motors? 

Mr. Harris. We did not go into the figures, but I think not, because 
we did show that about the time that they made their investment they 
were acquiring the means of serving the motor industry. 

Mr. McHuau. Do any of the documents that you have there now 
deal with the trade relations—— 

Mr. Harris. Yes. 

Mr. McHvueu (continuing). Between the General Motors Corp. 
and Du Pont? 

Mr. Harris. Yes, sir. 

Mr. McHveu. Will you illustrate for the committee in what way 
the Du Pont Corp. and General Motors did business with each other, 
from these documents? 

Mr. Harris. Yes; the documents reveal some part of it anyway. 
They reveal, Senator, among other things that after the Du Pont 
money was invested in General Motors stock, as you have seen here, 
there was an infiltration of officials from the Du Pont Co. into high 
positions in General Motors, policy positions. 

Then, at a lower level the trade relations that were established were 
described once by Mr. Sloan. He said that he was, he hoped, a mem- 
ber of the Du Pont family. That was in some connection—at one 
time a manager of the cellulose department of Du Pont was writing 
to the executive secretary of the purchasing committee, telling him 
that a very special discount that General Motors was getting was 
not @ mere concession in price but because of the family relationship 
was a very special discount indeed. So you had sort of a family re- 
lationship between the two companies at times. This resulted some- 
times in beens for one and sometimes in benefits for the other. 

I call the Senator’s attention to committee exhibit 12, which is Gov- 
ernment exhibit 420. 

This is a letter from Lammot du Pont, who at the time he was writ- 
ing, was also vice president of Du Pont and also a director of General 
Motors. He is writing to Pierre du Pont who was at that time on 
the board of directors of both General Motors and Du Pont Co., 
saying: 

Sometime ago you inquired whether General Motors was taking its entire 
requirements of Du Pont products from Du Pont. My understanding at that 
time was that they were not. I have made inquiry and find the situation at 
present is as follows: (O. K. means that Du Pont is enjoying all the business in 
their respective lines. Where I specify “No reason,” there appears to be no 
reason for General Motors withholding the business from us. Where I say 
‘*With good reason”, there is a logical explanation). 

The Senator will see the chart; it is sprinkled with “O. K’s.” 

The sales department, he continues— 
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seems to feel that the condition is improving and that eventually satisfactory 
conditions will be established in every branch, but they wouldn’t mind seeing 
things going a little faster. 


(The document referred to follows:) 


(Government Exhibit 420. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter) 

Avcust 10, 1921. 


Mr. P. 8S. pv Pont, 
Chairman, Board of Directorss 

Sometime ago you inquired whether General: Motors was taking its entire 
requirements of du Pont products from du Pont. My understanding at that 
time was that they were not. I have made inquiry and find the situation at 
present is as follows: (O. K. means that du Pont is enjoying all the business 
in their respective lines. Where I specify “No reason,” there appears to De 
no reason for General Motors withholding the business from us. Where I say 
“With good reason,” there is a logical explanation). 


Paint and Fabrikoid Rubber Transparent 


varnish cloth Pyralin 
CataCss choot te cede etek uate Very little, | O. K......- O, K__...--. 0. K 
no reason. 
Biliehk: csteces ous etaceer bolster  Weideceace ) ee 60 percent...| O. K 
ONS ete ceGr foc eon Noten use ante hints ced On Re 2a Part, no} O. K__..--.. K 
reaso. 
Oa WING. ccc oot cet sete cacdeecs see etece 50 percent, | O. K..-.-.-- Part, with | 0. K 
no reason, reason. 
Chevrolet 2.25502 5.to sce ee be cee ce Oe; Kone O. Rees O. K._. 2... 0. K 
Beripps- BoOth. 22s 22.085 os cee dcecceuceeuckoobes None.._..--- None.....--- None.....--- 0. K 
Fisher-Hod Winches Soleo a ee ere aed Sees ok woe C0 sccchwdheen fee te hetos ees tote ee 
CUNT PUG ee hrs oe eh oo chee st cy reer eet O. K.....--- O. K._...--- O. Ks onces. O.K 


Sales Department seems to feel that the condition is improving and that even- 
tually satisfactory conditions will be estnblished in every branch, but they 
wouldn’t mind seeing things going a little faster. 

Iam enclosing letter from Mr. Pickard and memorandum of Mr. Lindsey giving 
more details if you eare to go into them. 

LAMMOT, 
Vice President, Du Pont; Director, General Motors. 

LduP/MD 

Note.—" Return to Executive Committee Room 9069” is stamped at bottom of 
each page. 


Mr. Harris. In committee exhibit 13, a letter from Mr. Phellis, the 
general director of sales for Du Pont, written to Lammot, the vice 
president, on August 12, 1921, which is committee exhibit 13, Govern- 
ment exhibit 419, with respect to business relations with General 
Motors on Du Pont products, it states: 

Referring to your verbal inquiry and Mr. Pickard's letter of August 2, it is the 
opinion of our Pyralin division sales organization that we are securing 100 per- 


cent of General Motors pyralin sheeting business, and have no basis for any 
complaint as regards cooperation, ete. 


(The document referred to follows :) 
(Government Exhibit 419. In the District Court of the United States, Northern 


District of Illinois, Fastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter ) 
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(Letterhead of E. I. Du Pont de Nemours & Company (Incorporated), Sales 
Department, Wilmington, Deluware) 


GENERAL DIRECTOR OF SALES, August 12th, 1921. 
Mr. Lam™Mor pv Pont, 
Vice President, Building. 

(Business relations with General Motors on Du Pont Products. ) 

Referring to your verbal inquiry and Mr. Pickard’s letter of August 2nd, it is 
the opinion of our Pyralin Division Sales organization that we are securing 100 
percent of General Motors Pyralin Sheeting business, and have no basis for any 
complaint as regards cooperation, °te. 

C. W. PHELLIS, General Director of Sales. 
CW Phellis. 

CWP: NAM. 

NoTe.—“Received Aug. 12, 1921, Lammot du Pont” is stamped at top and “Re- 
turn to Executive Committee Room 9069” is stamped at bottom of page. “X-—1100” 
and “8” (with a check mark) are written at top of page. “GMC 1530” is written 
at bottom of page. Italics indicate handwriting. 


Mr. Harris. On September 2, 1921, Lammot wrote to Pierre—Lam- 
mot, who was vice president of Du Pont, to Pierre, who is president of 
General Motors, and makes this remark : 


There appears to have been—— 


Senator O’Manonry. This is exhibit 14? 
Mr. Harris. I beg your pardon, sir ¢ 
Senator O’Manoney. 14. 

Mr. Harris (reading) : 


There appears to have been no real renson why the Fisher Body Corp. has not 
used Flint Varnish Co. products, but in the recent past the subject was taken up 
actively, and after a conference between Mr. Sohlinger, of the Flint Co., and Mr. 
Fisher it was agreed that the Flint Products would be tried out and these tests are 
now in progress. There is every expectation that Fisher Body will in future use 
our products. 


(The document referred to follows :) 


(Government Exhibit 422. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter) 

SEPTEMBER 2, 1921. 

Mr. P. 8. pu Pont, : 

President, General Motors Corporation, New York City. 


DEAB PIERRE: I have your letter of August 23d in regard to use of du Pont 
products by General Motors Corporation. 

There appears to have been no real reason why the Fisher Body Corporation 
has not used Flint Varnish Company products, but in the recent past the subject 
was taken up actively, and after a conference between Mr. Sohlinger, of the Flint 
Company, and Mr. Fisher, it was agreed that the Flint products would be tried 
out, and these tests are now in progress. There is every expectation that Fisher 
Body will in future use our products. 

Sincerely yours, 
LAMMOT DU PONT, 
: Vice President, Du Pont Co., Director GM. 

LduP/MD 


NoTe.—Following stamps appear: “File Copy” and “Return to Executive 
Committee Room 9069.” 


Mr. McHvuceun. Mr. Harris, at this time what was the relationship 
between the General Motors Corp. and Fisher Body ? 
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Mr. Harris. Fisher Body, as the Senator may remember, was a com— 
pany that in the earlier days made bodies for automobiles. Their slo-— 
gan was “Body by Fisher.” 

The Fishers were brothers. They were obviously master craftsmen- 
The turned out a very excellent article, and they were quite proud of it. 

They were beginning to do a lot of work for Genera] Motors, as the 
open car was changing to the closed car, and so great became the de- 
mands of General Motors that. it appeared to General Motors that they 
would like to take an interest in the Fisher body and the company. 

The Fisher Body Co. then expanded its capitalization, I think, from 
200,000 to 500,000 shares, and sold General Motors 300,000 shares, 
which was a 60 percent interest. 

There was a catch to it as far as the independence of the Fisher 
brothers was concerned, because they made it a stipulation that there 
should be a 5-year voting trust, and under that 5-year voting trust, 
control could not be taken of the company through stock ownership, 
and during that time they remained in control of their company. 

Du Pont continued to have difficulties in selling to Fisher Body. 
Finally, General Motors decided to buy Fisher brothers outright, and 
did buy the remaining shares of the stock. 

Fisher Body then became a division of General Motors, and still were 
somewhat recalcitrant, from the Du Pont point of view, in purchasing 
quantities of the Du Pont product. 

It was at this time, just about this time, that what was known as a 
superdiscount was initiated, and if I might go rapidly through these 
exhibits for you, I might say—well, no, the Senator does not want me 
to refer to the Chicago incidents. All right. 

Then the next exhibit, No. 15, so that we come finally to the place, 
very quickly, to where Fisher Body becomes a division of General 
Motors, the next is a letter from RRMC, a Mr. Carpenter, who is 
general manager, apparently, of the cellulose products department, 
stating to the president of General Motors who, also, of course, was 
an official of the Du Pont Co., that he would like to present to the 
General Motors Co. in the proper way the subject of entering into 
negotiations with Du Pont for supplying of all of the artificial leather 
and rubber which they use on some mutually advantageous basis. He 
discloses a condition which arose out of the close relations of the com- 
pany from the competitors’ point of view. 

From the Du Pont point of view we feel that we are today at a disadvantage 
rather than advantage owing to the connection between the two companies, for 
the reason that the other artifi-ial leather companies, particularly the less reliable 
ones, believing that we will for policy reasons take all of the business anyway, 
quote perfectly ridiculous prices to the different branches of the General Motors 
Co., thus forcing us to accept the business at a loss. 

Then he sets up a case in point. . 

Mr. McHcarr. Does this mean, Mr. Harris, that in order to combat 
the General Motors-Du Pont arrangements, suppliers were being 
oe to furnish materials to General Motors at abnormally low . 
prices 

Mr. Harris. Well, I put it a little differently. We called it the 
relationship between General Motors and Du Pont; it was considered 
by competitors to be so close that they would have no chance to break 
into the market unless they quoted perfectly ridiculous prices, and a 
concern in receivership did just that. 
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(The document referred to follows :) 


(Government Exhibit 403. In the District Court of the United States, Northern. 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden,. 
Official Court Reporter) 


(Letterhead of E. I. du Pont Nemours & Company, Incorporated, Wilmington,. 
Delaware.) 
EXECUTIVE OFrices, October 7, 1921.. 


Personal 


Mr. P. 8. nu Pont, 
President, General Motors Corporation, Wilmington, Delaware. 

Dear [Sir] Pierre 

Our File “General Motors”’—Fabrikoid for General Motors— 

We would like to present to the General Motors Company in the proper way 
the subject of entering into negotiations with us for the supplying of all of the 
artificial leather and rubber which they use, on some mutually advantageous 
basis. 

1st—From the du Pont point of view we feel that we are today at a disadvan- 
tage rather than advantage owing to the connection between the two companies, 
for the.reason that the other artificial leather companies, particularly the less 
reliable ones, believing that we will for policy reasons take all of the business 
anyway, quote perfectly ridiculous prices to the different branches of the Gen- 
eral Motors Company, thus forcing us to accept the business at a loss. 

This may or may not be a fact, but it is the fact in several different cases. For: 
example, recently the O’Bannon Company, which is in the hands of receivers, 
named a price of 53 cents on a Buick order, as compared with our price of 67 
cents, if I remember the figures correctly, our price even being below cost. The 
Fabrikoid Sales Department accepted the order for policy reasons, although it 
might have been better to let the O’Bannon Company take it. The Fabrikoid 
Sales Department’s argument on this is that while the executive end of the Gen-. 
eral Motors Company would not in any way be influenced by our losing some 
orders, that if this continued the Plant Managers might be influenced against 
us, believing that we always bid higher than was in any way necessary or fair. 

From another point of view, if an arrangement could be made, especially at 
this time, whereby the du Pont Company could secure all of the artificial leather 
and rubber business, we could operate our plant, I believe, on a fairly economical 
basis, thus getting considerably lower costs (which the General Motors Company 
would secure the advantage from) and we would not be compelled to operate ata 
considerable loss all the time. 

Without being familiar with all the little detals, what I am afraid happens is 
that three or four different artificial leather companies are getting small dabs. 
of the Genera! Motors business, all of them running at small capacities. It seems 
uneconomical, from the general du Pont pocketbook point of view, not to be able 
to make some arrangements whereby we could run our artificial leather plants 
fairly full, and in the long run it would not cost the General Motors Company 
any more money, if as much, as if they kept us on a competitive basis when the 
competition, owing to the circumstances, is not altogether a fair one. 

In discussing this question with Irenee this morning (and you know he has 
not been in sympathy with the general cost plus contract with the General 
Motors) I put it to him in rather a different point of view than he had thought 
of it before, by comparing it with the general contracting business. Both from 
a point of view of a high class reliable contractor, and from the point of view 
of the client, I think it has always been accepted that considerable money is 
saved to both parties in the long run if work is done on this basis. In other 
words, if either you or I, doing a considerable amount of building over a period 
of years, had absolute faith in a certain contractor, a great deal of money and 
time could be saved if we simply ordered them to do the work each time and. 
charge us on a charge plus basis. 

I was told a few days ago that the argument that some of the General Motors 
Managers have put up against a cost plus contract for Fabrikoid, is that the 
-du Pont Company overhead was so high that they would not favor any such 
basis. Referring to my department only, from the study we have made during 
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the past week and the rearrangement that we have made or expect to make, 
a great many thousand dollars per month will be saved. Of course, we cannot 
guarantee this at the minute, but everything points that way. 

Of course, I appreciate that you, personally, can take no steps in this direc- 
tion, but I was anxious to learn whether you are personally opposed to such a 
policy. If you have time when you are in Wilmington this week, I would be 
glad to discuss it further with you and get your ideas. 


Very truly yours, 
RRM Carpenter. 


[GENERAL MANAGER, CELLULOSE PRODUCTS DEPABTMENT.] 
RRMC/R 


Nore.—Italics indicate handwriting. The word “Personal” is written at top 
of first page. “Sir:” in salutation and the words under the signature on the 
second page are crossed out by hand. “gmc—795” is written at bottom of each 


page. 

Mr. Harris. Committee exhibit 16, Government exhibit 434, dated 
October 20, 1922, refers to the Fisher Body Corp. This was Lammot 
du Pont, chairman of the board of the Flint Co., which was the sub- 
sidiary in question, writing to Fred Fisher, and he says: 


I note the fact that Flint Varnish & Color Works is not getting any substantial 
amount of business in paint or varnish from the Fisher Body Corp. 

In view of the stock ownership relations between Fisher Body Corp., Flint 
Varnish & Color Works, General Motors Corp., and Du Pont Co., it would seem 
that Flint Varnish & Color Works should enjoy a large part, if not all, of 
Fisher Body’s paint and varnish business, unless there is some good reason 
for not having it. 


And then he proceeds to sell his product. 
(The document referred to follows :) 


(Government Exhibit 434. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter) 


WILMINGTON, DELAWARE, October 20, 1922. 
Mr. Frep FISHER, 
President, Fisher Body Corporation, 
Detroit, Michigan. 

DEAR MR. FISHER: I note the fact that Flint Varnish & Color Works is not 
getting any substantial amount of business in paint or varnish from the Fisher 
Body Corporation. 

In view of the stock ownership relations between Fisher Body Corporation, 
Flint Varnish & Color Works, General Motors Corporation and du Pont Com- 
pany, it would seem that Flint Varnish & Color Works should enjoy a large 
part, if not all, of Fisher Body’s paint and varnish business, unless there is some 
good reason for not having it. 

I understand the situation is as follows: 

Fisher Body Corporation has tested Flint products, and, in the opinion of our 
men, and I understand in the opinion of your men, the quality of Flint products 
is as good as the product you are using. Flint Varnish & Color Works is in as 
good position to furnish service as the party from whom you are now buying. 
Flint Varnish & Color Works prices are as low as the price of the product you 
have been buying. The above-mentioned stock ownership relation assures Fisher 
Body Corporation that its orders wil be given preference by Flint over any other 
customer (except, of course, General Motors Corporation and its subsidiaries) 
whenever contract conditions are equal between Fisher Body Corporation and 
Flint’s other customers. 

Would it be imposing upon you to ask your assistance toward Flint securing 
a portion, or all, of Fisher Body Corporation’s paint and varnish business? The 
assistance I ask is a frank statement of the respects in which the above state- 
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ment of conditions is incorrect, or, if that statement is correct, statement of why 
Fisher should not have the business, so that such reason may be overcome if it 
is within your power. 
Yours very truly, 

FLINT VARNISH & COLOR WORKS, 

LAM MOT, 

Chairman of the Board of Flint Works. 

LdaduP/MD 


NotTe.—‘“Return to Room 9059" is stamped at top of first page and “Return 
to Executive Committee Room 9069" is stamped on each page. “X-1100” and 
a large check mark are written at top of first page. “GMC 1560” is written at 
bottom of each page. “File Copy” is stamped across second page. 


Mr. Harris. Another incident—I do not have the exhibits but the 
quotation from the exhibits was in the trial brief—and that was what 
was known as the Duco incident. 

Du Pont developed a very valuable, very good lacquer varnish, 
and seemed to be ahead of the rest. 

General Motors then inquired whether it would not be permitted to 
take all of the varnish, and no competing automobile company per- 
mitted to have any of it at the time. 

This, however, was turned down by Du Pont because they said, 
“We have other customers than General Motors.” 

However, they tried anyway, and finally there was a letter which 
was marked “Government’s Trial Exhibit 385,” which was a com- 
munication from the director of research for General Motors to Alfred 
Sloan, and he made this statement: 

The boys suggested that you discuss with Mr. Irénée du Pont the question of 
keeping this development for the General Motors Corp. exclusively. Really I 
don’t believe this need concern us very much. In the first place, the du Ponts 


are having a very difficult time finding sufficient solvents to keep us going in our 
experimental work alone. 


And then he goes on: 


If Fisher carries through his program of finishing a thousand or 2,000 Chevrolet 
closed bodies, another quite appreciable order will be placed with the Du Pont 
company. Understanding the situation as well as I do, with reference to scarcity 
of solvents, I am certain that they cannot furnish Duco to any other automobile 
concerns. 

About this time a general purchasing committee was created to 
channel through the top sources, that is, through this committee and 
not through the divisions, the purchase of products which were marked 
for general contract. 

Mr. McHucu. Mr. Harris, during the course of the arrangements 
or the relations with General Motors had with Du Pont, was there at 
any time any agreed percentage of the business which was to go to the 
Du Pont corporation, an agreed percentage outside the corporation ? 

Mr. Harris. I do not. know that you could call it an agreed per- 
centage. There was a statement. and I will find that for you—there 
was a statement made by the executive secretary of the general pur- 
chasing committee on September 27, 1923, which 1s committee exhibit 
20), and Government ik 412, and this is the statement that is made. 
T take it that this document—in fact it is—is addressed to the pur- 
chasing agents of all divisions, leather substitutes, rubber-coated 
fabrics. 

It was brought out that the Du Pont Co. has enjoyed—that on some 
of these items that— 


on account of constantly increasing consumption, sound judgment demands the 
67272—56— pt. 6——23 
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maintenance of more than one source of supply. The Du Pont Co. had been 
afforded the opportunity of meeting competitive prices, and that competitors 
now believed that no matter what price they put in they would receive no business. 
It was agreed— 


that is the right word, I guess— 
that on an equal competitive basis, at least 25 percent— 


the agreement, however, is among the purchasing people in the 
committee— 


it was agreed that on an equal competitive basis at least 25 percent of the business 
should be placed with sources other than the Du Pont Co.; that the Du Pont Co. 
be notified that they should make their best price in their initial offer and not 
count upon having the opportunity to meet competitive prices. 


I might say that the figure as it finally appeared after years of 
trading between the parties in Du Pont products, paints, solvents, 
rarnishes, and fabrics, was from 62 to 75 percent of General Motors’ 
business given to Du Pont. 

Mr. McHucu. Mr. Harris, what particular advantages did the 
General Motors Corp. gain from its trade relations with the Du Pont 
corporation ¢ 

Mr. Harris. That would or could only be a matter of opinion, and I 
would assume that they would gain certainly a stable supply source 
for the greater portion of their products. 

At times, one time which we will now come to, they did gain what 
appears to be an important advantage over competitors in a secret 
super discount. 

(The document previously referred to follows :) 


(Government Exhibit 412. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter) 


GENERAL Morors CorporatTIOn, 
GENERAL PURCHASING COMMITTEE, 
Detroit, Michigan, September 27, 1928. 
Subject: Minutes: Ninth Meeting, Detroit. 
Attention of: Purehasing Agents, All Divisions. 
Meeting called to order by Mr. Sloan. 
1. Minutes of meeting of August 30, approved. Minutes of Standing Sub- 
committee meeting of September 21 approved. 
2. Miscellaneous Matters: 

(a) Matter of Tire Contracts: Secretary reported that on September 24 
letter was sent to the Car & Truck Divisions requesting estimate of require- 
ments for 1924, based on NORMAL consumption and asking for expression 
of preferences in percentages for the following sources: Goodyear, Good- 
rich, United States, Firestone, Ajax and Kelly Springfield. 

(b) Productive Steel: Relative to the study of use of special forging steel 
vs. ordinary forging steel Mr. Barton reported that Mr. Dailey was that day 
in I lint on the matter and that the study is progressing. 

(ce) Hardwood Lumber Supply: Mr. Sloan reported that he is in touch 
with the development concerning Fisher. 

(dq) Motor Oils: The question of feasibility of standardizing Motor Oil 
for block test and drive-aways raised by the Standing Subcommittee was 
brought up and the Secretary was requested to develop figures showing any 
savings that might acerue through such standardization. 

(e) Coal: Preliminary figures prepared by the Power & Construction 
Section indicating that from March 1920 to August 1923 inclusive had Cen- 
tral Forge participated in the Bertha-Consumers contract approximately 
$50,000 would have been saved, was submitted by Secretary. These figures 
were questioned by Mr. Mott and the matter of participation by Chevrolet- 


J Oe 
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Forge and Chevrolet-Flint in the contract was raised. Inasmuch as it was 
the unanimous opinion of the Purchasing Agents present that it is more 
economical through control of prices and quality to purchase coal under 
contracts, the Secretary was instructed to write Mr. Knudson requesting 
that he prove the soundness of the contention that it is more economical 
to purchase Coal in the spot market than to participate in the contract as it 
has existed. 

(f) Division Representative on Committees: Mr. Sloan will take up at 
Operations Committee meeting the matter in general of having representa- 
tives from Divisions appointed for committee work in cooperation with Staff 
Sections. 

(zg) Vacuum Oil Company: Letter from Mr. P. M. Gordon of the Vacuum 
Oil Company requesting permission to appear before the Comunittee to pre- 
sent the merits of his Company’s products was read. 

The Secretary was instructed to inform Mr. Gordon that it was not con- 
sistent with the practice of the Committee to permit representatives of 
suppliers to appear at the meetings and that consequently it must deny his 
request. 

w(h) Contract Form: Insertion of clause in contract to protect Divisions 
from the use of their names in advertising, reading as follows, approved: 
“The seller shall not, without first obtaining the written consent of the 
buyer, in any manner advertise or published the fact that seller has con- 
tracted to furnish buyer the articles herein mentioned, and for failure to 
observe this provision buyer shall have the right to cancel this contract 
without any further liability thereon.” 

3. General Contracts for Redevelopment: The only items considered were the 
following: 

(n-o) Sheet Steel (12-31-23): The question was raised as to whether 
there is any advantage in making general contracts for sheets. Sentiment 
of majority is that there is no advantage and no contract redevelopment 
was authorized. 

(p-q) Brass and Copper Sheets (12-31-23): Mr. Pratt suggested that 
inasmuch as Harrison Radiator now consume from 90 to 95 percent of these 
items and that whereas Mr. Harrison has had considerable experience in 
nevotiating purchases of such items, he be appointed a subcommittee of one 
to negotiate general contracts for General Motors requirements of these 
items, reporting to the Standing Subcommittee. This suggestion was ap- 
proved by the Committee and the Secretary was instructed to place the nec- 
essary information for contract redevelopments at Mr. Harrison’s disposal. 

(u) Aluminum (12-31-23): Redevelopment of general contract proposals 
authorized. 

4. Reports on Studies: 
By Factory Section. 

(a) Insulated Cable: Tentative specifications have been printed in Book 
of Standards. G. M. C. Specifications Nos. 114,000 and 114,050. These 
specifications have heen approved by Chevrolet, General Motors Truck, 
Oakland, Olds, and General Motors of Canada. The matter is under dis- 
cussion with Buick and Cadillac. Buick’s approval shortly expected. 

(b) Cotton Wadding, Cotton Batts, Cotton and Jute Batts: Standardiza- 
tion of practice being required before standardization of materinls can 
proceed, it was recommended that a committee of body trimming engineers, 
having a representative from each of the Car & Truck Divisions be called 
together for the purpose of studying and developing the matter. The factory 
Section was authorized to select the committee’s membership through contact 
with Division executives and to guide the work of the committee. 

(c) Loading or Shipping Blocks—Loading Decks: Progress reported. 

(d) Flexible Metallic Conduit: Study in progress reported but not com- 
pleted due to employment of time on more important items. 

(e) Belting—Rubber & Fabric: Whole matter of belting being studied 
by recognized belt authority. 

(f) Gloves—Cloth, Leather, Acid, Electrician: Factory Section reports 
its work on development of specifications completed when the following items 
were printed in the Book of Standards: 


GMC-—2301M-2304M GMC-2308M 
GMC-2305M-2306M GMC-—2309M 


GMC-2307M GMC-2310M-2316M 
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GM C-2317-2323M 
GM C-2324M-2330M 
GMC-2331M 
GMC-—2332M 
GMC-2333M-2346M 
NotTE.—This work was done prior to the ruling of the Committee that 
tentative specifications in multigraph form are to be submitted to the Com- 
mittee for consideration before transmission to the Divisions for approvaL 
Upon approval by the Divisions the Factory Section will then be authorized 
to have same printed and inserted in the Book of Standards. 
(g) Brooms—All kinds: Factory Section reports its work on this study 
completed when the following items were printed in the Book of Standards: 


GM C-—2389M-2390M 
GMC-2347M-2360M 
GMC-—2361 M-2374M 
GMC-2375 M-2388M 


GMC-2281M GMC-2290M 
GMC-2282M GMC-2291M 
GMC-2283M GMC-—2292M 
GMC-2294M GMC-—2293M 
GMC-2295M GMC-2294M 
GMC-2286M GMC-—2295M 
GMC-2287M GMC-2296M 
GMC-2288M GMC-2297M 
GMC-—2289M GMC-—2298M 


NoTEeE.—Same remarks apply here as above. 


(h) Goggles, Grinders and Welders: The study is now in the hands of 
the Safety Engineers of the various Divisions. Factory Section will keep 
contact until final recommendation to the Committee is made. 

(i) Acetylene & Oxygen Regulators—Line and Tank: Enough informa- 
tion has been collected to show that the matter can best be handled by a 
representative committe from the Divisions. Factory Section was author- 
ized to have such a committee, consisting of representatives from important 
Divisions concerned, appointed through contact with the Division executives. 
Factory Section to guide the work of this Committee. 

(j) Annealing and Carbonizing Boxes and Pots: Study still in progress. 
Assistance being given by committee of metallurgists. Reported that during 
the past week there was uncovered what promises to be much better composi- 
tion than heretofore purchased, and at considerable less cost. 

(k) Hack Saws: Progress report. 

(1) Paint Spraying kquipment and Supplies: Progress report. 

(m) Wiping Rags: Factory Section reported its work completed. Speci- 
fications for the following items were printed in the Book of Standards: 


GMC-2261M 
GMC-2262M-2270M 
GMC-2271M 
GMC-2275M-2280M 


NoTeE.—Same remarks apply here as to items f and g. 


By Subcommittee: 
(a) Car Frames: Letter from A. O. Smith Corporation dated September 
17 to Mr. Allen as follows read: 

“First: Our company agrees to a reduction of 25 percent on the labor, 
overhead and profit item; that is on everything except raw materials. 

Second: This reduction to start with all shipments from September 1, 
1923. 

Third: The above reduction to be further guaranteed on your work 
for one year after the completion of the present contract, it being under- 
stood that we will review the economies in existence by July lst, 1924, 
and if it is possible to make a further reduction we will do so for the 
following twelve months, but in any event we obligate ourselves to the 
25-percent reduction during those twelve months. 

Fourth: The General Motors Corporation in lieu of the above guar- 
antees to give us the total frame requirements of Buick Motor, Oakland, 
Oldsmobile, and General Motors Truck, up to July 1, 1925, and Chevrolet 
to July 1, 1924. 

It further agrees to give us all the Chevrolet business except that 
which the Chevrolet Company can purchase for some assembly plants 
cheaper than the price we quote. It is thought possible by Mr. O’Keefe 
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and other Chevrolet officials that the freight disadvantage that we 
might suffer in shipping from Milwaukee might make it possible for 
Chevrolet to buy their requirements for Tarrytown and any other distant 
points laid down cheaper than our price, plus the freight. 

We, therefore, agree not to ask for any of the Chevrolet business 
where it would be given to us by Chevrolet at any disadvantage to 
themselves. 

Second letter of September 17 from Mr. Smith brought out the fact that 
on the latest proposed schedules for General Motors frame requirements 
for Car Divisions a saving of $766,250 per year was forecasted and with 
the addition of General Motors Truck probably over $800,000, and requested 
that we give some consideration to bearing the cost of new tools. 

In a letter of September 24 to Mr. Allen he noted that the cost for thor- 
oughly tooling up the new plant together with some dies and tools to be 
kept in readiness for the old plant as an added protection against deliveries 
would aggregate $172,900. 

Mr. Allen was instructed to negotiate the matter further, having in mind 
that in lieu of our paying tool charges which would establish an undesirable 
precedent, giving consideration to modifying the 25-percent reduction noted 
in the first letter of September 24 so as to at least partially absorb the 
estimated tool charges. 

(b) Fuel Oil: Progress report. 

(c) Metal Cleaners—all kinds:-Progress report, as follows: 

After the analysis of a number of detergents or scouring powders. together 
with a comparison with their results as used in our various plants, we 
decided that Sun Bright made by the Swift and Company seems to be best 
adapted to our needs. We then ordered from the Bruce Products Com- 
pany 2—1 keg samples of material made up in accordance with our analysis 
on Sun Bright. One keg was sent to Mr. Oviatt. of the Buick Motor Car 
Company, and one to Mr. Penberthv. of the Building Corporation. Both 
of these men will report to the Committee as to the effectiveness of this 
cleaner. 

(d) Copper Wire—Productive Material (all sizes and insulations not in- 
cluded in cable already reported). Mr. Cromer reported: That the prices 
being paid by the four Divisions using copper wire are all in line and each 
Division is thoroughly familiar with their own requirements as to quality 
required and service desired and that there is active competition. That at 
present each Division has the opportunity of contracting for a certain per- 
cent of its requirements for three months with any of its present suppliers, 
at a definite price, and that the remaining requirements can be placed 
after securing competitive prices. 

Mr. Armstrong agreed with Mr. Cromer that no saving could be effected 
throuch development of general contracts. 

This item was therefore rejected as a general contract proposal. 

By Purchase Section: 

(a) Export Paner: Reported that General Motors Export are using what 
is known as 60DSK Kraft paper made by Keystone Roofing Mfg. Co. of 
York, Pa. Samples of the paper are being secured by Purchnse Section for 
analysis with a view to setting up a definite specification so that competitive 
bids may he secured. 

(b) Stationary Supplies: Progress report. Study under way to determine 
whether purchases can be more economically made through concentration 
with an outside source than through establishing our own central stationary 
supply department. 

(c) Leather Substitute—Rubber Coated Fabrics: It 1 was brought out that 
the Du Pont Company has enjoyed the larger portion of General Motors 
requirements of these items. That on account of constantly increasing con- 
sumption, sound judgment demands the maintenance of more than one source 
of supply. That the Du Pont Company had been afforded the onportunity 
of meeting competitive prices and that competitors now believe that no 
matter what price they put in they wonld receive no business. 

It was agreed that on an equal competitive basis at least 25 percent of 
the business should be placed with sources other than the Du Pont Company. 
That the Du: Pont Company be notified that thev should make their best 
price in their initial offer and not count upon having the opportunity to 
meet competitive prices, and that on the basis of competitive prices the 
Divisions were free to place their business to the hest advantage. Inasmuch 
as Divisions have no facilities for making complete chemical and physical 
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tests of these items the Factory Section was instructed to immediately 
install apparatus and equipment. Secretary advised that suppliers of these 
items Would atlord representative from the Factory Section every possible 
facility in developing the proper methods and securing equipment necessary 
fur making such tests. 

Secretary was instructed to write Mr. C. L. Petze, Division Manager of 
Du Pont Company relative to decision of the Committee and to send copies 
to the Purchasing Agents of interested Divisions. 

5. General Contracts Authorized: 

(a) Requirement contract of Elliot Fisher for General Motors require- 
ments of their machines which would insure a reduction in purchase price 
of 10 percent authorized. 


Note.—Check marks in right margin of first page are inserted after “A. P. S.” 
and “A. T. B.” in a routing stamp bearing initials “A. P. S.”, “J. L. P.”, “P.... 
[Ilegible]”, “W. J.”, “A. T. B.” and “W. F. Aw”. 

Mr. MclIiven. Well, would not this work to the advantage of the 
General Motors Corp. in times or scarcity of any of the materials 
that were being sold by the Du Pont Corp. ? 

Mr. Harris. In my opinion, it would. 

Mr. McHucu. Were there—— 

Mr. Harris. It would be likely to, I would think. 

If you have this Duco as a case in point, that the solvents were not 
enough for anybody else but General Motors. That seems to be from a 
General Motors’ point of view. 

Mr. McHveu. Did you have any indication that there were other 
times at which some of the materials being furnished by Du Pont to 
General Motors were in short supply ? 

Mr. I{arris. I do not recall any specific ones now, unless you have 
something in mind. 

Mr. McHuen. This general purchasing committee which you have 
just described, Mr. Harris, can you tell us for what types of goods it 
was intended to operate ! 

Mr. Harris. A very wide range. The purchasing committee would 
decide whether there should be a general contract, and we found that 
there was a very wide range of articles which were brought or supplies 
which were brought within the general contract. 

If a general contract was determined upon, the division people could 
not purchase on their own initiative; they must purchase on the con- 
tract terms and under the contract. 

Mr. McHueu. Then this had reference not only to materials pur- 
chased from the Du Pont Corp. but acquired from other sippliers!, 

Mr. Harris. Sure it did, yes. 

Mr. McHvucu. Did you happen to know whether or not the general 
purchasing committee was obtaining steel ? 

Mr. Harris. Well, there was an exhibit in the case that showed all 
the things that they obtained, and I forget what they were. There 
were a large number of things. I think it might have been steel, but 
I would not say at the moment. 

Mr. McHtcu. But it is your impression that the general purchasing 
committee did buy on behalf of the corporation 

Mr. Harris. Oh, yes. 

Mr. McHucu. Most of the basic materials bought by the company? 

Mr. Ifarris. I do not say most; I say many. . 

Mr. McHveu. Can you tell us, Mr. Harris, for how long a period 
of time this general purchasing committee was in existence? 
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Mr. Harris. It is just a matter of memory which may be faulty, but 
I am under the i impression that it lasted until 1931. It began about 
1922. It might have been longer than that. It is purely a ‘matter of 
memory. T here is no document apparently that I have that shows 
when it passed out of existence. 

Mr. McHuceu. Is it your impression then that after 1931 or approxi- 
mately then, when the purchasing committee passed out of existence, 
that the various car divisions then bought for their own account? 

Mr. Harris. That I do not know, sir. 

Did you wish to go into the matter of the discount now, Mr. 
Mcllugh ? 

Mr. McHucu. Yes. I wonder if you would explain what that 
meant. 

Mr. Harris. We pass then to committee exhibit 22 

Mr. McHueu. 22¢ 

Mr. Harris. Yes. Committee exhibit 22 is a document known as 
the monthly report, June 1925, for the paint, lacquer, and chemicals 
department, and it is dated July 24, 1925. 

On page 4 of the report you have this statement: 


We are negotiating a 1-year contract dating from July 1 with General Motors 
which will cover the entire requirements of the General Motors units for pynoxylin 
finishes and a minimum of 50 percent of Fisher Body requirements. The com- 
mittee has approved an extension of the discount scale which has been enforced 
this year, and by purchasing maximum amounts during any given quarter, 
General Motors may gain up to 12-percent discount from the present standard 
price. It is hoped that, since almost all of the Fisher Body business must be 
included if General Motors as well as Fisher is to obtain this maximum discount, 
that this will prove such a strong inducement for Fisher to give us this business 
that competition for Fisher business will be greatly lessened. 


(The exhibit referred to follows.) 


Government Exhibit 454. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. (Harry A. Harnden, 
Official Court Reporter. ) 


JULY 24, 1925. 
To: Executive Committee. 
From: Paint, Lacquer, and Chemicals Department. 


MONTHLY REPORT—JUNE 1925—PAINT, LACQUER, AND CHEMICAL DEPARTMENT 


JULY 20, 1925. 
Mr. W. P. ALLEN, 
General Manager. 


CHEMICAL PRODUCTS DIVISION 
EXECUTIVE COM MITTEE REPORT—JUNE 1925 


Eliminated—4 2052. 
GMC-1054 


(Note.—These are excerpted pages from the original exhibit.) 


ceptable to the furniture mannfacturer who had to apply it. In planning the 
du Pont furniture lacquer the ultimate consumer was mostly in mind, and while 
there is no question but what the du Pont furniture Duco was more durable 
and gave better value to the consumer, we were handicapped in merchandising 
it to the furniture manufacturer because of its greater expense to him; it cost 
the furniture manufacturer more labor to rub; it required the application of 
heavier coats (or more coats) to produce the required depth of finish; and it 
was &@ more expensive formula for Parlin to manufacture in the first place. It 
has recently been concluded, therefore, to revise the formula of clear Duco for 
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furniture, and Parlin is now offering a product which is the equal of the Glidden 
lacquer and which can be marketed at their price and show a very satisfactory 
margin. 

Mr. Moosmann is due to land in London on Monday, July 27th, to complete 
negotiations with the Nobel Company for the formation of a subsidiary company 
to manufacture Duco in England to supply the British Empire. except Canada. 
Mr. Moosmann will take the occasion also to investigate the possibilities of 
manufacturing Duco or having it manufactured in the other European countries. 

The negotiation of a contract for supplying Duco to all General Motors units 
on a sliding scale price, based on quantity discounts, was originally on the basis 
of a period of one year, ending June 1926, but they have recently asked us to 
agree to a period of six months only. While this is not as satisfactory it has been 
thought best to acquiesce in it. 

Parlin is just about completing an important step in the manufacture of Duco in 
changing the grinding from peb- 


CP-4 


because of an almost universal change to the new colors for 1926 models, 
our automobile customers, many of whom are now in production on these 
models, allowed their stocks of the older colors to run out completely. This 
accounts for our lower sales in June, and also means that our customers are 
without very heavy stocks and must purchase in relatively large amounts as 
soon as the new production is well under way. The trend toward a greater 
variety of colors and the use of two and three color schemes on many of the 
new models means that we shall be called upon to produce a much greater 
variety of colors than has been the case in the past. We expect Flint sales 
in July to be approximately the same as June. 

It has been decided to make a radical change in our policy on automobile 
refinishing, and to permit our shops to use Duco over old paint instead of 
requiring the complete removal of the old finish as has been our standard 
practice. This decision has been arrived at for two major reasons: First, 
our refinishers have been complaining constantly that they were losing busi- 
ness to other lacquer shops who were doing this work with competitive lac- 
quers and in most cases telling their customers that they were using Duco, 
so that in the event of failure Duco was blamed in any case, so we are losing 
the business without safeguarding our reputation. 

In addition to this, and in connection with a new General Motors contract 
which is mentioned below, we have been compelled to permit General Motors 
to furnish Duco to its direct factory branches for nse in reconditioning second- 
hand cars. This will always be done over the old finish, and it was felt that 
it would be unfair to our other refinishers to prevent them from following this 
practice while permitting the General Motors shops to do so. 

In our announcement to the trade on this change in policy which is just going 
out now, we are describing the safest plan we know for this work, and recom- 
mending to them that they have a clear understanding with their customers 
that such work is not standard Duco finish and cannot be guaranteed. 


[CP-5] 

We are negotiating a one year’s contract dating from July ist with General 
Motors which will cover the entire requirements of the General Motors units for 
pyroxylin finishes and a minimum of 50 percent of Fisher Body requirements. 
The Committee has approved an extension of the discount scale which has been 
in force this year, and by purchasing maximum amounts during any given quarter 
General Motors may gain up to 12 percent discount from the present standard 
price. It is hoped that, since almost all of the Fisher Body business must be 
included if General Motors as well as Fisher is to obtain this maximum discount, 
that this will prove such a strong inducement for Fisher to give us this business 
that competition for Fisher business will be greatly lessened. 

To increase the sales of No. 7 Polish a new and more liberal scale of discounts 
was put in force during the month. and arrangements made to Sell this through 
other division as well as Chemical Products and Paint. 

Early in July our man Sales office for automotive products which has been at 
Flint was moved to the General Motors Building in Detroit. This is a more 
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central location, and it is expected that our work can be carried on more effi- 
ciently in our new headquarters. 

The training in Duco manufacture of the superintendent of the Necol Factory 
in England has been completed, and he bas returned to England accompanied 
by a representative of this Division who is to negotiate final contract with the 
Nobel interests and details incidental toward formation of the new english Duco 
Company. There seems to be little hope that we con use the Duco name in 
England, because it has already been trade marked and used for many years by 
Brown Brothers, manufacturers of automobile accessories. 


FAB-2 


continuing firmness in export sales. Of the $8,800 profit, $6,500 is yielded by 
export trade, and $2,300 by domestic. 

OUTLOOK: 

Newburg earnings for July should at least approximate the June level. Billings 
will be considerably higher but will contain a large proportion of the light 
sheeting qualities on which the margin of profit is narrow. Also, there will be a 
further substantial charge to reclamation for defective deck material of 1924 
manufacture. Fairfield's volume of sales will be substantially larger than for 
June, but profits will be adversely affected by the extreme high and rapid 
advance in the rubber market. 

NEWBURGH BRANCH: 

Sales. June billings for Newburgh, with comparative past figures, were as 
follows: 


January- January- 
June May June 1925 June 1924 
General Motors.......-....--.-.-----------2--- $60, 268 $98, 646 $472, 521 $728, 554 
Domestic, excluding General Motors and Ton- 
RING sco ee corchet. sare c el eseua eee ceecaaeoees 232, 776 246, 355 1, 649, R88 1, 503, 215 
*LORUING $205 scons se ccchawitcs oa dene mecenee tc oyels< 48, 865 69, 929 308, 035 ; 
PX OPE is i are esi eee co ac 91. 678 97, 488 497, 665 341, 999 
id 00] £1 Ree en ee 433, 587 612, 418 2, 928, 109 2, 717, 994 


June billings were 9 percent less than forecast. This was due in part to a change 
by Chevrolet from black to dark gray upholstery, resulting in some interruption 
of our shipments, and in part also to congestion on the plant, resulting in numerous 
delayed shipments. 
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Business Booked in June amounted to 1,278,551 yards, against 658,000 yards 
in May. The increase is mainly attributable to large bookings from Chevrolet, 
Fisher Body and Hartmann Trunk Co. 

Prices and Competition: In the artificial leather field, the general competitive 
situation continues fairly satisfactory. Trade resistance to the new quantity 
discount policy appears to have about disappeared. Aside from this general 
statement, there are no special new developments worth reporting. 

Trend of Business: The normal summer decline in sales has thus far largely 
failed to materialize, and the near future outlook for Newburgh is favorable. 
Our automobile business has been very good, owing especially to the unexpected 
volume of the bookings by Chevrolet. In bookbinding, business has been very 
good in the Middle West, and substantial improvement in the East is expected in 
the fall. The outlook in the trunk and case covering field is favorable, as is 
also the case in the novelty field, corresponding with the general healthy condi- 
tion of retail business. In short, our present expectation is for satisfactory 
volume over the remainder of the year. 

Export: In the export field, the outlook for volume continues promising altho 
on the more general and active competition it appears probable that prices 
will have to be figured closer than over the first 6 months of the year. Produc- 
tion in the French Fabrikoid plant is now scheduled to begin about October first. 
This, of course, will result in the loss to us of the French business, with some 
offset thru the profits expected from the new enterprise. However, some foot- 
hold is being secured in Great Britain, and present indications justify the hope 
of our doing some business also in Germany. 


2540 STUDY OF THE ANTITRUST LAWS 


FAB-4 


Sales of Special Significance: In June, the Hartmann Trunk Co. released 
140,000 yards; all, however, of the cheap sheeting type. During the month also 
60,000 yards of sheeting qualities were sold to Morris White, of New York, for 
pocketbook linings. In June, we booked 25,000 yards of material for closed car 
curtains. Thus far we have been unsuccessful in selling Fisher Body on this 
item, owing apparently to price considerations; but during June Fisher Body 
placed various orders with us for a total of approximately 40,000 yards of Fabri- 
koid. Included in our export bookings was an order for 15,000 yards of uphol- 
stery material for use on the Fiat car. 

Complaints: In June, 63 complaints were received on Newburgh products 
against 72 in May, with a total of only 22 complaints unadjusted at the end of 
the month against 36 for the month preceding. On the 77 Newbdurgh complaints 
adjusted during the month, the total estimated loss is roundly $7,700. 

Production: Production in June was roundly 701,000 stads, against 782,000 
stads in May. 

Solvent Recovery: Total plant recovery for June, including both activated 
carbon and the old type machines, was 53.1 percent, against 64.8 percent for 
May. Substantial losses have resulted from delays in our receipt of the neces- 
sary fans and coolers for reforming our activated carbon system; and the ill- 
effects of these delays, both in reduced recovery and some slowing up of produc- 
tion, will continue to be apparent in our July report. At this writing, however, 
most of the replacement units are on the plant and installed or in course of 
installation; and prompt relief from the adverse conditions of the past six or 
eight weeks is expected. 
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Pyro consumed during June was roundly 92,000 lbs. In addition about 1,100 
Ibs. were shipped to Canadian Fabrikoid. 

Fairtield Branch: 

Sales: Fairfield billings for June, with comparative past figures, were as 
follows: 





January- January- 

June May June 1925 | June 1924 
General Motors__...---...--------------------- $86, 5AR $14, 001 $132, 126 $619, 574 
Domestic, excluding GM and Ventube.......-- 87, 168 42, 609 533, 094 668, 398 
VGNUUDG2 ods re eae ste cet cece ees eee 10, 169 27, 577 88, 908 60, 229 
ESXOOVE: coo setae Sou et cecnucas sn cG eset aces 71, 191 73, 619 350, 800 155, 387 
iy “POCR) o-sitaeess ee ob e Skeupew ese e oe 255, 126 157, 806 1, 105, 928 1, 503, 588 


Fairfield’s June billings show an increase of 60 percent over May and 10 per- 
cent over forecast. This is principally due to the Chevrolet contract, which was 
supposed to cover July, August, and September, but under which a considerable 
volume of releases was given us in June. 

For the first six months of 1925, our Fairfield sales were 27 percent lower 
than for the first half of 1924. This was due entirely to our lack of the Chevrolet 
and Buick business over the first half of this year. ‘This, it will be recalled, we 
had the opportunity of taking at competitive prices, but refused to book on an 
unprofitable basis. Against the loss of volume and consequent impairment of 
current profits resulting from this refuSal, we feel there is a substantial offset in 
the form of a somewhat improved general tone of the market in which we must 
operate. 

Business Booked in June amounted to 670,000 yards, against 315,000 yards 
booked in May. 

Trend of Business: Fairfield’s June billings are larger than for any month 
since last November, owing chiefly to large orders. 
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from Chevrolet and from Holden Body Co., of Australia. The present ab- 
normally high prices of rubber will, of course, retard sales as well as restrict 
profits, particularly in the new Specialty line. Apart from this obstacle, the 
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further development of which it is difficult to foresee, the prospects for the 
Fairfield plan appear favorable. 

Sales of Special Significance: In June, an order was secured from Maxwell 
Motors for 6,500 yards of a special whipcord; and every effort is being made to 
use this footing for getting a larger share of their business. Both Chevrolet 
and Buick have abandoned drills for whipcord in their top material for open 
models; and a general trend to this fabric appears to be in progress. 

Prices and Competition: On July 15 prices on the standard Fairfield line were 
increased about 7 percent to take care of the advance in rubber; and similar ad- 
vances are being made at frequent intervals in our quotations on Specialties. In 
the automobile field, the general price situation continues much less satisfactory 
on rubber-coated than on pyroxylin-coated products. One recent Fisher Body 
order of 100,000 yards has been lost to Chase, and another of the same size is 
believed to have been lost to Haartz on prices. With respect to Fisher Body’s 
rubber business, we have some very slight encouragement through the receipt 
of the recent very small order for less than 2,000 yards of double texture material 
for use on the open Cadillac bodies which they are now building. 

Complaints: A total of 13 complaints on Fairfield products was received during 
June, including none believed to be of any very serious nature. 

NotTe.—“gmc—1054” is written in lower right corner of each page of excerpts; 
“PAINT, LACQUERS & CHEMICALS DEPT. RECEIVED JUL 24, 1925” is 
stamped at bottom of last 5 pages. Stamped at bottoms of successive pages of 
the excerpts are the numbers ‘+’, “15”, °16", “35”, “36”, “37, “40”, and “41.” 
Lines in left margins on pages FABH4, FAB-7, -and FAB-8 are by hand; next 
to hand-drawn line on page FAB-7 is written: “Last Half?’”. 


(Letterhead of E. I. du Pont de Nemours & Company (Incorporated), Paint, 
Lacquer, and Chemicals Department. ) 


WILMINGTON, DELAWARE, January 25, 1927. 
Mr. Lammort Du Pont, President. 


SALES TO GENERAL MOTORS AND FISHER Bopy 


In response to your verbal request for a statement of the volume of business 
on products of this Department that are consumed by General Motors and Fisher 
Body, but which was not enjoyed by the du Pont Company for the year 1926, this 
is estimated to have amounted to a total of $5,339,500, made up as follows: 


FABRIKOID DIVISION 








Fabrikold Rubber Total 
GM Thiek 2 ese se Seccct sete seSecees ste eee eee Ses eee ee Bede eee s2soe eu eee ese 
Oa all och ce oe ieee ees hoe ee eh enaoaetl ation Eawlccntn $90, 000 $90, 000 
OldS MOO fo soe2csccoen iswne sn cc cence cess ccesenaece wn neecs|eccnse se eee ess 13, 000 13, 000 

Buick aoe soca eens snes aus beeen aso he eae eee be ceneeinzws 106, 000 06, 
Chevrolet_....-.-.-.------- 22-22-22 non enn nee en nnn ne ne eens [ee ee enn ee en ne [ene ee en ens [ewe ne ener ene ee 
CARCI hee os. See sen oa oe ese tS ee escent sis eccacies de eecee ocean oetbemeaeuem aa sai toeeee eae 
Yellow Trek ook socen sch Gasedenes as eews vee guid acne $45, 000 53, 000 98, 000 
aie Sat Gp tol Nie Sa raat a on teat 1, 100, 000 350, 000 1, 450, 000 
Detroit een ous Sessa he sees etioa oo ien eee 70, 000 570, 000 
Total, Fabrikoid division.............----------------+- 1, 645, 000 | 682, 000 2, 327, 000 

CHEMICAL Propucts Division (Parlin) 
Wisher: Body Prime@fsesse5 06. eee oot eo eee $28, 500 
Fisher: Body: Siirtaceric26ess0 re eee eee Sac escesé 1, 371, 750 
Fisher Body Miscellaneous, ground coats, slush coats, ete__-.-__--- = 185, 000 
Fisher Body—Black Duco__---------------------.---------.----- 1, 099, 500 
Fisher Body—Thinner used with Black Duco placed with 

GOMPCtitOre nce see Set ee ee see ean eee ee ees 327, 750 


Total Chemical Products Div._.---------------_----------- $3, 012, 500 
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The above figures for Parlin do not mention General Motors car Units. The 
reason for this is that Buick, Chevrolet and Olds purchased practically 100 per- 
cent of their requirements, so that Oakland was the only Unit who purchased 
anything worth while from competitors. This was mostly on Undercoaters and 
amounted to approximately $100,000 for the year 1926. 

When we were discussing with the General Motors Purchasing Committee in 
the middle of last year the question of granting them a super discount as an 
inducement to place with the du Pont Company more of the General Motors 
business, they admitted that for the year up to that time General Motors and 
Fisher Body Company had bought a total of $12,000,000 worth of materials 
made by the du Pont Company, of which $8,000,000 had been placed with us and 
4,000,000 with competitors. 

During the last half of 1926 Fisher Body placed the greater portion of their 
Rubber business with Fairfield so that the above figure of $5,339,500 would be 
reduced approximately half a million dollars as a result of this change during 
the last half of 1926. 

W. P. ALLEN. 
/s/ W.P.A. 
Year in this case means “12 months ending June 30, 1926.” 
NotTe.—At top of first page appears handwritten notation: 


“Copy Mr. P. 8S. duPont 
“Mr. J. J. Raskob” 

Also at top of first page is stamp ‘Received Jan. 27, 1927 Lammot duPont.” 
In next to last paragraph word “year” has been circled in pencil and an arrow 
owe to sentence which appears after signature. Italics indicate pencil inser- 

i0n. 

Underscoring on first page is by hand. 

Then, if you take committee document 23, which is a letter from the 
general manager of the cellulose department to the executive secretary 
of the general purchasing committee, on September 23, 1926, you get 
the begining of what was known as the superdiscount. 

Mr. Harris. It is page 2, “Confidential Discount Plan.” Do you 
have it? 

Mr. McHuen. Yes; it is Government exhibit 462. 

Mr. Harris (reading) : 


The plan outlined herein will apply to all purchases made by the American 
divisions of the General Motors Corp. and the Fisher Body Corp.— 


excluding, however, the export company. 
During the year— 
going over to the next page— 


beginning July 1, 1925, and ending June 30, 1926, the GMC group purchased from 
the Du Pont Co. (exclusive of export purchases) $7,930,034 worth of products. 
Your current purchases are at a much higher rate. During the months of July 
and August 1926, they were at the annual rate of $10,750,494. We have decided 
to use as the base line for this plan your purchases for the year ending June 30, 
1926, of approximately $8 million. 


They are now going to give discounts on purchases of about that 
amount. On a purchase of $9 million they will return $75,000; on 
$10 millon, they will return $175,000; on $11 million, $300,000; on 
$12 million, $450,000. On each additional $1 million, $150,000. 

This superdiscount was in eifect, I believe, from 1926 until 1933. 

I call the Senator’s attention to the last page: 

As explained by me at the time of my discussion with your committee, the 
success of this plan hinges largely on the ability of the members of your com- 
mittee to treat the details of this arrangement as a confidential matter between 
the two companies. You will readily understand that our continuing to make 


adjustments of this size is contingent upon our ability to maintain our price 
structure to customers other than the General Motors group, and if this ar- 
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rangement is translated into cents per gallon, yard, or pound of individual com- 
modities, and becomes general knowledge in the trade, our entire price structure 
will collapse, and we will thereafter have insufficient earnings to continue the 
arrangement. 


Senator O’Manoney. Who signed that? 

Mr. Harris. This is signed by W. P. Allen. He is the general man- 
ager, I think, of their cellulose department; and the same Allen, in 
the next committee exhibit 24, again enjoins secrecy. That is Gov- 
ernment exhibit 463. ‘The date is September 23, which is exactly the 
same date. It is a covering letter, obviously, to James Lynah, the 
executive secretary. 


I want to say a word to you about the desirability of keeping this matter 
confidential and treating it as an arrangement within the Du Pont-GM family 
rather than as a mere concession in prices on individual commodities. _A few 
days after I had my last discussion with the committee— 


and then he goes on to say he found that there had been a leak, and he 
just gives the details, and he finishes his letter: 


It is obvious that we would be unable to continue this arrangement unless 
we can secure much higher prices from our other customers; and, if the terms 
of this arrangement become public knowledge in the trade, we would inevitably 
be forced to reduce prices generally, which would in turn wipe out the earnings 
which we purpose to return to you as a rebate under this plan. 


(The documents referred to follow :) 


(Government Exhibit 462. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter) 


“<coPpY’’ 


SEPTEMBER 23, 1926. 
Personal and Confidential. 


Mr. JAMES LYNABH, 
Executive Secretary, General Purchasing Committee, 
General Motors Corporation, 
Detroit, Mich. 


DeEaR Sig: I received your letter of September 20th advising me that the next 
meeting of your Committee will be held in Detroit on Wednesday, September 
29th, and I find that I am booked up for an important meeting on the same day 
in New York from which I cannot be excused without great embarrassment. 
We have given the question of an additional sliding scale of quantity discounts 
based on total dollars of purchases by the General Motors group frum the 
du Pont Company a great deal of study since my discussion with your Committee 
last month, and, since I shall be unable to present this in person to the Com- 
mittee, I have decided to outline the plan to you by letter. The plan itself, I 
believe, leaves little or nothing for discussion as it involves the largest conces- 
sions which it is possible for us to make, and I believe is in the form which 
the Committee desires. Moreover, it involves no obligation whatever on the 
part of General Motors group, and is wholly in the nature of an incentive to 
the members of the group to place a larger proportion of their purchases with 
the du Pont Company. It likewise is entirely aside and beyond the individual 
purchase contracts which are at present in effect or which may be made in 
the future. 

In deciding upon the discounts which are offered in this plan, we have waived 
aside ali questions of variation in margin of profit between different products, 
realizing that to be successful the plan must offer the greatest pyssible incentive 
to your group and at the same time secure an advantage for the duPont Com- 
pany asa whole. As applied to some of the products which we sell to your group, 
the operation of the plan will result in actual loss; but, as applied over the 
entire range of our products, we believe that it will be profitable both to the 
General Motors group and to duPont Company. The plan itself follows. 


2544 STUDY OF THE ANTITRUST LAWS 


CONFIDENTIAL DISCOUNT PLAN 


EFFECTIVE OCTOBER 1, 1926, TO SEPTEMBER 30, 1927, COVERING ALL PURCHASES MADE 
BY THE G.M.C. Group From E. I. pu Pont DE NEMOURS & COMPANY 


The plan outlined herein will apply to all purchases made by the American 
Divisions of the General Motors Corporation and the Fisher Body Corporation, 
but will exclude purchases made by the General Motors Export Company, Gen- 
eral Motors of Canada, Ltd., and any overseas divisions or plants of the G.M.C. 
It is necessary to exclude the Export Company and foreign subsidiaries because 
our business in Canada and in the United Kingdom of Great Britain is handled 
by subsidiary companies in which we own only a minority stock interest and 
Whose price policy is beyond our control. Moreover, production costs in these 
countries are generally much higher than ours due to lower output, higher 
taxes and protective and/or revenue tariffs on essential ingredients. Likewise, 
in foreign countries where our business is not conducted through subsidiaries, 
we are committed by contract with agents whose resale prices are similarly 
beyond our control. Moreover, the total volume of such purchases is of little 
significance. For the year ending June 30, 1926, our total sales to the Export 
Company amounted to only $179,000 out of total purchases by the General Motors 
group of $8,109.000, or 2.2 percent. 

During the year beginning July 1, 1925, and ending June 30, 1926, the G.M.C. 
group purehased from the du Pont Company (exclusive of export purchases) 
$7,930,034 worth of products. Your current purchases are at a much higher rate. 
During the months of July and August 1926 they were at the annual rate of 
$10,750,494. We have decided to use as the base line for this plan your purchases 
for the vear ending June 30, 1926, of approximately Eight Million Dollars 
($8,000,000). 

On September 30, 1927, or as soon thereafter as the figures can be obtained, 
we will return to the General Motors Corporation. in eash, the following amounts 
based upon purchases made from us in excess of $8,000,000 during the year ending 
on that date. 


Amount of Purchases: 
$8,000,000 


Amount to 
be Returned 


Eee Ne eos EG TP a eR ar ae TEE eet oe 0 
DOUO WWW oa e2 ee ee ole eee uae ee Se Po i tl $75, 000 
TO OO acai eo at ees ei a ha ied en ee, 175, 000 
DOO OOO 2s ieee eee to eee eens bee ed ees 300, 000 
BOO Oise Bocconi cle ee ie Cee ele ies eee 450, 000 
Bach additional 1,000 000-2262. 2c ce ore ere tee be kee cece 150, 000 


As explained by me at the time of my discussion with your Committee, the 
success of this plan hinges largely on the ability of the members of your Com- 
mittee to treat the details of this arrangement as a confidential matter between 
the two companies. You will readily understand that our continuing to make 
adjustments of this size is contingent upon our ability to maintain our price 
structure to customers other than the General Motors group, and if this arrange- 
ment is translated into cents per gallon, yard or pound of individual commodities 
and becomes general knowledge in the trade, our entire price structure will col- 
lapse, and we will thereafter have insufficient earnings to continue the arrange- 
ment. 

I regret very much indeed that I shall not be able to present this matter to your 
Committee in person, but will be very glad to attend any subsequent meeting or to 
call on individual members of the Committee, if any of them so desire, at any other 
time which suits their convenience, 

Yours very truly, 
ALLEN, 


General Manager. 
W. P. Allen 


AMG 
Notre.—“D 6410” is written in lower right corner of each page. 
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(Government Exhibit 4638. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter) 


“coPY” 
Personal and Confidential. — 
SEPTEMBER 23, 1926. 
Mr. JAMES LYNAH, 
Ezec. Secretary, General Purchasing Committee, 
General Motors Corporation, Detroit, Afichigan. 

Deak JIM: I am enclosing a letter addressed to you as Secretary of the Pur- 
chasing Committee, outlining the plan which we have developed to put into 
effect the suggestions made by your committee at the time of ny discussion with 
them. In this plan we have gone the extreme limit, and I sincerely hope that it 
will appeal to the Committee and will produce the desired result. 

I want to say a word to you about the desirability of keeping this matter con- 
fidential and treating it as an arrangement within the du Pont-G.M. family 
rather than as a mere concession in prices on individual commodities. A few 
days after I had my last discussion with the Committee, I received an urgent eall 
from the General Manager of the Flint Paint and Varnish, Ltd. of Canada, ad- 
vising me that General Motors of Canada had asked Flint to reduce prices imme- 
diately in accordance with the new scheme which du Pont was putting info effect 
with General Motors in the States. I have explained in my formal letter to you 
why it is not possible for us to include the Export Company and your foreign 
subsidiaries in this arrangement, and I again want to emphasize the importance 
of treating this whole matter in a confidential manner. It is obvious that we 
would be unable to continue this arrangement unless we can secure much higher 
prices from our other customers; and, if the terms of this arrangement become 
public knowledge in the trade, we would inevitably be forced to reduce prices 
generally, Which would in turn wipe out the earnings which we purpose to return 
to you as a rebate under this plan. 

With kind regards, I remain, 

Sincerely yours, 
W. P. Allen 
AMG 
encl. 
NoTE.—“C 6410” is written in lower right corner of each page. 


Mr. McHoucu. Mr. Harris, were there any indications or was there 
any evidence that discounts allowable under this policy were ever 
granted to any other purchasers? 

Mr. Harris. I know of none. 

Mr. McHucu. General Motors Corp. then was the only company 
availing itself 

Mr. Harris. I cannot say that, sir; I know of no evidence; that is 
all I can say. 

Mr. McHucn. Mr. Harris, do you know for what period of time 
the so-called a rues policy was in effect ? 7 

Mr. Harris. It appears of record, I think, that it went out in 1932; 
at least that is the statement we made. _ 

It went out—yes, in 1932. At the time that it went out, whether 
there was a connection or not, it appeared that the Fisher brothers 
had disposed of their General Motors stock, their large holdings in 
General Motors stock, and so no longer were a stockholder in the 
company. 

r. McHueu. Mr. Harris, was there some reason to believe that 
one of the reasons behind the superdiscount policy was to offer this 
special inducement in order to get the Fisher Body Co. to purchase 
more Du Pont products? 





2546 STUDY OF THE ANTITRUST LAWS 


Mr. Harris. That was the charge we made. 
Mr. MclIiueu. Was there any 
Mr. Harris. That again is a matter of inference. 

The next document, finishing up on the superdiscount, is committee 
No. 25. It was way ahead of everybody else. - 

On the second page of Government exhibit 495, Fisher Body Corp. 
had a discount of $98,547.36 on purchases of over $5 million. 

Mr. McHuceu. Which is that, Senate No. 25? 

Mr. Harris. Then the next document is 

Senator O’Manoney. Pardon me for just a minute. 

Mr. Harris. Yes, sir. 

Senator O’Manoney. All of these companies listed here in Mr. 
Richter’s letter 

Mr. Harris. Yes, sir. 

Senator O'’ManoNney cope) Which is exhibit No. 25 of the 
committee, namely, Fisher Body Co., Chevrolet, Buick, Oakland, 
Frigidaire, Delco Light, Olds Motor Works, AC Spark Plug Co., were 
General Motors subsidiaries or divisions, were they not ? 

Mr. Harris. Yes, they were. 

Senator O’Manoney. What is the meaning of “all others”? 

Mr. Harris. I think that is all other subsidiaries or divisions. I 
think it is simply to General Motors, not anybody else. 

Senator O’Manoney. There was a discount, a superdiscount 

Mr. Harris. Yes. 

Senator O’Manoney (continuing). Accorded only to General 
Motors ? 

Mr. Harris. As far as we know, sir; as far as their documents show. 

Senator O’Manoney. All others, of course, amounted to only 4.45 

ercent. 

: Mr. Harris. I do not think that is anybody but General Motors. 
Senator O’Manoney. Yes. But even so, I am pointing out 
Mr. Harris. Yes, sir. 

Senator O’Manoney (continuing). It amounts to only 4.45 per- 
cent 

Mr. Harris. That is right. ~ 

Senator O’Maronery (continuing). Or $8,906.09 out of a total dis- 
count amounting to $200,136.79. 

Mr. Harris. That is correct, sir. 

(The document previously referred to follows :) 




















(Government Exhibit 495. In the District Court of the United States, Northern 
District of Mlinois, Kastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter) 


COPY 


E. I. pu PoNT DE Nemours & COMPANY, 
Wilmington, Delaware, July 10, 1928. 
Personal and Confidential. 
Mr. JAMES LYNAHL, 
Ezecutive Seerctary, General Purchasing Committee, General Motors Cor- 
poration, Detroit, Michiyan. 
DEAR Str: With respect to the confidential superdiscount plan in effect between 
our Company and the General Motors Corporation, we are pleased to enclose 
herewith our check for $200,136.79, representing the discount earned on total 
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purchases by your company of $10,201,094.33 for the twelve months ending June 
30, 1928, as set out in the attached memorandum. 

You will note that the Fisher Body units earned $98,547.36 of this superdis- 
count, based on purchases of $5,022,097.45. Chevrolet Motor Company was 
second with total purchases of $2,754,749.14, which earned a superdiscount of 
$54,036.93, and Buick Motor Company was third, earning $15,510.60, based on 
purchases of $789,986.51. 

The purchases and the amount of discount earned for the past twelve months’ 
period by the larger units are summarized as follows: 


Percent of 





Purchases total Discount 

Fisher Botly Corps ccc coececusecks esccecasadetscaliececeses $5, 022, 097. 45 49. 24 $98, 547. 36 
Chevrolet Motor Co_.._....-.----..--....--.-.------------- 2, 754, 749. 14 27.00 54, 036, 93 
Buick Noor © 0.5206. gece abou eects otueee nee omo ue 789, 9R6. 51 7.75 15, 510. 60 
Oskland: Motor Car Cososs os see skh ee bee 4044, 00. 64 3. 96 7, 025. 42 
Fepidaire Corpus 2 seseseos cs tanto ene seoats seeds Seeees 287, 369. 0S 2.81 5, 623. 84 
Delco higiy CO: :< ons once bese cecus be eet Sint det ooeew 228, S03. 65 2. 24 4, 483. 06 
Olds Motor Works. ..-.---2--- eee Lee ie te ae 151, 876. 39 1. 49 2, 982. 04 
AC: Spatk Plite: Cou. sco. core on ee ceases su veweee 108, 3t+4. 89 1.06 2, 121. 45 
A OCHGTS 22 oi oe a a ee ae eek eae 453, 706. 58 4. 45 8, 806. 09 
ji ee i, 

LOG nGcuteece tu eet eet esa ences ere ee ae 10, 201, 094. 33 100. 00 | 200, 136. 79 


We trust that your accounting records will confirm our own figures. In case 
there are any differences we shall expect to hear from you. 
Very truly yours, 
Wwe. RICHTER, 
General Manager. 


Copy to: J. T. Stratman, Dir. of Purchases, Fisher Body Corp.; Geo. Allen, 
Dir. of Purchases, Buick Motor Co.; D. J. O'Keefe, Dir. of Purchases, Chevrolet 
Motor Co.; C. O. Miller, Dir. of Purchases, Oakland Motor Car Co.; D. F. 
Hulgrave, Dir. of Purchases, Cadillac Motor Co.; E. C. Beichler, (Frigidaire 
Corp.). 


Nore.—Illegible initial or other mark is written in top right corner of first page. 


Mr. McHuen. Mr. Harris, do these documents indicate that Du 
Pont was able to give the secret price concessions to General Motors 
by maintaining higher prices to its other customers ? 

Mr. Harris. They so state. 

Mr. McHucn. Do you know whether or not at this time the Du Pont 
Corp. was making substantial sales to other car manufacturers ? 

Senator O’Manoney. You mean at the time represented by 

Mr. McHucn. At the time the secret concessions were being granted. 

Mr. Harris. I think there 1s some exhibit somewhere showing the 
sales, but I do not know what they were, Mr. McHugh. I may be able 
to find that exlubit showing what sales they 1 made to other companies. 
I do not know what they were. 

Mr. McHwuen. I am speaking of other car manufacturers. 

Mr. Harris. That is what Iam talking about. Iam inclined—I am 
inclined to think they did, especially some of their Duco sales, but I 
cannot tell you. 

Mr. McHucu. Was there any other evidence from these documents, 
Mr. Harris, concerning the total amount of the rebates which the Gen- 
eral Motors Corps. received under this policy ? 

Mr. Harris. Yes, we have some. I would like to call your atten- 
tion—we have some that give an indication. 

I would like to call your attention, Mr. McHugh, however, to com- 
mittee document 26, because committee document 26 is an official letter 
“Confidential” from the executive secretary of the committee to var- 





67272—56—pt. 6——-24 
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ious members who were probably purchasing people and officials of 
General Motors. 

Mr. McHuen. You say the committee; that is the general purchas- 
ing committee ? 

Mr. Harris. Yes. They call it the Du Pont Co. superdiscount, 
July 12, 1928, and he forwarded a copy of the Richter letter, which 
I have just read. 

Attention is called to the Delco-Light and Frigidaire discounts, as it is indicated 


that almost the entire discount should go to Frigidaire because of the separation 
from Delco-Light, effective January 1, 1028. 


Then he talks about distribution: 


For your convenience, the discount scale is repeated herewith, and he repeats 
it, and then he goes on to say: 

It is noted that the superdiscount amounts to approximately 2 percent on 
the total purchases. It should be carefully noted, however, that had total 
purchases been increased by $S8v0,000 there would have been an additional 
$100,0U0 discount, or 1214 percent of the $8u0,000. 


So they could have had more. 


We all agree that it is desirnble to maintain some healthy competition. 
However, if 80 percent of our purchases of material such as the Du Pont Co. 
is in position to supply, are given to them on an even basis, the earnings under 
the superdiscount contract will be materially increased, and it is urged that you 
cooperate to this end. 

We will ascertain from the smaller using divisions the total volume of their 
purchases of such items and endeavor to gain their cooperation in increasing 
the volume of such purchases from the du Pont Co. in case they are now 
placing more than 20 percent of such business outside. 

Then you have a statement of it 

Senator O’Manonrey. Who is Mr. Pratt to whom that letter was 
sent ? 

Mr. Harris. Mr. Pratt was probably at this time, certainly during 
some of the time, head of the accessory department, of all the accessory 
divisions, of General Motors and was, I believe, an official of this 
committee. I think he was chairman, is my impression. He was, 
incidentally, a former Du Pont man. 

(The document previously referred to follows :) 





(Government Exhibit 494. In the District Court of the United States, Northern 
District of Mlinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter) 

GENERAL Motors CORPORATION, 
GENERAL PURCHASING COMMITTEE, 
Detroit, Michigan, July 12, 1928. 


CONFIDENTIAL 


Subject: Du Pont Company superdiscount. 


Attention of Messrs, G. G. Allen, W. F. Armstrong, D. F. Hulgrave, W. E. Kreit- 
zer, C. OQ. Miller, D. P. O’Keefe, J. T. Stratman. 


There is attached copy of letter from Mr. Richter of the du Pont Company, 
showing the volume of purchases by divisions from the du Pont Company for 
the 12 months ending June 30, 1928. Checks covering the discount earned will 
be forwarded to each division as promptly as possible from our Treasurer's 
Department in Detroit. 

Attention is called to the Delco-Light and Frigidaire discounts, as it is indi- 
cated that almost the entire discount should go to Frigidaire because of the 
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separation from Delco-Light, effective January 1, 1928. Proper distribution 
between these divisions will be made by the Frigidaire organization. 
For your convenience, the discount scale is repeated herewith: 


Amount to 

Amount of Purchases: be returned 
9S, 000 000s 3 oss i oe ee Oe ee et ee 0 

Dy OO OO oa ate a I ee et —_ $75, 000 

OO OV asa aE a BT ra ia 175, 000 

Th O00 000 see) otra Soe ee ee 800, 000 

12 000 000 se tn ee oe eee oe ee ee ee ee ke, 450, 000 

Each additional 1, 000, 0O0O_____--_--_-_-_------ + 150, 000 


total purchases. It should be carefully noted, however, that had total purchases 
been increased by $800,000 there would have been an additional $100,000 discount, 
or 1244 percent of the $800,000. Had the purchases aggregated $12,000,0U0 there 
would have been a further discount of 15 percent on the additional $1,000,000 of 
business. 

We ail agree that it is desirable to maintain some healthy competition. How- 
ever, if S80 percent of our purchases of material such as the du Pont Company 
is in position to supply, are given to them on an even basis, the earnings under 
the superdisecount contract will be materially increased, and it is urged that you 
cooperate to this end. 

We will ascertain from the smaller using divisions the total volume of their 
purchases of such items and endeavor to gain their cooperation in increasing the 
volume of such purchases from the du Pont Company in case they are now placing 
more than 20 percent of such business outside. 

Very truly yours, 
JAMES LYNAH, 
Beecutive Seerctary. 
CC: Mr. J. L. Pratt. 


NoTe.—Tlirst group of letters in writing at top of page reads “G. M. C.” 


Mr. TWarris. Then, in your committee No. 27, you have again the 
25-75 spht. That is Government exhibit 497. That is a letter from 
Prait to Staples. 


We are anxious to benefit as far as possible under the superdiscounts arrange- 
ment with the Du Pont Co., always keeping in mind, however, that we do not want 
to extend our purchasing of Du Pont products to the point where we will not 
always have competition. 


That is, they had two sources of supply, was their policy. 


In my own mind I had arbitrarily set a figure that we should not buy in excess 
of 75 to 80 percent. I would be inclined to encourage our divisions to purchase 
at least 20 to 25 percent of the paint requirements on a competitive basis. 


(The document referred to follows:) 


(Government Exhibit 497. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Larry A. Harnden, 
Official Court Reporter ) 


JULY 20, 1928. 
Mr. GEORGES STAPLES, 


E.1. du Pont de Nemours & Co., General Motors Building, Detroit, Michigan. 


Dear GeorGcE: Last week when in Detroit you advised me that General Motors 
superdiscounts from the Du Pont Company on our purchases for the twelve months 
ending June 30, 1928, would have been considerably greater if Ternstedt Manu- 
facturing Company, General Motors Truck, and Yellow Truck & Coach Mfg. 
Company had been purchasing their paint requirements from you. 

In looking over the summary of total purchases made by General Motors I 
noticed that General Motors Truck purchases amounted to $87,709.94; Ternstedt 
$19,731.33; Yellow Truck & Coach $66,985.60. 
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From your remarks I assume that you have information to the effect that the 
above figures do not represent a sizable part of the paint requirements of the 
above companies. 

For my own information, so that I may take up this matter intelligently, I 
would appreciate it if you would indicate to me what percentage of the possible 
paint business of the above companies the Du Pont Company received for the 
twelve months ending June 30, 1928. We are anxious to benefit as far as possible 
- under the superdiscounts arrangement with the Du Pont Company, always keep- 
ing in mind, however, that we do not want to extend our purchasing of DuPont 
products to the point where we will not always have competition. In my own 
mind I had arbitrarily set a figure thut we should not buy in excess of 75 per- 
cent to 80 percent. In other words, I would be inclined to encourage our divi- 
sions to purchase at least 20 percent to 25 percent of their paint requirements 
from eompetitive sources. 

With kind regards, 

Very truly yours, 
PRATT, 
Vice President. 

JLP: V 

copy to Mr. Lynah, Secretary, General Purchasing Committee (not shown on 
original). : 

Notre.—“G. M. C.—Products—Supplies & Materials—Paints—du Pont de 
Nemours, E. I.” is written across top of page, followed by illegible initial; and 
“730” and “84” are written in lower right corner, with a check mark under 
each and with a line drawn through each. 


Mr. McHvucn. Will you explain the significance, Mr. Harris, of the 
next document that you have there. 

Mr. Harris. United States Rubber ? 

Mr. McHucu. Yes. 

Mr. Harrts. In 1927 a group of Du Ponts, that is, Irénée and Pierre, 
possibly Lammot, formed a syndicate with associates and relatives, 
to buy an amount of stock in the United States Rubber Co. 

The syndicate purchased about 17 to 18 percent of the outstanding 
stock of United States Rubber, and shortly thereafter, when these 
purchases had been completed, a Mr. Davis who, at the time, was 
president of a Du Pont subsidiary, Viscaloid Co., became president 
of United States Rubber, and a board of directors chosen by him came 
into office. 

About that time, very soon after, the Du Ponts individually had 
bought into this company; Irénée du Pont looked at. the tire depart- 
ment, and was dissatisfied with what he saw. Irénée had the idea that 
it would be a good thing to do 1f they disposed of the tire department 
to some rubber company and concentrated on their plantations of 
rubber. He was quite proud of the rubber plantations and thought 
it would be a good idea to acquire additional plantation area. 

He took up the matter with the president confidentially on Feb- 
ruary 12, 1929, as appears by committee exhibit 35, and he says that: 

While negotiating to lease our tire business to Goodyear we should negotiate 
for a similar leasing of their plantations by United States Rubber Co. 

He thought the Department of Justice would look very favorably 
on that. 

(The document referred to follows :) 
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(Government Exhibit 1064. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Hamden, 
Official Court Reporter) 

FEBRUARY 12, 1929. 

Confidential. 


¥F. B. Davis, Jr., 
President, United States Rubber Co., 
1790 Broadway, New York City. 


DEAR DavE: To my mind the most precarious division of the rubber business 
is the manufacture and sale of automobile tires, It seems to me likely that 
sooner or later Chrysler or General Motors will acquire tire-producing facilities 
so as to make their own tires, thereby saving selling expense both on original 
equipment and renewals which could be furnished through their own dealers. 
If one of those companies should make such a move, it is likely the others would 
follow. This would leave such tire manufacturers as had not sold out their 
business in a very trying position. 

In conference with Mr. Litchfleld sometime ago, when consolidation was 
being talked about, it became quite evident that he would look with great favor 
on absorbing the U. S. Rubber Company’s tire business, especially as it would 
seem he desires to be the outstanding man in the tire industry. 

We probably cannot sell our tire business as the plant is under the indenture 
of our fonds. We could presumably lease it for a period of thirty or fifty vears, 
coupled with an option that the lessee may purchase the property at the termina- 
tion of the lease, or sooner if the lessor can find means of accomplishing the 
transfer. 

Suppose you were to offer to lease our cotton mills and tire-manufacturing busi- 
ness to Goodyear for an annual rental of, say, $4,000,000.00, engaging to use our 
hest offices to transfer the goodwill of our tire business and customers to them. 
This would represent a lease payment of 8 percent on the volume of business of 
the year 1927 ($50,000,000.00), or only 4 percent on what I assume to be our 
capacity to produce tires ($100,000,000), as Goodyear makes upward of 10 percent 
on their tire turnover, and accretions to turnover would yield them a still greater 
profit. This would be a most desirable acquisition for Goodyear. 

After the lease was arranged, it would, of course, be provided with materials 
and supplies, and finished product would be taken over by the lessee at cost, and 
the Accounts Receivable would soon liquidate themselves. It would seem that 
working capital in your Tire Division must be in excess of $2+4,000,000.00; con- 
sequently the company would find itself in possession with that amount of money 
within, say, a year’s time. This would be sufficient to pay off the 714-percent 
note issue due in August 1930, with perhaps six or seven million dollars over, 
which later would be available for purposes described below: 

While negotiating to lease our tire business to Goodyear, we should negotiate 
for a similar leasing of their plantations by U. S. Rubber Company. We could 
manage their 15,000 acres of producing plantation cheaper and better than could 
Goodyear. If we undertook to pay, say, $600,000.00 a year, or 10 cents per pound, 
on their last year’s production of rubber, it would be an cffset to that extent of 
the funds received from them for our tire plants, and the liquidation of tire work- 
ing capital, above mentioned, would provide funds for more rapid development 
of our plantations. 

I think that the Department of Justice would look favorably on such an arrange- 
ment, because it would enable the largest plantation owner to get into a financial 
condition to develop its plantations and to operate under the best possible man- 
agement the only other American plantations. The Department of Justice could 
hardly object to Goodyear increasing its tire business by some fifty million dol- 
lars, as it would still be a minority producing of the total country’s require- 
ments, and especially so as we could represent truthfully that our tire business 
had not been successful and are most anxious to withdraw from it. 

The figures given above are more or less hypothetical—perhaps the lease money 
should be changed in one or both cases, but the principal is illustrated. 
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If this were carried out, the United States Rubber picture would be somewhat 
as follows: 


SOL ah a led a Sa ene hater et $140, 000, 000. 00 
On which 10 percent net might be conserva- 
tively expected—a profit of..__-_-__.___-______- $14, 000, 000 
Lease (net income from lease of tires) .-_--. 3, 400, 000 


Prospective profits from consolidated planta- 
tions, as of last year, at 10 cents per lb., 


36,000,000 IDSscescecn cease stesso eeccae 3, 600, 000 
POUR) se Se Se 21, 000, 000 
Less: 

Interest on 5-percent bonds___...--.----..--_------------ 2, 933, 250. 00 
Interest on 614-percent notes_____-___---.--_-.------..--- 1, 430, 000. 00 
Interest on 6-percent bonds (D. R. Co.)------------------ 156, 000. 00 

Total interest, say, $4,500,000, leaving for stock $16,500,000. 
Preferred dividends 26-0 co ioc bo eto ocuc ee eeceecueeeeole 5, 200, 000. 00 
For common stock, or, say, $7.50 a share______--_----____-_-- 11, 300, 000. 00 


Summariizng the advantages: 

1st. We eliminate the large debt comng due in 1930. 

2nd. We drop the most precarious branch of our business, and one which has 
not paid in the past. 

3rd. We materially enlarge our rubber plantations, which I think have a great 
future, and provide funds for their further enlargement. 

4th. We bring in the near future the time when our common stock may enjoy 
its dividends. 

This is passed along to you merely as a suggestion. 

Sincerely yours, 


Note.—"“D 131 KK” is written and underscored by hand at upper right of first 
page. “FILE COPY” is printed across each page. 

Mr. Harris. Around the same time, the following year, as a matter 
of fact early in the following year, General Motors made a survey 
of tire companies with the idea of possibly buying a tire company 
to manufacture their own tires, and among the places surveyed was 
United States Rubber. 

Wilson, Charles E. Wilson, rendered a report, which is committee 
exhibit 29, in which he said these things: that the tire business was 
apparently in a very bad way, the prices were terrible, and he made 
certain recommendations which resulted apparently in the whole idea 
being turned down. 

On April 24, after full discussion by the joint executive and opera- 
tions committee, a motion was carried in which it was stated that 
“we discontinue our efforts to enter the tire business.” 

Mr. McHuan. Mr. Harris, do these documents indicate the reasons 
why the General Motors Corp. decided not to go into the tire- 
producing business? : 

Mr. Harris. Yes. They set up a whole list of reasons. One of 
them is that factory costs apparently were high; no patent situation 
strong enough to control quality ; commercial practices not very sound; 
substantial credits not justified; and I think, at times, he said, that 
they were buying for less than cost, that the automobile companies 
were able to buy at less than cost, from tire companies. 

Tires were sold to car manufacturers at less than cost. 

Mr. McHuvseu. Is there some indication that the tire producers were 
absorbing their losses by replacement ? 

Mr. Harris. Yes. That was an old practice in the tire industry, 
and it was originally entered into with the idea that replacement 
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sales through retail channels at regular prices would make up for 
the loss of profit on original equipment sales. 

Mr. McHvucau. Was that advanced as one of the reasons why Gen- 
eral Motors Corp. decided not to go into the tire business? 

Mr. Harris. The reasons are not given. They just give us a minute 
and say—they gave a minute saying that they had discussed it, but 
they did have the report of Wilson before them. 

(The document referred to follows:) 


(Government Exhibit 1069. In the District Court of the United States, Northern 
District of Illiiois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
(Official Court Reporter ) 


GENERAL Motors CORPORATION 


To: Operations Committee. 

From: Mr. C. E. Wilson. 

Subject: Survey of Tire Industry. 
Date: June 3, 1930. 


SuRVEY oF TirRE INDUSTRY 


1. Volume of business.—The tire companies produced 71,000,000 casings and 
75,000,000 tubes approximately in the year 1929. The estimated sales values of 
this business at the factories totals $650,000,000. 

2. The leading company in the business is the Goodyear Tire and Rubber Co., 
with a capacity of 75,000 casings and tubes per day. In 1929 their total sales 
amounted to $256,000,000 with a net profit of $19,864,000. 

This company has approximately $250,000,000 invested capital. Approxi- 
mately one-half of their total sales are sales of casings and tubes. 

3. The Plant of the Kelly Springfield at Cumberland, Maryland, and the tire 
and tube plants of the U. S. Rubber Company at Detroit, Indianapolis, Kitchener 
in Canada, were visited and operating figures for the year 1929 and the first 
three months of 1930 were obtained from these two companies. Each of the 
companies as shown by the following figures lost money for the fifteen months’ 
period and each of them have a very high net investment compared with their 
sales volume. 
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Investment Dec. 31, 1929 





United States Kelly 

Cash (4.5 percent of sales). ...2 2222 ee eee eee eee eee $2, 580, 352. 00 $1, 234, 262. 00 
Accounts und notes receivable less reserves_.....-.---.---------- 13, 517, 53s. OO 3, S19, 625, 00 
TR VG WH1GS on sac wee ht he Se etc whe ete eed wate 16, 60, 715. 00 6, 372. 242. 00 

Current assetsS_......2--2-.eeee e ee eeeeeeeeeee 32, 958, 605. 00 11, 426, 129. 00 
Prepaid expense. _..--.-.2 2.2 eee ee eee ne eee eee eee tis], 577. 00 1s], 721. 00 
Plant Investments. 2.2 (.oue see iec eis eau ee Sealy Saw aeicelewion sects 28, 813, 956. 00 8, 02, 148. 00 
Other inv estinents.cu oct on eee oa Shee trae ec eusen stlegeded hele ceee tov 101, 745. 00 

FOU owaccveee ee ceca See ee doce egan ioe Cans ee eect en ate 62, 472, 138. 00 19, 801, 743. OU 
Investment per dollar net sules._..--.-..------------------ ee eee 1. OY . 722 





4, Tires are sold to our manufacturers at less than factory cost. This is an 
old practice in the tire industry and was originally entered into with the idea that 
replacement sales thru retail chunnels at long prices, would make up for the 
loss of profit on original equipment sules. 

At analysis of the operations of these two companies indicate, however, that 
they are losing money on their retail business as well as on their original equip- 
ment business due to their high cost of distribution which has been increased by 
the volume of business flowing thru the mail order houses. 

The U. S. Rubber companies are showing substantially twice the percentage 
loss on their retail business that they do on their original equipment business, 
while in the case of Kelly Springfield Company the percentage loss is approxi- 
mately the same in both Divisions of the business. 

5. The factory costs were obtained from the two companies on the sizes of 
tires used by our Chevrolet, Buick, Olds, and Oakland Divisions. The net 
purchase price was obtained from the purchasing agents at each of the Divisions 
and a comparison of the factory costs of these two companies with the prices our 
Divisions are paying, show that on the average, we are purchasing tires for 14 
percent less than factory cost. 

Since the cost of material varies from 70 to 75 percent, figured on the cost of 
rubber and cotton, when the present tire prices were made, it iS a very serious 
matter for a tire company to be selling a substantial part of their production to 
car companies at substantially less than fatcory cost. 

6. There is no patent situation in the tire industry which is strong enough to 
be used in controlling the quality or price of tires. The officials of the United 
States Rubber Company believe they have a valuable patent situation, but in 
the opinion of the engineers and patent attorneys who have recently looked into 
the matter for us, we have decided thut their patent situation is of no value. 

q. The commercial practices in the tire business have not been very sound as it 
has been customary to extend substantial credits where the credits apparently 
were not justified and in other areas to consign stocks of tires. It is also current 
practices to sell tires with freight prepaid not only to dealers, but also to car 
manufacturers. 

These practices have resulted in substantial losses and large inventories in 
invested capital. A material reduction in work and process and tire inventories 
could probably be made, but it would be impossible to get the sales investment 
ratio that we ordinarily expect, unless the whole tire industry would change the 
accepted practices in the business. 

8. The replacement tire business, until quite recently has been handled entirely 
by specialized tire dealers. Recently the chain stores and super service stations 
have gone into the tire business with considerable success and have undermined 
the older form of distribution. The Goodyear Tire and Rubber Company have 
had substantial investment in retail outlets for some time. Last year the Fire- 
stone Tire and Rubber Company arranged for $60,000,000 new capital which was 
understood to be primarily for investment in super service stations and retail 
outlets. 

The Goodrich Tire and Rubber Company have recently arranged for an addi- 
tional financing of $33,000,000, a substantial portion of which, we understand, 
is to be invested in retail outlets. 

9. A quick survey of the dealers handling General Motors products does not 
indicate that any of them would make ideal outlets for retail tire sales. An 
increasing percentage of the buSiness is being handled by chain stores and super 
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service stations. Car dealers and United Motor Service Branches and authorized 
service stations are not properly set up to compete with these two forms of 
distribution. 

10. The information we have obtained about the tire industry, indicates that 
neither of the tire companies investigated, would be a profitable investment 
unless the following changes could be brought about in the business. 

1. An increase of approximately 10 percent in the prices charged automobile 
companies for original equipment. 

2. A system of retail distribution worked out possibly with some large oil 
company or a radical change made in the United Motor distribution which would 
give a competitive set up with super service stations and chain stores. 

3. A plan would have to be worked out so that the relatively small tire com- 
pany, which General Motors Corporation would own, would be operated at 
capacity at all times in order to obtain minimum cost. 

C. IE. WILson. 

Mr. Harris. Shortly after that, General Motors entered into a con- 
tract with 

Mr. McHtoer. May I ask you just what properties the General 
Motors Co. made a survey of before making their decision not to go 
into rubber ¢ 

Mr. Harris. They visited the plant of Kelly-Springfield, the tire 
and tube plants of United States Rubber, Kitchener in Canada. 

Mr. MclHiucn. What did the corporation then decide to do after 
concluding it would not go forward with the tire-producing project ? 

Mr. Harris. They enter red into a contract with United States Rubber 
for a very large proportion of their tires. That is committee exhibit 
42, Gover nment exhibit 1092. 

Mr. McHvon. Will you explain in general what the provisions of 
this United States Rubber contract were. 

Mr. Harris. Well, the principal provision was what is known as the 
formula price; that is, the price that was based on the cost of rubber 
and the cost of cotton and the manufacturing cost. Under this—— 

Mr. McHueu. Excuse me, Mr. Harris, but did this contract pro- 
vide that General Motors would take any fixed percentage of its re- 
quirements from the United States Rubber Co. ? 

Mr. Harris. Yes; most of the divisions, in fact, all of the divisions, 
in the United States, 1 were to take 50 percent, and by a supplemental 
letter almost immediately after, Oldsmobile took another 50, Oak- 
land, Pontiac, took another 50, Cadillac took another 15, and GMC 
Truck took another 50. 

Mr. McHven. That is in addition to the 50 percent provided by 
contract ? 

Mr. Harris. That is right. Some of them were taking a hundred 
percent. 

The financing of the rubber and the cotton purchases was done by 
General Motors. General Motors bought the crude rubber, and the 
United States Rubber Co. bought the cotton, and General Motors paid 
the price. 

When the time came to bill for the tires then, of course, the costs of 
the rubber and cotton would be included in the tire price. 

There was a provision that General Motors could charge up to 1214 
percent for the use of the money apparently, 1214 percent « on that price 
which they had advanced: but, of course, they paid 1t again when they 
paid the bills, perhaps about a month later. 
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Mr. McHveu. Do I understand by this, then, that General Motors 
actually purchased the raw rubber and added 1214 percent to that and 
resold it to the United States Rubber Co. ? 

Mr. Harris. Well, it was not to exceed 1214 percent, yes, sir; and 
then sold it to the rubber company. 

Mr. McHucr. United States Rubber then sold the tires? 

Mr. Harris. Sold the finished tires and, of course, that cost was 
in thetire. It amounted probably to the use of some money the 1214 
percent, for a month or so. The ditference was between the price 
that they had charged to United States Rubber and the price they 
paid for the tire. 

Another provision was—that was entered into—was that the United 
States Rubber Co. should charge what were known as billing prices. 

The price that was to be paid by General Motors was to be secret. 
The price that was to be charged to the divisions was what was known 
at. the billing price, which was given to United States Rubber by 
General Motors. 

This price, it appeared, was based on the going competitive price. 
It also appeared that the price was pretty close to what the divisions 
could get elsewhere. In other words, one of the measures of that 
billing price was the price at which General Motors bought 50 per- 
cent of Chevrolet's requirements, because the 60 percent of Chevrolet’s 
requirements were bought elsewhere. 

When the General Motors got what we called the formula price, 
the ABC price, the cotton, rubber price, then it would pay, however, 
on the billing price that was billed to the division, and would receive 
a refund or a rebate from United States Rubber. 

(The document previously referred to follows:) 

(Government Exhibit 1092. In the District Court of the United States, Northern 


District of Illinvis, Eastern Division. Before La Buy, J. Harry A. Hamden, 
Official Court Reporter) 


GENERAL Morors CORPORATION 


OFFICE OF THE SECRETARY 
File No. 5260. 


BETWEEN UNITED STATES RUBBER COMPANY OF NEW York, N. Y., AND GENERAL 
MotTorS CORPORATION OF DETROIT, MICH. 


Subject: Manufacturing and Selling Agreement, Manufacture, Sale and Pur- 
chase of Tires. Addendum Relating to Spare Tires 


Date: January 1, 1931. 


Received from: C. E. WILSON 
SECRETARY BY LWC. 
COMPTROLLER BY 








Indexed: March 16, 1931. 
SECRETARY BY LWC. 


MANUFACTURING AND SELLING AGREEMENT 


United States Rubber Company, a New Jersey corporation, hereinafter called 
“Rubber Company,” and General Motors Corporation, a Delaware corporation, 
hereinafter called “General Motors,” upon the mutual obligations herein con- 
tained. hereby contract as follows: 

First: Manufacture, Sale, and Purchase of Tires. The Rubher Company will 
manufacture and sell to General Motors and General Motors will purchase from 
the Rubber Company, and pay for or cause to be paid for, under the terms hereof, 
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such number of pneumatic rubber tires for motor vehicles (with flaps, except for 
certain sizes and types indicated in the annexed “Exhibit B”) as may be required 
during the term, and any extended term hereof: 

(a) To equip fully for operation, exclusive of spare tires, at least fifty 
per cent (50%) of all of the motor vehicles manufactured or produced and 
sold in (or exported from) the United States and Canada by each of the 
various present and future divisions and/or subsidiaries of General Motors ; 
and to supply at least fifty per cent (50%) of all spare tires sold as original 
equipment on all of the motor vehicles so manufactured or produced and 
sold (or exported). 

A tire shall be taaken to be one casing and one inner tube (and flap, unless other- 
wise indicated in said “Exhibit B’’) to fit such casing. A spare tire shall be 
taken to be any tire used as original equipment beyond the number of tires 
required to supply the motor vehicle in question with a complete running set of 
tires. General Motors agrees to resell all such tires only as original equipment 
on said motor vehicles and represents and. agrees that its policy shall be to dis- 
courage the removal by its dealers and the dealers of its divisions and subsidi- 
aries, of such tires and the substitution therefor of tires manufactured by others 
than the Rubber Company. 

Second: Reports Relative to Spare Tires: General Motors shall report or cause 
to be reported to the Rubber Company not later than the fifteenth day of each 
calendar month during the term of this agreement the number of tires sold by 
the Rubber Company hereunder which shall have been appropriated by General 
Motors and its various divisions and subsidiaries during the calendar month 
next preceding such month, for use as spare tires. Such report shall state the 
number of tires of euch size and type so appropriated and the respective divisions 
and/or subsidiaries by which they shall have been appropriated and the number 
of tires Which shall have been appropriated by each division and/or subsidiary 
as a Single spare tire and the number which shall have been so appropriated in 
groups of two spare tires per motor vehicle. 

Third: Quality: All tires sold hereunder in the United States shall be United 
States Royal Cord tires and all tires suid hereunder in Canada shall be Dominion 
Royal Cord tires, at all times during the continuance of this afreement of a qual- 
ity and workmanship at least equal to the quality and workmanship of United 
States Royal Cord or Dominion Royal Cord casings and tubes, as the case may be, 
being sold by the Rubber Company on the date of execution of this agreement. 
The Rubber Company will at its own expense and at all times during the continu- 
ance of this agreement carry out with respect to the tires supplied by it here- 
under the standard warranty policy now being pursued by it with the respective 
dealers, representatives, and agents of General Motors selling motor vehicles 
equipped with tires munufactured by the Rubber Company in the United States 
and Canada. 

Fourth: Orders: On or before the fifth day of each calendar month until the 
appropriate month before the expiration or termination of this agreement, Gen- 
eral Motors shall give to the Rubber Company a notification which shall consist 
of three items, as follows: (a) a schedule constituting a firm order, for stated 
quantities and sizes of tires to be shaped to its respective divisions and subsidi- 
aries during the next succeeding calendar month; (b) a schedule constituting a 
tentative order, subject to revision, for stated quantities and sizes of tires to be 
shipped to its respective divisions and subsidiaries during the second succeeding 
calendar month, and (c) a schedule constituting an estimate for information 
purposes only, of the quantities and sizes of tires that may be desired by its 
respective divisions and subsidiaries during the third succeeding calendar month. 

Fifth: Concerning Purchases of Crude Rubber by the Rubber Company for 
General Motors: It is understood that General Motors desires to purchase and 
supply the crude rubber to be used in manufacturing tires hereunder, but will use 
the purchasing facilities of the Rubber Company in doing so. To that end, Gen- 
eral Motors shall from time to time, and in each instance duly in advance of the 
needs of the Rubber Company, direct the Rubber Company to procure for the 
account of General Motors the crude rubber to be used in the manufacture of tires 
hereunder. General Motors at such times shall specify the weights of crude 
rubber from time to time to be procured. General Motors shall also specify at 
such times the month of delivery of, and prices to be paid for, such weights of 
crude rubber. The Rubber Company shall then, in each instance, endeavor to 
buy and/or upon consent of General Motors to appropriate from its own stocks, 
crude rubber in the weights and for the deliveries so specified at such times as 
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the prices of No. 1 Ribbed Smoked Sheets are at or under the prices so specified, 
but the crude rubber so bought or appropriated may he either No. 1 Ribbed 
Smoked Sheets or otherwise as the Rubber Company deems suitable for the 
manufacture of the tires to be supplied hereunder, and crude rubber other than 
No. 1 Ribbed Smoked Sheets so bought may be bought either at the specified prices 
or otherwise, depending upon the market prices of the various grades of crude 
rubber hought. The use by the Rubber Company in the manufacture of tires 
hereunder of rubber other than No. 1 Ribbed Smoked Sheets shall at no times, 
however, be sufficient to cause any lessening of the standard of such tires as here- 
inbefore specified. Upon the receipt or appropriation of any such crude rubber 
the Rubber Company shall charge and invoice General Motors and upon demand 
of the Rubber Company, General Motors shall pay in cash to the Rubber Company 
for the crude rubber so bought or appropriated at the prices specified as 
aforesaid. 

(It is recognized that the Rubber Company will use in accordance with the 
various compounding methods in manufacturing tires hereunder, not only No. 1 
Ribbed Smoked Sheets but also certain more expensive and certain less expensive 
grades, and the prices of No. 1 Ribbed Smoked Sheets have been chosen as the 
fair standard prices at which all crude rubber of all grades shall be deemed to 
have been purchased, regardless of the price actually paid.) 

Sixth: Resale to the Rubber Company by General Motors of Crube Rubber: 
On the fifth day of each calendar month during the term hereof General Motors 
shall charge and invoice to the Rubber Company, and on the twentieth day of 
such month the Rubber Company shall pay to General Motors, in cash, for the 
total weight of crude rubber required for use and/or used in manufacturing 
the various sizes and types of tires which shall have been ordered for delivery 
during the next succeeding month, at such prices per pound as General Motors 
shall specify. Such specified prices shall not at any time exceed, however, twelve 
and one-half percent (1214 percent) over the average, per pound, cost to General 
Motors of all crude rubber previously charged to General Motors by United States 
under Clause Fifth hereof and existing and remaining at such time unapplied 
to manufacturing purposes hereunder. The total weight of crude rubber referred 
to in this Clause Sixth shall be computed in accordance with the weight specifi- 
cations for crude rubber required for the various sizes and types of tires, as con- 
tained in Item A of “Exhibit B” hereto annexed. Said exhibit is more fully 
explained in Clause Eighth herein. 

Seventh: Concerning Fixing the Cost of Cotton for Ply Cord to be Used in 
Manufacturing Hereunder: It is understood that, although General Motors does 
not desire to purchase and supply the cotton to be used in manufacturing tires 
hereunder (as it will do in the case of crude rubber as aforesaid), and although 
the Rubber Company will purchase and supply, on its own account, the actual 
cotton to be so used, still the parties desire to adopt a certain procedure for 
fixing the agreed costs, for the purposes of this agreement, of the cotton for ply 
cord to be used in such manufacturing. To that end, on the fifth day of each 
calendar month (or the next business day if such fifth day be a Sunday or a legal 
holiday) during the term hereof, the Rubber Company shall charge to General 
Motors, and on the twentieth day of such month General Motors shall pay in 
cash to the Rubber Company, on account of the total weight of cotton required 
for ply cord to be used in the manufacture of tires ordered by General Motors 
for delivery during the next succeeding calendar month, a sum calculated upon 
said total weight of cotton, at a rate per pound equal to the closing spot quotation 
per pound for %’’ Middling staple cotton anounced by the New York Cotton 
Exchange on the same (i.e., fifth or next business) day of such month. General 
Motors shall thereufter charge to the Rubber Company, and on the twentieth day 
of such month the Rubber Company shall pay to General Motors, in cash, on 
account of such weight of cotton, a sum calculated upon said weight at such 
rate per pound as General Motors shall specify. Such specified rate will not 
exceed, however, twelve and one-half percent (121% percent) over the amount 
previously charged General Mtors by the Rubber Company on account of such 
cotton. The total weight of cotton for ply cord referred to in this Clause Seventh 
shall be computed in accordance with the weight specifications for cotton for ply 
cord required for the various sizes and types of tires ordered, as contained in 
Item B of “Exhibit B” hereto annexed. Said exhibit is more fully explained in 
Clause Eighth herein. 

Eighth: Prices of tires to General Motors. General Motors shall be obliged 
to pay to the Rubber Company on the twentieth day of each calendar month 
following the shipment of tires hereunder the “prices to General Motors” (as 
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distinguished from the billing prices to the various divisions and subsidiaries 
of General Motors hereinafter described) of all tires supplied to General Motors 
and its divisions and subsidiaries hereunder during the preceding calendar 
month, to the extent that the same shall not them have been paid for by the 
said divisions and subsidiaries. The prices to General Motors of said tires 
supplied to it and its divisions and subsidiaries for resale in or export from the 
United States shall be arrived at by reference to “Exhibit B,” hereto annexed, 
and by certain calculations as fellows: 

Exhibit B contains a list of the various sizes and types of tires to be supplied 
by the Rubber Company as equipment for the various motor vehicles now being 
manufactured or produced by the present divisions and subsidiaries of General 
Motors. This exhibit shall be extended by notification from General Motors 
to the Rubber Company from time to time of new varieties of motor vehicles to 
be so manufactured, and of the sizes and types of tires suitable to equip the same. 
Said exhibit also contains the required respective weights of crude rubber (Item 
A) and of cotton for ply cord (Item B) to be used in the manufacture of four 
tires (i. e. four casings and four tubes, and flaps if required, hereinafter called a 
“set”), of each of the said various sizes and types. Said exhibit also contains 
(Item C) the stated respective agreed charges to be made by the Rubber Com- 
pany to General Motors, per set, for all items entering into the price of such 
set other than the costs of the materials mentioned in said Item A and B. The 
price to General Motors for each of said respective sets shall be the sum of the 


following: 


(a) The cost to the Rubher Company of the required weight of erude 
rubber for such set as such weight is indicated in “Exhibit B” (including any 
extensions of and/or changes made in such exhibit pursuant to Clauses 
Eighth and Fourteenth hereof) at the price per pound charged the Rubber 
Company by General Motors under Clause Sixth hereof. 

(b) The cost to the Rubber Company on account of the required weight 
of cotton for ply cord for such set as such weight is indicated in “Exhibit 
B” (including any extensions of and/or changes made in such exhibit pur- 
suant to Clauses Eighth and Fourteenth hereof) at the rate per pound 
charged the Rubber Company by General Motors under Clause Seventh 
hereof. 

(c) The charge by the Rubber Company to General Motors on account 
of such set for all items entering into the price of such set other than the 
costs mentioned in (a) and (b) above, as fixed in Item C of “Exhibit B” 
(including any extensions of such exhibit made pursuant to Clause BKighth 
hereof and/or changes of such exhibit from time to time on account of 
changes in the size, construction and compounding of the tires in such set 
under Clause Fourteenth hereof, and any other changes mutually agreed 
upon to meet any increased costs resulting from changed conditions). 


The prices to General Motors of said sets supplied for resale in or export from 
Canada shall be the same as the above respective prices, plus twelve and one- 
half per cent (12% per cent) of said respective prices on all balloon tires and 
ten per cent (10 per cent) of same on all high pressure tires. At the end of each 
calendar year, however, adjustment shall be made between the parties to elimi- 
nate the difference, if any, made in computing the amounts represented by said 
percentages, by the Rubber Company’s paying to General Motors (under Clauses 
Sixth and Seventh hereof) a different price on account of the crude rubber and 
the cotton for ply cord in the Canadian tires, from the cost of such crude rubber 
and cotton to General Motors. 

Ninth: Billing Prices to Divisions and Subsidiaries of General Motors: Gen- 
eral Motors shall from time to time, and in no event later than the requested 
shipment dates of the respective lots of tires supplied to its divisions and sub- 
sidiaries hereunder, agree with the Rubber Company as to the prices at which 
the Rubber Company shall bill the respective said divisions and subsidiaries 
for the tires so shipped. and the Rubber Company shall bill said divisions and 
subsidiaries for said tires at the said respective prices, provided, however, that 
the subsidiary and aftiliated companies of the Rubber Company selling tires 
hereunder in Canada may bill said tires at higher billing prices (chosen by them, 
provided they are no higher than the competitive prices at which other manu- 
facturers of tires are selling tires to manufacturers of motor vehicles in Canada). 
General Motors shall cause said divisions and subsidiaries to pay to the Rubber 
Company pursuant to the terms of payment hereinafter specified the prices 
so billed, and it is agreed that adjustments of accounts required, if any, on 
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account of any differences between said billing prices to said divisions and sub- 
sidiaries and the “prices to General Motors” for said tires as specilied in Clause 
Eighth hereof shall be made by payment of cash by one party to the other, as 
required, on the twentieth day of the month following the month of delivery of 
the tires in question. 

Tenth, Title to Crude Rubber: Insurance: Upon the inception of liability of 
carriers accepting delivery in New York or other points cf delivery for storage 
and/or shipment to the Rubber Company’s plants, of crude rubber purchased, 
or upon the appropriation of crude rubber appropriated, pursuant to Clause 
Fifth herein, the crude rubber delivered or appropriated shall become the prop- 
erty of General Motors, but shall nevertheless remain in the possession or control 
of the Rubber Company for use under this agreement. The Rubber Company 
shall be obliged to use due diligence to provide and collect insurance on such 
crude rubber aud General Motors shall reimburse the Rubber Company for all 
eost thereof attributable to General Motors’ interest therein. Such insurance may 
be carried and claims and collection for loss may be made in the name of the 
Rubber Company and/or its subsidiaries, if the Rubber Company desires, aud the 
Rubber Company shall account to General Motors for its interest in the proceeds. 
The Rubber Company shall be deemed to have used due diligence in providing 
and collecting such insurance if it does such acts from time to time with respect 
thereto as it may then be doing currently fur the purpose of providing and col- 
lecting insurance upon its own crude rubber similarly situated. Insurance policies 
shall be subject to the inspection and approval of General Motors. 

Eleventh: Transportation, handling and storage Charges on Crude Rubber: 
General Motors shall pay to the Rubber Company, on demand of the Rubber 
Company, one-fourth of one cent per pound on all crude rubber purchased on 
appropriated pursuant to Clause Fifth herein as reimbursement to the Rubber 
Company for the agreed share of the transportation and handling expense of 
the Rubber Company on account of said crude rubber which is to be borne by 
General Motors. Said charge shall be considered for all other purposes of this 
agreement as a part of the cost to General Motors of all sueh crude rubber. The 
Rubber Company may also charge to General Motors, and upon demand of the 
Rubber Company, General Motors shall pay to the Rubber Company, reasonable 
storage charges on all crude rubber held by the Rubber Company for General 
Motors over and above a six months’ supply for General Motors’ requirements of 
tires hereunder. 

Twelfth: Delivery and Payment: All tires supplied hereinunder shall be shipped 
to the designated divisions and subsidiaries of General Motors in bulk, without 
wrappings or cartons. Terms of delivery: f. 0. b. cnrriers, the Rubber Company’s 
plants of manufacture. Terms of payment: net twentieth proximo. 

Thirteenth: Additional Taxes and Duties: General Motors agrees that the 
Rubber Company may add to the prices to General Motors of any tires supplied 
hereunder all amounts of new or additional or increased sales taxes, import 
duties, or other levies or charges impvused by any governmental authority upon 
the transactions had or materials or products handled hereunder which the 
Rubber Company shall be required to pay over and above any payments now 
required by any governmental authority upon like transactions, materials, or 
preducts. Such increase in prices shall be apportioned as nearly as reasonably 
may be to the various sizes of tires furnished hereunder. 

Fourteenth: Chauges in Specifications: It is agreed that General Motors may 
from time to time specify to the Rubber Company and cause the Rubber Company 
to make changes in the sizes and/or construction (not inconsistent with standard 
United States Royal Cord or Dominion Royal Cord tire construction and not 
impairing quality) of tires to be supplied for one or more of the respective 
varieties of motor vehicles specified in or added to “Exhibit B.” The Rubber 
Company may from time to time suggest and make changes in construction or 
compounds in line with changes in stundard construction of or compounds used 
in its United States Royal Cord and Dominion Royal Cord tires. The parties 
agree that their engineers shall cooperate in the exchange and utilization of 
advice and information relative to the practicability of any such change in size 
or construction. In case of any such changes the Rubber Company shall specify 
to General Motors resulting changes to be made in Items A, B, and C in “Exhibit 
B” and “Exhibit B” shall thereupon be changed accordingly. Thereafter the 
prices to General Motors of such newly sized and/or newly constructed tires shall 
be figured and changed in accordance with the revised “Exhibit B.” In case any 
such change shall be made applicable to shipments for which General Motors shall 
have given firm orders and/or tentative orders to supply which the Rubber Com- 
pany shall have manufactured tires hereunder, the Rubber Company shall use its 
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best efforts for a period of ninety days from the time such change becomes effec- 
tive to dispose of the tires so manufactured prior to such change and not delivered 
to General Motors, at such prices as will relieve General Motors from the payment 
of the price of such tires, without loss to the Rubber Company; provided, how- 
ever, that all tires remaining on hand at the end of such ninety day period shall 
immediately become the property of General Motors and shall be paid for by 
General Motors, on demand of the Rubber Company, at the prices to General 
Motors specified herein and said tires shall be held or disposed of for the ac- 
count of General Motors by the Rubber Company at General Motors’ direction, 
cost and expense including reasonable storage charges for holding said tires after 
one hundred and eighty days from the time such change shall have become effec- 
tive. It is understood that notwithstanding anything in this agreement to the 
contrary, should any tires remain on hand as above set forth and General Motors 
finds it cannot use them for standard or initial equipment, it may nevertheless 
take them over from the Rubber Company hereunder and dispose of them to its 
dealers, or use them as spare tires, or make such other disposition of them as it 
sees fit. 

Fifteenth: Contingencies: The parties hereto shall not be liable, the one to 
the other, for failure of performance by either under this agreement to the extent 
that such performance is prevented or delayed by governmental regulations, war, 
fire, floods, strikes, public insurrections, labor troubles, interruption of trans- 
portation facilities or shortage of fuel or raw material or by any other cause or 
causes beyond their reasonable control, and in any such contingency General 
Motors agrees to accept as full and complete performance by the Rubber Com- 
pany hereunder such quantities of tires ordered by General Motors as the Rubber 
Company is able under the circumstances to deliver. 

Sixteenth: Arbitration: All differences, disputes, or controversies as to the 
interpretation and/or performance by either party of any of the terms hereof 
shall be subject to arbitration in New York, New York. in accordance with the 
laws of the State of New York and the rules, if any, then existing of the Ameri- 
ean Arbitration Association, each party selecting at its own expense one arbi- 
trator, and in case of disagreement between them, the two arbitrators selecting 
a third arbitrator who shall make the deciding conclusion. The compensation 
of the third arbitrator, if any, and any miscellaneous expenses of arbitration 
shall be borne equally by the parties. A judgment of the Supreme Court of the 
State of New York shall be rendered on any award of the arbitrators made pur- 
suant to this paragraph and shall he entered in the County of New York. 

Seventeenth: Title to Tires: Title to all tires manufactured hereunder shall 
be and remain in the Rubber Company until they are shipped, except, however, 
that title may pass earlier under conditions mentioned in paragraph fourteenth 
hereof. 

Kighteenth: Transfer of Benefits and Obligations: This agreement shall enure 
to the benefit of and bind the respective parties and their successors in their 
respective businesses of manufacturing tires or the respective varieties of motor 
vehicles referred to herein, but may not be assigned otherwise by either party 
without the consent of the other. 

Nineteenth: Term: This agreement shall be effective for a term of twenty- 
one months, beginning January 1, 1931, and ending September 30, 1932, inclu- 
sive, and shall be automatically extended and shall continue thereafter unless 
and until terminated as of September 30, 1932, or any March 31 or September 30 
thereafter by notice in wriling of such termination given by either party to the 
other on or before the April 1 or October 1 next preceding such effective date of 
termination. Any notice serving any purpose under this agreement may be given 
by depositing the same in writing enclosed in a sealed postpaid envelope 
addressed to the party to which notice is being given at its principal office in 
New York. New York, in a United States Post Office or in any letter box regu- 
larly maintained by the United States Government, for transmittal in the mails 
to said party. 

Twentieth: Captions: The captions at the beginnings of the clauses herein 
Shall not be considered in construing any terms in this agreement. 

Twenty-first: New York Law Applicable: This agreement is executed in the 
State of New York and all questions relative to the validity, interpretation and/or 
performance of this agreement shall be resolved in aceordance with the laws of 
said State. 

Twenty-second: Acts of the Parties Throuch Subsidiaries: It is agreed that, 
except where the context herein indicates otherwise, each of the parties may do 
any acts required of it hereunder or referred to herein as its acts, through its 


STUDY OF THE ANTITRUST LAWS 2563 


divisions, subsidiaries and/or affiliated companies; and references to each party 
herein shall include, unless the context indicates otherwise, the divisions, subsidi- 
aries and/or affiliated companies of the party. 

In Witness Whereof, the Rubber Company has caused its corporate name to be 
hereto subscribed by L. D. Tompkins, its Vice President, and such signature 
to be attested and its corporate seal to be hereunto affixed by Eric Burkman, its 
Secretary, duly authorized in the premises, and General Motors has caused its 
corporate name to be hereunto subscribed by C. E. Wilson, its Vice President, and 
such signature to be attested by T. S. Merrill, its Secretary, duly authorized in 
the premises, and this agreement has been executed in the above manner in 
duplicate, all as of the first day of January 1931. 

UNITED STATES RUBRER CoMPaNY, 
By L. D. ToMPKINS, Vice President. 


Attest: 
ErIc BURKMAN, 
Secretary. 
GENERAL MOTORS CORPORATION, 
By C. E. W1ILson, Vice President. 
Attest: 


T. S. MERRILL, 
Secretary. 
O. K.’d January 30, 1931, W. F. Armstrong. 
R. E. Sheahan, January 22, 1931. 
Approved as to form, Robert E. Day, and others, January 22, 1931. 
Approved as to form: James M. Eig. 
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Mr. Harris. The matter was kept quite confidential, and we have a 
letter here enclosing a check for $1 million, which was to be delivered 
by the officer of United States Rubber to General Motors. 

This is a letter, committee exhibit 47, which is addressed by Arthur 
Surkamp, the comptroller of United States Rubber, to Sheahan, their 
agent in Detroit, dated December 31, 1936: 

DeEaB Mr. SHEAHAN: Herewith please find check to the order of General 
Motors Corp. for $1 million in accordance with your conversation today with 
Mr. L. D. Tompkins. 

L. D. Tompkins was the manager of the tire department. 

Mr. McHuceu. Mr. Harris, did the car divisions under this plan 
actually pay United States Rubber in accordance with the amount of 
the billing to them ¢ 

Mr. Harris. Well, I do not know whether the divisions did, but I 
think the checks went to United States Rubber in accordance with the 
billings to the division, I suppose, through the comptroller’s office in 
some fashion, and the difference between the two prices was in the 
form of a check, a refund or a rebate. 

Mr. McHucu. Was this rebate check sent to the various car divi- 
sions that were purchasing tires ? 

Mr. Harris. I do not think so. It would upset the whole thing, 
naturally. 

Obviously, this check is given to the agent in Detroit of General 
Motors to deliver, apparently personally. The thing is marked 
“Confidential,” I believe—‘ Personal and Confidential.” 

Senator O’Manoney. It is marked “Personal and Confidential.” 
The photostat I have does not show any letterhead. 

Mr. Harris. No, it does not, sir; it just shows “New York, N. Y.” 

Senator O’Manoney. It issigned Arthur Surkamp. 

Mr. Harris. Who is the comptroller. 

Senator O’Manoney. How do you know he was at that time comp- 
troller of United States Rubber ? 

ae Harris. I can only speak from what I probably learned at the 
trial. 

Senator O°’Manoney. From your investigation ? 

Mr. Harris. And I do say that the oflicers here who are named on 
the letter as to getting copies are the president of United States Rub- 
ber Tire Co.; William De Krafft, was on the finance committee at the 
time; and Tompkins was the manager of the tire department. 

Senator O’Manoney. So that the persons named here, including 
the addressee 

Mr. Harris. Yes. 

Senator O’Manoney. Are all rubber officials? 

Mr. Harris. Yes, sir. 

Senator OMalionry. Except Mr. Tompkins, I assume? 

Mr. Harris. No. he is the manager of the tire department. 

Senator O’Manoney. He isthe manager of the tire department ? 

Mr. Harris. This is right within the company. 

Senator O’Manoney. This isa company document ? 

Mr. Harris. That is right, sir. 

Senator O’Manoney. Transmitting a $1 million check—— 

Mr. Harris. That is right. 
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Senator O’Manoney. Payable to General Motors Corp. ? 

Mr. Harris. That is right. 

Senaor O’ManoneEy. ‘lransmitting it to Mr. Sheahan 

Mr. Harris. That is right. 

Senator O’Manoney (continuing). Of the Detroit plant of United 
States Rubber? 

Mr. Harris. That is right, sir. 

Senator O’Manoney. And there are no instructions here? 

Mr. Harris. In accordance with the conversation. 

Senator O’Manoney. Except that reference to the conversation, 

Mr. Harris. That is right, sir. 

(The document referred to follows :) 


Govt. TRIAL Ex. No. 1168 
New YorK, N. Y., December 31, 1936. 





Personal and Confidential. 


Mr. R. E. SHEAHAN, 
U.S. Rubber Products, Inc., 
Detroit Plant, Detroit, Michigan. 

Deak Mr. SHEAHAN: Herewith please find check to the order of General Motors 
Corporation for $1,000,000 in accordance with your conversation today with 
Mr. L. D. Tompkins. 

Very truly yours, 
ARTHUB SURKAMP, Comptroller. 


ec: Messrs. F. B. Davis, Jr., Wm. de Krafft, L. D. Tompkins, 
Nore.—“7 1080” is stamped in the lower right corner of the original. 


Mr. McHueu. Mr. Harris, who negotiated the rubber contract on 
behalf of the General Motors Corp. ? 

Mr. Harris. Charles E. Wilson and F. B. Davis. 

Then, shortly after that, if I might go on, a discount plan was 
drawn up May 22, 1933. 

We have a letter to General Motors from Tompkins, the manager of 
the tire department, giving special discounts and guaranteeing “in 
consideration from the guarantee of a substantial volume of busi- 
ness” —and these discounts are very 

Mr. McHucu. What committee number is that ? 

Mr. Harris. That is committee exhibit 44, and Government exhibit 
1140, and you will see—— 

Mr. McHvex. Will you please read the amounts of those discounts? 

Mr. Harris. Yes. $5 million is $250,000; $6 million is $365,000; 
$7 million is $480,000; $8 million is $595,000; $9 million is $710,0U0; 
$10 million is $825,000; $11 million is $840,000; $12 million is $1,050,- 
0V0; $18 milhon is $1,200,000; 14 milhon is $1,350,000; and $15 
million and up is $1,500,000 and up to 10 percent. 

Mr. McHvueu. That would mean on purchases by General Motors 
totaling $14 million it would receive a discount or rebate in the amount 
of $1,350,000 ¢ 

Mr. Harris. That is right. 
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(The document referred to is as follows :) 
Govr. Tg1au Ex. No. 1140 


(Letterhead of United States Rubber Products, Detroit, Mich.) 


TIRE DEPARTMENT, May 22, 1983. 
GENERAL MOTORS CORPORATION, 
General Motors Building, Detroit, Michigan. 
(Attention: Mr. C. E. Wilson.) 

GENTLEMEN: In consideration of the guarantee of a subtantial volume of 
business over a period of years resulting from an agreed fixed minimum per cent 
of General Motors requirements for tires as original equipment and spares, as 
per contract dated May 22, 1933, and such other rubber goods, exclusive of raw 
materials, as the Rubber Company may be able to supply to General Motors, 
the Rubber Company agrees to give General Motors the following discounts 
on annual collections, exclusive of taxes, by the Rubber Company from General 
Motors and subsidiaries and/or affiliated companies for all rubber products 
supplied to them by the Rubber Company. Settlements shall be made quarterly, 
or as otherwise agreed. 


OO, OO css se re a , 000 
$6 000 000 csceeee cece ee eee ee ee ce ee eke -—- 365,000 
$0,000 000 ae soe ewe ese eee eee eecoceeuets 480, 000 
$8:000,000 2 cccee erences cen Soouceecntewsueasouscesc 595, 000 
$9 000 000 2 ee te ee beeen enebee wes eadus eee 710, 000 
310 000 000 win oe ee eo on see bee 825, 
$11,000 00G@ 222-22 ees eee cect bese eos 940, 
$17,000 000 on coe eee ee i eee weds ee eeeeeees 1, 050, 000 
$15,000 :000 .osece see oe oe eee eee ee ee eeee 1, , 000 
$14,000,000 _._______ ececoete Suen uaebaseoucnkieces ~-- 1, 350, 000 
$15,000,000 and up__-.-------_--_-_-------.-.---_----- 1,500, 000 and up 10% 


It is further understood that whereas agreement dated May 22, 1933, specifies 
under Paragraph 3 that the Rubber Company will not be required to supply, 
and may refuse to supply, any tires at prices below its cost of producing said 
tires, the said stipulaton shall be interpreted, nevertheless, to mean that the 
Rubber Company will not be required to supply, and may refuse to supply, 
tires to General Motors at prices which may be below the said cost, ples ten 
per cent (10%) of the said cost. The said prices which are not to be below 
cost plus ten per cent (10%) thereof are prices arrived at before the above 
enumerated discounts. 
Very truly yours, 
/S/ WL. D. TomPpKins. 


Mr. Harris. Then that was changed again, apparently changed the 
same time; I think there was considerable confusion over that thing. 

These two documents both have the same date, but you have another 
discount table which shows pretty much the same thing, which is com- 
mittee exhibit No. 45, Government’s exhibit No. 1141, and it works 
out the discounts. 

(The document referred to is as follows :) 


Govt. TrraL Ex. No. 1141 
(Letterhead of United States Rubber Products, New York) 


May 22, 1933. 
AJENERAL Motors CORPORATION, 
Detroit, Mich. 

GENTLEMEN: Our signatures below indicate our mutual agreement to the fol- 
lowing: 

In consideration of the guarantee of a substantial volume of business through 
a period of years resulting from an agreed fixed minimum percentage of General 
Motors and its subsidiary and affiliated companies’ requirements of tires as 
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original equipment and spares as per contract dated May 22, 1933, and such 
other rubber goods, exclusive of raw material, as the Rubber Company may be 
able to supply to General Motors and its subsidiary and affiliated companies, the 
Rubber Company agrees to give General Motors the following discounts on annual 
collections, exclusive of taxes, by the Rubber Company from General Motors and 
its subsidiary and affiliated companies for rubber products supplied to them by 
the Rubber Company. Settlement shall be made annually. 


$10,000,000___.._--.--.---- $825, 000 
SD OO OO ae ap A ee ns et a ae en 940, 000 
1 000 000 ee ee ee a 1, 050, 000 
1 OO OOO a8 a ee ON re at 1, 200, 000 
Bh OO 0 a ah ee 1, 350,000 
$15,000,000 and up____ ~~~ 1, 500, 000 and up 10 percent 


It is further understood that whereas the agreement dated May 22, 1933, 
specifies in clause 3 that the Rubber Company will not be required to supply tires 
at prices below its cost, the said stipulation shall be interpreted to mean that the 
Rubber Couinpany will not be required to supply tires at prices which, after the 
discount provided above, or a portion thereof, result in selling below cost. The 
intention is to assure the Rubber Company, out of its aggregate price for tires sold 
under the contract, at least its cost. This intention is explained by the following 
examples: 


A 
(1) Assumed net billing price for the year, excluding excise and 
Droc@Ssing ‘tAX 22022004 oe oe ee el oe, $16, 000, 000 
(2) Resulting discount, per tabulation above____________-______ 10 percent 
(3). ASSUMed -COSU sos oon ee oe eee eee Se eee $14, 000, 000 
(4) Resulting dollar value of 10 percent discount__--____--.-_____ 1, 600, 000 
(5) Assumed net billing price, less resulting discount_._..__.....__ 14, 400, 000 


(Since this last figure is above assumed cost, the full 10 percent would be 
allowed. ) 


B 
(1) Assumed net billing price for the year, excluding excise and 
PrOCOSSING 10X35 oe ee ee ee be eee $16, 000, 000 
(2) Resulting discount, per tabulation above___________--___-__-- 10 percent 
(3) -ASSUMICd COSts 2252208 3 oo de oe ete ete eces $15, VOU, 000 
(4) Resulting dollar value of 10 percent discount_.__.-__._._____ 1, 600, 000 
(5) Assumed net billing price, less resulting discount._..-..-_-_. 14, 400, 000 


(Since this last figure is below assumed cost, the full 10 percent would not be 
allowed, but only the difference between (1) and (3), or $1,000,000, which is 
6.25 percent, would be allowed.) 

UNITED STATES RUBBER COMPANY, 
By /S/ L. D. Tompxins, Vice President. 


Attest: 
/S/ Exro BurRKMAN, 
Secretary. 
GENERAL Motors Corporation, 
By /S/ C. E. Wixson, Vice President. 
Attest: 


/S/ T. S. MErRRIx1, 
Secretary. 

Mr. McHveu. Mr. Harris, what was the reason for the fact of this 
rebate not being made known to the various car divisions which are 
mc A eee the tires ? 

Mr. Harris. Well, I do not know that any reason was stated. I 
could give an opinion that the participants did not want it generally 
known, did not want it known, perhaps, to other tire companies what 
prices they were making. I think that probably was brought out; I 
think we questioned on that. 

Mr. McHucu. It was stated—— 
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Mr. Harris. It was stated, I might say, by Mr. Wilson that because 
of the price, favorable price, that General Motors got from United 
States Rubber, it got a more favorable price from a competitor of 
United States Rubber for the Chevrolet, for instance. 

Mr. McHucu. By that are you saying that as a result of these 
arrangements which General Motors had with United States Rubber, 
it was successful in causing other tire manufacturers to lower their 
prices to General Motors? 

Mr. Harris. I think Mr. Wilson so stated. 

I might say briefly that these contracts were in effect, as appears 
from committee exhibit 54—you first had your contract in 1931 on 
the ABC formula; in 1932 and 1933 you had the same formula, that 
is, the rubber and cotton; 1934, 1935 and January through July of 
1936 you had a price which should be the lowest competitive level, 
sess the annual volume discount, with a provision, however, that 
United States Rubber would not have to sell for less than cost plus 
10 percent; from August, 1936 to January 31, 1942 you have that 
same arrangement. : 

fe the war I doubt whether there were contracts; I do not re- 
call now. 

In 1946, 1947, and 1948 you had firm orders, not contracts, and the 
last contract we have is the 1949 contract, and that was for 64 percent 
for most divisions. 

Mr. McHucn. What was the last year? 

Mr. Harris. That is 1949. That. is committee exhibit 48. 

(The document referred to is as follows:) 


Govt. TRIAL Ex. No. 1198 
[Letterhead of General Motors Corporation, Office of the Secretary ] 


File No. 14362. 
BETWEEN U. S. Ruspner COMPANY AND GMC 


Subject: Contract dated 3-1-49 covering tires and tubes: 
Date: 
Term: 
Time for Performance: 
Amount: 
Method of Payment: 
Opinions Notices and Remarks: 
Received from: Purchasing. 
Secretary By jm. 
Execution Approved by Legal Department: 
Secretary By ———. 
Recorded: 4-29-49. 
Treasurer By ———-. 
Indexed : 





Secretary By 


[Letterhead of General Motors Corporation, General Motors Building, 
3044 West Grand Boulevard, Detroit 2, Michigan] 
Marcu 1, 1949. 
UNITED STATES RUBRER COMPANY, 
6600 East Jefferson Avenue, Detroit 7, Michigan. 
(Attention: Mr. Walter D. Baldwin.) 

GENTLEMEN: Confirming our discussion, we beg to advise that we will pur- 
chase from your company for the period from March 1 to August 31, 1949, at the 
prices set forth in Schedule A attached hereto and subject to the terms and con- 
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ditions of purchase set forth in Schedule B attached hereto, the following re- 
quirements of tires and tubes for original equipment for motor vehicles manu- 
factured by the following Divisions of General Motors Corporation during the 


aforesaid period of time: 
Percent of 


Requirements 
Buick Motor Division___._--_________- 
Oldsmobile Division___.__.--___-_-___ 
Pontiac Motor Division__._._-____-__-_-_- 
Cadillac Motor Car Division._-_-_.._-__-__----_ 
Chevrolet Motor Division: 
PPaSSON POR CAT (81208256 ee ea ee eee es Saws 50 
(LIUCK SIZ@R aus bee ee ee oe eon ton eee dees Seat eeS 5D 
GMC Truck and Coach Division : 
Passenger “Car Sizes... 252535 oso ee eee ee ed 64 
Truck: and coach ‘sizeS8i222. oe eee eek ee ek 55 


bece 


SCHEDULE A—To LETTER AGREEMENT DATED 3-1-1949 BETWEEN U. S. RUBBER 
COMPANY AND GENERAL Motors CORPORATION 


Size Size 
Passenger-High Pressure: Price| Truck and Bus: Price 
600-16-6 Black ~....----._- 9. 22 WY 410 -O ec c eee ee 12. 34 
600-18-6 Black ~----_..--_ 12. 50 Be 8 ee eh ee 14. 40 
650-16-6 Black .--...__--~- 10. 25 650—20-6_ ~~ 14. 43 
750-16-6 Black ~~~. 14. 26 G90-20-8 = fis ee See 17. 05 
750-16-6 White... _-.- 16. 39 700—16-6_ ~~~ 13. 32 
Passenger-Low Pressure: (O06 sc ee 15.11 
670-15—4 Black ~~... 7. 64 (OO-1 (Baw cece ee seeeese ee 18. 02 
670-15-4 White. -____-____- 8. 78 T0G-18-8 25 oe Sk 18. 85 
670-15-6 Black _.-.-----__- 9. 66 . §OO-20+ Be i ete eece ees 18. 89 
670-15-6 White______--___- 11.11 100-2010 ooo hc bs 23. 79 
710-154 Black -___~_--___- 8.07 (0016-6 pace se cason eeu 15. 75 
710-15-4 White___-________- 9. 28 100-16-8 ene se tec cel eeecs 17. 39 
710-15-6 Black -.._-_---_- 10, 28 750-17-8__~----- 18. 66 
710-15-6 White____--______ 11. 82 100-208 sec sesk ee eee 21. 66 
760-15-4 Black ~~~ __- 8. 64 (OU TeU NO So eee os Ss ec 29. 02 
760-15-4 White__-________- 9. 94 825-16-10... 33 ec cccececes. 28. 53 
760-15-6 Black ____-_-~___- 11. 65 825-20-10 on ee eek 32. 64 
760-15-6 White____-_______ 13. 40 829-20 on ae werieeetseee cai. 36. 59 
$00—-15—-4 Black ~~ .--.___ 9. 50 900-20-10_-.--- 38. 19 
800-15—-4 White____--______ 10. 91 TO00= 20-12 oe es 49. 99 
820-15—-4 Black ~~. 9. 80 1000-22-12__202 2 53. 05 
S820-15-4 White____________ 27 TOG 2021 2 soe a ae 56. 06 
820-15-6 Black ~.-___--____ 12. 37 1100-22-12_ 2-2 59. O+ 
$20-15-6 White ____________ 14. 23 D100 24-122 eee 63. 50 
890-15-6 Black __._________ 15. 25 1200-20-14__~ 20 76. 02 
S90-13-6 White__._--._____ 17.55 1200-24-14___-_ 89. 33 


Prices shown above include casing and tube and flap where required. 

Prices shown above do not include Federal Excise Tax. 

Prices shown above are net F. O. B. point of shipment; freight prepaid and 
charged on the basis of F. O. B. point of shipment or on basis of equalizing to 
carload rate from the nearest competitive manufacturing shipping point, which- 
ever is lower. 

This Schedule A may be modified in writing from time to time to include 
additional tire sizes, types, and/or brands at prices to be agreed upon by the 
parties hereto. 


SCHEDULE B 
To Letter Agreement between General Motors Corporation (hereinafter called 


‘“Buyer”) and United States Rubber Company (hereinafter called “Seller’’) 
dated March 1, 1949 


TERMS AND CONDITIONS OF PURCHASE 


1. Terms: Payment terms are net 25th prox. 
2. Freight: All deliveries are f. o. b. point of shipment; freight prepaid and 
charged on basis of f. o. b. point of shipment or on basis of equalizing to carload 
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rate from the nearest competitive manufacturing shipping point, whichever is 
lower. 

3. Billing Instructions: Seller agrees that bills of lading or other shipping 
receipts, packing slips, invoices, etc., will be handled by Seller in accordance 
with instructions issued by the Buyer. 

4. Schedules: Deliveries shall be made as specified by the Buick, Oldsmobile, 
Pontiac, Cadillac Motor Car and/or GMC Truck & Coach Divisions of Buyer 
on such Divisions’ regular purchase orders and shipment releases, without 
charge for boxing, crating, cartage, or storage, suitably packed to secure lowest 
transportation cost and in accordance with the requirements of common Car- 
riers. Buyer will have no liability for payment for material or items delivered 
to Buyer which are in excess of quantities specified in the delivery schedules. 
Buyer may, from time to time, change delivery schedules or direct temporary 
Suspension of scheduled shipments. 

5. Contract: Michigan Contract and Non-Assignment: This contract is to be 
construed according to the laws of the State of Michigan, and is nonassignable 
by the Seller. 

6. Excusable Delays: Seller shall not be liable for delays or defaults in deliv- 
eries due to causes beyond its control and without its fault or negligence. If 
at any time Seller has reason to believe that deliveries will not be made as 
scheduled, written notice setting forth the cause of the anticipated delay will 
be given immediately to Buyer. 

7. Warranty: Seller expressly warrants that all the material and work cov- 
ered by this order will conform to the specification, drawings, samples, or other 
description furnished or specified by Buver, and will be merchantable, of good 
material and workmanship and free from defect. Seller expressly warrants 
that all the material covered by this order which is the product of Seller or is 
in accordance with Seller’s specifications, will be fit and sufficient for the 
purposes intended. 

8. Cancellation: Buyer reserves the right to cancel all or any part of the 
undelivered portion of this order if Seller does not make deliveries as snecified 
in the schedules, or if Seller breaches any of the terms hereof, including the 
warranties of Seller. 

9. Inspection: All material shall be received subject to Buyer's insnection 
and rejection. Defective material or material not in accordance with Buyer’s 
specifications will be held for Seller’s instruction and at: Seller’s risk and if 
Seller so directs, will be returned at Seller’s expense. No goods returned as 
defective shall be replaced without a new order. Payment for material on 
this order prior to inspection shall not constitute an acceptance thereof. 

10. Change in Specifications: Buver reserves the right at anv time to make 
changes in drawings and specifications as to any material and/or work cov- 
ered by this order. Any difference in price or time for performance re- 
sulting from such changes shall be equitably adjusted and the contract shall 
be modified in writing accordingly. 

11. Materials Furnished by Buyer: Any material furnished by Buyer, on 
other than a charge basis in connection with this order, shall be deemed as 
held by Seller upon consignment. All such materials not used in the manu- 
facture of the products covered by this purchase order shall, as directed, be 
returned to Buyer at Buyer’s exnense. All such materials not so accounted 
for or so returned shall be paid for by Seller. 

12. Remedies: The remedies herein reserved shall be cumulative, and addi- 
tional to any other or further remedies provided in law or equity. No waiver 
of a breach of any provision of this contract shall constitute a waiver of any 
other breach, or of such provision. 

13. Patents: By accepting this order, seller guarantees that the material 
hereby ordered and the sale or use of it will not infringe any United States or 
foreign letters patent, and seller agrees to defend, protect and save harmless 
buyer, its successors, assigns, customers, and users of its products, against all 
suits at law or in equity, and from all damages, claims and demands, for actual 
or alleged infringement of any patent by reason of the sale or use of the material 
hereby ordered. 

14. Advertising: Seller shall not, without first obtaining the written consent 
of buyer, in any manner, advertise or publish the fact that seller has contracted 
to furnish buyer the material herein ordered, and for failure to observe this 
provision, buyer shall have the right to terminate the contract resulting from 
the acceptance of this order without any obligation to accept deliveries after 
the date of termination or make further payments except for completed articles 
delivered prior to termination. 
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15. Insolvency: Buyer may forthwith cancel the contract resulting from the 
acceptance of this order in the event of the happening of any of the following: 
Insolvency of the Seller; the filing of a voluntary petition in bankruptey ; the 
filing of any involuntary petition to have Seller declared bankrupt provided it 
is not vacated within thirty (30) days from the date of filing: the appointment 
of a Receiver or Trustee for Seller provided such appointment is not vacated 
within thirty (30) days from the date of such appointinent, the execution by 
Seller of an assignment for the benefit of creditors. 

Mr. McHvucu. What was the last year, Mr. Harris, during which 
rebates were granted by United States Rubber to General Motors? 

Mr. Harris. Well, these terms, lowest competitive level, less an- 
nual volume discount, you see, you have come away from the formula 
price in rubber and cotton that was left behind in 1984; you have 
now come to a price which is at the Jowest competitive level, and it is 
a pure discount, not a rebate, because you are using the price that 
was made, I think, by the four principal tire manufacturers, and 
United States Rubber was required to meet that, and then to give 
discounts after that. Whether that was secret, I do not know. 

Mr. McHven. So that these are discounts—— 

Mr. Harris. They are discounts. 

Mr. McHvuen (continuing). Over the lowest competitive price. 

Mr. Harris. That is right, sir; with the proviso that United States 
aie does not have to sell at cost plus 10 percent lower than 
value. 

Mr. McHueu. Would that indicate, Mr. Harris, that the General 
Motors Corp. was obtaining tires at prices lower than other car manu- 
facturers were paying for tires? 

Mr. Harris. I do not know what deals they were making; they may 
have made deals, too. They were obtaining a discount, they were 
obtaining a discount from the lowest competitive price; whether 
other companies got the same sort of thing, I cannot tell you. 

Mr. McHucen. Mr. Harris, what was the highest percentage of 
General Motors’ requirements that United States Rubber ever fur- 
nished under these contracts ? 

Mr. Harris. Apparently from this chart, which is committee ex- 
hibit 54, it does not look as though there was very much difference. It 
seemed to run 60 to 70 percent, I see by my figures here. 

For instance, in 1931 Cadillac-La Salle gives 15 percent of its re- 

uirements, whereas in 1934 it gives 20 percent of its requirements. 

ut another company that was giving 50 percent of its requirements 
gives 30 percent of its requirements. I figured it out on the chart; it is 
about 60 to 70 percent of their entire requirements. 

Did you wish to go into— 

Mr. McHven. Mr. Harris, did you ever discover any evidence in 
your investigation that the Du Pont Co. required its divisions or em- 

ee 1 purchase their automotive requirements from the General 
otors $ 

Mr. Harris. A series of documents 

Senator O’Manoney. May I interrupt at this point? Before you 
go to that, Mr. McHugh, I want to return for a moment to the consid- 
eration of document No. 4. This was the history of the Du Pont 
Co.’s investment in General Motors Corp. beginning in the year 1917 
and proceeding through succeeding years, ending in 1921. 
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On page 8 of that document when you were describing one of the 
intercompany transactions on page 7, the recitation was made: 

Under date of May 5 authorization was given to exchange all of our shares 
of General Motors common stock at the rate of 1 for 10 for the no-par value 
stock of that corporation, as provided for in the amendmrents to their certificates 
of incorporation. 


Then on th next page: 


Under date of June 9 we sold 125,000 shares of no-par value General Motors 
stock to J. P. Morgan & Company at $20 per share. 

The Library of Congress which we asked to check upon the market 
price—I raised the question with you at the time—— 

Mr. Harris. Yes. 

Senator O’Manoney (continuing). Has reported to me that on 
June 9, 1920, the General Motors stock market price was bid $26 per 
share, asked $2614 

Mr. Harris. Mr. Morgan was getting something. 

Senator O’Manoney (continuing). Closing $26. 

Mr. Harris. Very interesting, Senator. 

Senator O’Manoney. The next item concerning which I made in- 
quiry at the time was the sale of the stock to Mr. Durant. 

Mr. Harris. Oh, yes. 

Senator O’Manoney. The paragraph read: 


Under date of November 1920— 


we are dealing, of course, with the year 1920-—— 

Mr. Harris. That is right. 

Senator O’Manoney (reading) : 
it became necessary to relieve Mr. W. C. Durant of approximately 2,600,000 
shares of no-par value General Motors stock at $9.50 per share. To finance this 
transaction the Du Pont Securities Co. was incorporated. This new company 
was authorized to issue 20 million 1-year 8-percent collateral notes— 
and so forth. 

So when they were offering to buy Mr. Durant’s stock of approxi- 
mately 2,600,000 shares at $9.50 a share on November 19, the stock 
market price that day was bid $13, asked $13.50, closing $1314. 

Mr. Harris. Very interesting, sir; that is something we did not 
learn. 

Senator O’Manoney. The committee will stand in recess until 2 
o’clock. 

(Whereupon, at 1 p. m., the subcommittee recessed to reconvene at 
2 p. m., of the same day.) 





AFTERNOON SESSION 


Senator O’Manoney. Let us proceed, Mr. McHugh. 

Mr. McHvucu. Mr. Harris, did the Du Pont and General Motors 
corporations ever engage in any type of joint activities in the develop- 
ment of any chemical products? ' 


STATEMENT OF EWART HARRIS—Resumed 


Mr. Harris. Yes; they engaged in the development of tetraethyl 
lead; at least the manufacturing was done by Du Pont. The develop- 
ment in the first instance was done by General Motors. There was 
also some by Standard Oil. 
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Tetraethy] lead, as you may know, is an antiknock compound. 
General Motors had been looking for that sort of thing for quite a 
while, and around 1920 they came up with a formula which used bro- 
mine. Bromine at the time was in very scarce supply. However, a 
contract was given to Du Pont to proceed with manufacture under 
the bromine patents. It did so. 

About the same time, a little later, Standard Oil developed a process 
using chloride. Chloride was very much cheaper, very much more 
plentiful, and was obviously the method that should be used. How- 
ever, Standard Oil wanted to manufacture as well as distribute. Du 
Pont Co. did not want Standard Oil to manufacture, didn’t want any- 
body to manufacture but itself. 

Sloan of General Motors, the owners of one set of patents, became 
a sort of mediator between Du Pont and Standard Oil on the manu- 
facturing question, and on June 27, 1924, exhibit 55, Mr. Sloan wrote 
to Mr. Irénée du Pont stating that he had given the thing a lot of 
thought, he was most happy and entirely satisfied— 
to leave the matter entirely in your hands and the only thought that I have 
given in any other direction is simply to give due consideration to the psychologi- 
eal side and the opinion of our partners, the Standard Oil Co. of New Jersey, in 
the enterprise. 


Then he goes on suggesting that— 
we— 
meaning the Du Pont Co.— 


should immediately lay down a 1,000-gallon-a-day tetraethy] lead plan under your 
supervision at deep water, and make some sort of a deal concerning which I 
wrote you. 


The other suggestion that Mr. Sloan made was that— 
for psychological reasons— 
reading from the second page— 
we should permit the Standard Oil Co. 


Senator O’Manoney. Pardon me. You stopped reading that very 
interesting sentence in the middle: 


and make some sort of a deal concerning which I wrote you yesterday that is 
satisfactory to all parties—and there will be no difficulty as to this—which will 
serve to protect the capital you put into the enterprise and give you a reasonable 
return on the capital employed. 


Mr. Harris. Mr. Sloan was looking after the Du Pont interest, 
apparently. 


We should then give thought to the development of an additional plant, in my 
judgment located elsewhere but under your supervision, for something like 500 
gallons. Perhaps by the time we get into it we might think it desirable to make it 
1,000 gallons. 

For psychological reasons we should permit the Standard Oil Co. of N. J. to 
expend $35,000 or $40,000 of their own money to experiment with the 100-gallon- 
a-day outfit in one of their plants, I believe in Bayway, in a building which they 
could use temporarily for the purpose. This will serve to satisfy them from the 
psychological standpoint and it is certain that it will be impossible to operate 
such an experimental plant successfully when the larger units are running, but 
it will give them a means to work out their viewpoint which certainly can do 
us no damage when we approach it from the bigger way. 

Any further thought of developing any real production other than under the 
auspices of the Du Pont Co. will be deferred until some later time. 


This is Mr. Sloan of General Motors writing. 
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Mr. McHouecu. Mr. Harris, were there patents acquired by anyone in 
connection with the tetraethy] lead ? 

Mr. Harris. Yes; there were patents on both Pee I believe, on 
the bromine and on the chloride. I might say that this Bayway plant 
had a very tragic sequel. The plant started operating under Standard 
Oil Co., and a number of lead poisoning cases developed, and it be- 
came widely publicized and develo almost a national scandal so 
that the Surgeon General of the United States intervened, and all 
manufacture of tetraethyl lead was stopped. It was stopped for about 
11 months or more, and when it was resumed there was no Standard 
Oil manufacturing tetraethy] lead, it was only Du Pont. And that 
continued during the life of the patents. 

Questions arose between the Du Pont Co. and Standard Oil as to 
price, and again Mr. Sloan came to the front. He said in a letter, 
committee exhibit 57, Government exhibit 704, February 8, 1926: 


I am not now in harmony, and never have been, with the discussion with your 
company— 


that would be the Standard Oil or Ethyl— 


regarding the cost of tetraethyl lead. So far as I am concerned, if you tell us 
what it should be, I would be satisfied to accept it as being a proper and con- 
structive price based upon a fair cost of manufacture with a reasonable allowance 
for all the hazards that we are going into and I am perfectly satisfied to-base our 
commercial program on such price as you might name knowing that it is to your 
interest as well as ours to get the price down as low as is consistent. On the 
other hand, you must recognize that I am essentially, or at least believe and 
hope I am, a member of the Du Pont family and having, rightly or wrongly, 
formed this association with our friends the Standgard Oil Co. of New Jersey and 
they knowing my position, it places me in a very embarrassing situation. 

And finally he said as to price, on the second page, that he has 
been discussing the matter with Standard Oil and he thinks that Du 
Pont is undoubtedly right. 

Mr. McHvueu. Mr. Harris, is the Ethyl Corp. merely to be a dis- 
tributor of tetraethy] lead ? 

Mr. Harris. Yes. It was to sel] tetraethyl lead. The manufacture 
was to be done by Du Pont under a contract with the Ethyl Corp. 
The Ethyl Corp. was formed 50 percent each to Standard Oil and 
to General Motors, and they were the operating company and Du 
Pont manufactured under license from tetraethyl lead during the 
entire lifetime of the patent. 

Mr. McHvucu. Under what circumstances, Mr. Harris, did Stand- 
ard Oil come into this picture ? 

Mr. Harris. By the discovery of the chloride process. They had 
their own research going on and their chloride process was far more 
commercially available and far more commercially valuable than the 
bromine process. 

Mr. McHvueu. Were there patent conflicts between Standard Oil 
Co. and General Motors ? 

Mr. Harris. Oh, no, apparently not, because it looks like very early 
in the game the Du Pont and General Motors interests were very 
glad to take over the chloride process. The chloride process became 
the principal process. 

Mr. McHuen. And then after Du Pont took over the manufacture 
under these patents, the Standard Oil Co. did no manufacturing of 
tetraethy] lead ? 
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Mr. Hargis. No, not after Bayway. Then the life of the patents, 
of course, eventually expired. 

In view of the actual expiration of the patent, a contract was drawn 
up that each party, meaning the Du Pont Co. and the Ethy! Co., 
should give to the other all the know-how of each party, so that at 
the end of the patent period Ethyl would be able to manufacture as 
well as Du Pont. | 

Mr. McHvucu. Approximately when would these patents expire? 

Mr. Harris. 1947, if think, was the time. You see, it would be about 
a.14- or 16-year period. 

What happened at the end of the patent period was that Du Pont 
had built a plant which it turned over to Ethyl which had about two- 
thirds of the total capacity for the manufacture of tetraethy] lead 
and Du Pont had a plant which turned out about one-third of the 
capacity, and at the end of the patent period the entire capacity was 
being turned out by these two plants. 

The customers of Ethyl, of course, were the oil companies, and 
when the division came, Du Pont took its share of Ethyl customers. 

The fact was, of course, that these plants did no more than supply 
the demand. It wasn’t a case of any real competition, it was just 
two plants that were available to supply a tremendous demand for 
the compound. It was stated that there was no price competition 
between them. | 

Mr. McHoveun. Did any other companies ever go into the manufac- 
ture of tetraethyl lead after the expiration of these patents? 

Mr. Harris. None that was brought out. Whether they have since, 
I don’t know. 

(Committee exhibits Nos. 55 and 57 are as follows:) 


(Government Exhibit 661. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter ) 


GENERAL Morors CorPorRATION, 
New York City, June 27, 1924. 
Mr. IRENEE Du PONT, 
President, E. I. du Pont de Nemours &€ Company, 
Wilmington, Delarcare. 


My Dear IRENEE: I have your letter of June 26th confirming our telephone 
conversation. 

AS I told yon over the telephone, I have given this thing a lot of thought and 
1 would be most happy and entirely satisfied to leave the matter entirely in your 
hands and.the only thought that I have given in any other direction is simply to 
give due consideration to the psychological side and the opinion of our partners, 
the Standard Oil Company of N. J. in the enterprise. Naturally, they have their 
viewpoint. They are contributing in a large way to the commercial side of the 
tetra-ethyl lead development and for that reason I am bound to listen to what 
they have to say. 

I feel, therefore, that what we ought to do is substantially as follows and I 
wrote you somewhat along these lines yesterday. 

1. We should immediately lay down a 1,000 gallon a day tetra-ethy] lead plant 
under your supervision at deep water, and make some sort of a deal concerning 
which I wrote you yesterday that is satisfactory to all parties—and there will 
be no difficulty as to this—-which will serve to protect the capital you put into 
the enterprise and give you a reasonable return on the capital employed. 

2. We should then give thought to the development of an additional plant in 
my judgment located elsewhere but under your supervision, for something like 
500 gallons. Perhaps by the time we get into it we might think it desirable tuo 
make it 1,000 gallons. 
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3. For psychological reasons we should permit the Standard Oil Company of 
N. J. to expend $35,000 or $40,000 of their own money to experiment with the 
100 gallon a duy outfit in one of their plants, ] believe in Bayway, in a build- 
ing which they could use temporarily for the purpose. This will serve to satis- 
fy them from the psychological standpoint and it is certain that it will be im- 
possible to operate such an experimental plant successfully when the larger units 
are running, but it will give therm a means to work out their viewpoint which 
certainly can do us no damage when we approach it from the bigger way. 

4. Any further thought of developing any real production other than under 
the auspices of the du Pont Company will be deferred until some later time. 

I really feel that the weight of the argument in favor of a geographical separa- 
tion of units is absolutely essential because you must not fail to appreciate, 
assuming that no other antiknock material is developed in the meantime and 
that we have the field to ourselves that in the event of universal distribution 
Which ought to come fairly promptly with the advent of the high compression 
engine, a contingency would arise whereby the whole automotive industry would 
be dependent upon tetra-ethyl lead, and irrespective of what any individual 
pinion might be as to the propriety of putting all our eggs in one basket, I feel 
sure that none of us would want to carry such a hazard because it is not incon- 
ceivable that a fire, a strike or some other catastrophe that could not be forecast 
might put the plant out of business for even a short time and if the supply at 
that time is not enough to carry over the interval, every motor car in the United 
States would be out of business. All this, of course, is full of assumptions, 
nevertheless, if we are successful in what we are attempting to do it is a contin- 
gency that we must recognize. 

So far as I am concerned I am absolutely confident that with the experimental 
work behind us and a suitable cost established and a routine definitely established 
as well, that there is no reason at all why you should not be able to make a lower 
price than anyone else and at the same time make a larger return on the capital 
employed. Mr. Howard feels that way, too. 

Wilt you kindly advise me if this entirely satisfactory, at lecst for a temporary 
argument. 

Very truly yours, 
(S) ALFRED P. SLoan, Jr. 

APAJr./K. 


Note.—At lower right of both pages is written “GMC 1622A”; at upper right 
of first page is written “Or. Chem. Depts. General File’ beneath which appears 
an illegible initial. 


(Government Exhibit 704. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
(Official Court Reporter ) 


FEBRUARY 8, 1926. 
Mr. IRENEE DU PONT, 
President, E. I, duPont deNemours & Company, 
Wilmington, Delarcare. 


My Dear IrRENEE: I have your very kind letter of February 5th dealing with 
certain phases of the Ethyl Gasoline situation. 

I have felt for some time that you were, in a way, out of harmony with the 
way things were develuping and I do not know as I blame you. There are many 
things which I am out of harmony with myself. Your letter gives me an 
opportunity to express my opinion confidentially on various things which I will 
do in a letter because it is so hard to get an opportunity to sit down and discuss 
them personally. 

F.rst: 1 am not now in harmony, and never have been, with the discussion 
with your company regarding the cost of tetra ethyl lead. So far as I am con- 
cerned, if you tell us what it should be I would be satistied to accept it as being 
a proper and constructive price based upon a fair cost of manufacture with a 
reasonable allowance for all the hazards that we are going into and I am per- 
fectly satisfied to base our commercial programs on such price as you might 
name, knowing that it is to your interest as well as ours to get the price down 
as low as is consistent. On the other hand, you must recognize that I am essen- 
tially, or at least believe and hope I am, a member of the duPont family and 
having, rightly or wrongly, formed this association with our friends the Stand- 
ard Oil Company of N. J. and they knowing my position, it places me in a very 
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embarrassing situation and I have felt, therefore, that I could help more in an 
indirect way by keeping my mouth shut. I was never in favor of the Standard 
Oil Company of N. J. going into the manufacture of tetra ethyl lead, but I felt 
that they never would get it out of their system unless they did go into it and 
when they established their record I felt that they would look at it differently 
than they had before, but apparently they do not seem to yet entirely appreciate 
all the facts in the case. Hecwever, I am sure that this will work itself out al- 
though it is a little disagreeable in the meantime. 

Second: With all due respect to your judgment, I frankly and honestly do differ 
with you on the question of the hazard. I did feel and still feel that it was the 


right thing to withdraw from the market and I presume you still think that it 
was the wrong thing to do. If our responsibility was to be limited to Ethyl 
Gasoline Corporation, it would be one thing, but in the case of General Motors 
we must maintain the good-will of the public for the sake of our car products 
and in view of the position we were placed in by attacks which we did not have 
the ammunition to meet, I felt that in deference to public opinion and to our 
own position, we should retire until we knew more conclusively where we were 
at. Now we come to the point where we can go ahead and the same considera- 
tion actuates me. I think that we should confine the handling of the concentrated 
material in as few places as possible. I do not think we should go so far as to 
eonfine it to the refineries. As a matter of fact, I know in a pratical way we will 
not do that. I do think, however, that we should eliminate the small pumps at 
the service station and the larger pumps on the tank wagon and that if it is 
worth going into at all it is worth going into so that we eliminate those particular 
hazards at least and I am sure that all our customers will agree with us on this 
and that we can go ahead on that basis altho perhaps not quite so fast. I agree 
with you that with organization you can do anything, at the same time the ex- 
pense and the practical workout must be considered and, frankly, I should hate 
very much, if we can work it out any other way, to go back to a tank wagon 
mixing proposition. If our customers will not do it any other way and it is either 
that or nothing, then let us consider the hazard of that and decide our situation, 
but in the meantime if we can go ahend in a better way even in the face of a little 
delay, isn’t that the better procedure? 

Thir'}: Regarding price. I have been discussing this matter with the Standard 


Oil people and [ think you are undoubtedly right. As a matter of fact, the price 
was set two or three years ago when we first started und has been carried at 
cost and nobody has raised the question. Now all these questions come up and 
I see no reason why we should specify the price and I think that that position 
will prevail. 

Fourth: When it comes to standardization, we should consider that matter 
further and I am sure it will be considered. Recognizing that any use of tetra 
ethyl lead must mean that the gasoline is ethylized gasoline irrespective of 
amount, if we sell tetra ethyl lead without any standard it would seem to me that 
a user purchasing the material would get a varying degree of satisfaction from 
nothing up to very complete satisfaction, depending upon how much tetra ethyl 
lead was used and, therefore, the term ethylized gasoline would not mean very 
much and would soonor or later become discredited. It may be that that would 
not happen, but certainly if we have no prescribed standards in other things of 
manufacture it usually results in deterioration of the products. On this point 
it occurred to me that we might adopt a standard for anti-knock and maintain 
that standard and then we might sell tetra ethyl lead at a lower standard and 
not call it ethylized gasoline, but the weakness of this is that I imagine the posi- 
tion would be taken that the use of any amount of tetra ethyl lead would have to 
carry the precautions incident to the full quantity, at least to a degree, and it 
would be hard to distinguish one from the other. Frankly, I do not exactly see 
how we can get anywhere unless we do adopt a standard, making that standard 
what commercially seems to be the best. However, that also will be considered 
more fully. 

Fifth: I have had so much experience in the past few years in co-ordinating 
components which were more or less in conflict and which were rather inde finite 
at the best, that altho I felt rather discouraged at the end of our meetirg the 
other day, nevertheless it was no different than a good many other meetings I 
have attended. I feel that there is a much better way to handle the property 
than the way it was handled the other day and I suggested to Mr. Webb that 
we ask the Standard Oil Company to appoint a man and that we will appoint a 
man to act as an Executive Committee and see if we can not formulate more 
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thoroughly our programs so that those points that have to go to the Board can 
be taken up after the principles have been more carefully worked out and a 
consensus of opinion developed before the meeting, both for the sake of conserving 
time and getting a more definite result. 

To sum up the situation, I should be very much disappointed if you decide to 
withdraw from the picture at this time. I think that by working together a little 
more closely we can iron out many of these difficulties. I do not think it is the 
desire of any party to the picture to be arbitrary or to want to go one way as 
against another. I feel that there is nothing that is desirable for Ethyl Gasoline 
Corporation but what can be adopted and I have always found, outside of the 
relations with you, which I frankly think have been somewhat unreasonably han- 
dled, the attitude of our friends the Standard Oil Company to be helpful and 
constructive and we have always been able to do what we wanted to do if we 
were sure enough of our position to take a strong position. 

Very truly yours, 


APSJr./K. 

Note.—In right margin above text of letter appears a routing stamp containing 
initials “A. P. S.,” “J. L. P.,” “H. M. C.,” “EF. C. H.,” “A. K. H.,” “L. R. B.,” 
“A. T. B.,” “W. F. A.”; check marks appear opposite the initials “A. P. S.” and 
“A. T. B.”; check mark and underlining are by hand; italics indicate handwriting. 

Mr. Harris. We had a document which was marked “Government 
Tria] Exhibit 834.” It doesn’t show a reporter’s figure on it, so 
whether it was introduced in evidence or not, I am doubtful. 

Mr. McHvuexu. What Senate number is that? 

Mr. Harris. That is Senate No. 61, and this purports to show the 
distribution of profits in thousands of dollars for the year 1942 to the 
year 1947, from which it appears that the net sales totaled $1,079,- 
019,000 during that period, the net income $207,655,000. 

Mr. McHueun. That is from 1924 to 1947 ? 

Mr. Harris. That’s right. 

Mr. McHuveu. Total? 

Mr. Harris. That is, I take it, practically the patent period. Roy- 
alties paid to General Motors, $43,369,000; Ethyl dividends paid to 
General Motors, $82,632,000; Ethyl dividends paid to Standard Oil, 
$82,632,000; and Du Pont profits, $86,692,000. 


SLOAN. 
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(Committee exhibit 61 is as follows :) 


Govt. TrraL Ex. No. 834 
Tetraethyl lead—The distribution of profits 
{In thousands of dollars] 


tas Fthyl Ethyl 
Royalties | nividends | Dividends | Du Pont 


Ethyl Net | Ethy! Net Paid to : : 
Year ; : ~ Paid to Paid to | Tetraethyl 
Sales Income Ks ae Lh General | Standard | Profits! 
? Motors il 

W268 oi See eee eee $2, 036 SGA) el eee ee tees ($289) 
N25 ce el een 849 CR S5F) eee ober l ease cease lboneeewetinens 357 

1926. _. 220 ee 2, 920 yn weet cele oe ones ee atuse (14) 
NO 27 oo at ee ee ee oh §,495 | (9M))...-_L 2 ule} e ell} 771 
DL ©, eee ane ee eee 8, 223 WSBT ete oc eet ae ae ee ee es 1, 385 
1920.2 oc cc beecese et ececcccd 19, 276 5, 263 $1, 000 $1, 000 $1, 000 3, 654 
1930 os sewn kheteet eet cSsckecc: 24, 931 6, $63 2, 170 2, 700 2,7 4,613 
DOG ee ee emo see 26, 867 7, 555 2, 206 4, 331 4, 331 4, 605 
W983 22222 a Ses ke 16, 038 3, 708 1, 144 2,7 2, 700 1, 784 
NO SB e on ec eds ee ae totes 22, 767 5, 793 1, 628 2, 350 2, 350 3, 472 
BOS 4:6 in ee ed oes 33, 177 8, 538 2, 647 3, 950 3, 950 4, 628 
VOSS eo ce gods weet co Ee 34. 476 8, 566 2, 495 4, 2450 4, 250 5, 519 
POS el a iain Ss cts ahs 37, 348 9, 185 2, 737 2 4, 400 4, 400 4, 882 
TUS7e 2c tccsessotebecdee cutest 45, 498 10, 964 3, 104 3 4,750 4, 750 5, 262 
1938 vo he ee eas eee ce eee 49. 805 11, 746 2, 845 5, 000 5, 000 4, 783 
DOSS lore ty tee Oe ee 64, 363 18, 483 4, 412 8, 500 8, 500 5, 534 
NAO ait ee ott end ove 81, 674 20. 508 4, 335 8, 750 8. 75 6, 902 
MOAT ee ce ee ee os 88, 356 19, 181 3, 408 8, 500 8, 500 6, 509 
2 5 aera re ea ee 61, 972 9, 118 1, 446 2, 513 2, 513 3, 942 
1946 sows ee ee ee eee stess 81, 943 11, 765 2. 151 4, 688 4, 688 3, 918 
1944 SoC ses ke ote es wee 97, 928 12, 854 2, 182 4, 875 4, 875 3, 853 
1945 oon ee So res hae seduisd 105, 464 15, 366 1, 775 4, 125 4, 125 3, 800 
VG 1G ooo oo eh ee 76, 132 13, 285 1, 606 3. 300 3, 300 3, 948 
BLS y game eee ieceearee tne aca 91, 481 10, 059 78 1, 950 1, 950 2, 784 
Total...........-------- $1, 079, 019 | $207, 655 | $43, 369 | $82,632 | $82,632 | $86, 692 


1 Does not include profits derived from supply of materials used in production of tetraethy] lead and ethyl] 


uid. 
2 Includes $29,333 dividends paid to du Pont. 
3 Includes $31,667 dividends paid to du Pont. 


Norte.—Figures in parentheses indicate loss. 


Tetracthyt lead—The distribution of profits (continued)—Production pursuant 
to the manufacturing service agreement (Jan. 1, 1938—Dec. 81, 1947) 


[Millions of pounds} 
Production} Production Production|Production 
as to which | as to which as to which | as to which 
Year du Pont re- | du Pont re- Year du Pont re- | du Pont re- 
ceived one-| ceived one- ceived one- | ceived one- 
third of the | tenth of the third of the jtenth of the 
profits profits profits profits 

24 8) 04S ect ee coke 53.0 133. 5 

Oise |h 1044. ooo k See wee ostu 53.0 188. 8 

95. 2 1945... ee eee §3.0 170.8 

97.7 |} 1946.....--- 2 ee : 63.0 92.1 

94 194 acess eta eee 53.0 144.6 





Source: Organic Chemicals Department. 


Mr. McHuen. Mr. Harris, were there any antitrust suits brought 
against the Ethyl Corp. for violation of the antitrust laws? 

Mr. Harris. Yes, there were, arising out of the use of the patent, 
the license dealers or distributors, who in turn adopted a system of 
licensing dealers, 


67272—56—pnt. 6——26 
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The system was that if you were not a licensed dealer, you could 
not buy tetraethyl lead, and the Supreme Court upheld a holding of 
the invalidity of the licensing of these dealers, holding that the patent 
could not be extended in this fashion in the hands of one who had 
purchased from the patentee. 

The entire industry was tied up by these licenses, and unless you 
kept to the price and to the production policies of the distributors, 
you could not sell ethyl. 

Mr. McHuenr. This then in substance was a charge of an illegal 
pricing arrangement by the licensor ? 

Mr. Iannis. The illewal misuse of the patent. 

Mr. McHucn. For the purpose of controlling prices? 

Mr. Harris. Fixing prices and distribution. 

Senator O’Manonry. What happened? 

Mr. Harris. The Supreme Court sustained the invalidity. 

Senator O’Mationry. Yes, you said that, but what happened ? 

Mr. THarris. That I don’t know, sir. I merely look at the law- 
books. 

Mr. McHucnu. Was there a consent judgment entered in that case? 

Mr. Harris. I don’t think it was consent. 

Mr. McHucun. This was litigated ? 

Mr. Harris. I think it was rather heavily litigated. 

Mr. McHucan. Did the court litigate the question of relief or was 
that done by agreement among the parties? 

Mr. Harris. I don’t think there was any agreement in the case at 
all. AJl I know is by looking at the books. It was a hotly contested 
cease and I think the court, one of the courts, the district court or the 
court of appeals, held that the exercise of the patent power was in- 
valid, and that was sustained by the Supreme Court, and the licenses 
were held invalid. 

Mr. McHveu. The judgment of the Court then, you believe, would 
probably remove any of the illegal restrictions upon the distributors ? 

Mr. Harris. Oh, there is no question about that. Otherwise you 
would fly in the face of a declared opinion that it is illegal. 

They held that it was not illegal because, among other things, they 
held they have to license these people because tetraethyl lead was a 
dangerous element, and the Court held there was nothing to that. 
They said that was one of the reasons why they licensed them. 

Mr. McHvuaeu. These documents show, Mr. Harris, that the General 
Motors Corporation at all times was obtaining 50 percent of the profits 
of the Ethyl] Corp. while it was in existence. 

Mr. Harris. There was some dispute as to that, as to whether it was 
a, 50-percent split. It was contended by the Government that it was 
1, 2, 35 in other words, they each got a third of the total profits. 
There was a contention that if you figured it out on a different basis, it 
wouldn’t come out quite that way. 

Mr. McHueu. Mr. Harris, did you discover in the course of your 
investigation of the Du Pont-United States Rubber-General Motors 
case that there was any evidence that the Du Pont Co. required its 
divisions or its employees to purchase their automotive requirements 
from General Motors? 

Mr. Harris. In answer to that, Mr. McHugh, I was given by counsel 
for the committee the documents which I now have which are marked 
63 to 73. These documents I generally recall having seen. 
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I was not in the investigation but during the course of the trial I 
have seen them, and I understand that they were delivered to the 
counsel of the committee by the midwest office of the Antitrust Divi- 
sion. I recognize having seen the subject matter before. 

- Mr. McHueu. Are these documents marked “Senate Committee No. 
63 through 73” ? 

Mr. Harris. Yes, sir. | 

They also bear a court reporter’s number, but I am informed they 
were not offered in evidence, and the fact that they bear a court re- 
porter’s number means that we numbered all of our documents before 
the trial to save the time of the court, and some of the documents 
that were numbered were not offered, and I believe these were not. 

Mr. McHvuen. Were these documents rejected by the court or were 
they never offered by any party? 

Mr. Harris. No, they wouldn’t be offered. 

Mr. McHvuen. Then will you explain from these documents whether 
there was any evidence of the type of reciprocity which I have just 
spoken of ? 

Mr. Harris. Yes. The documents spoke, as will appear in a min- 
ute, that there was an effort by Du Pont officials to get the employees 
of the Du Pont Co. to buy General Motors cars and General Motors 
trucks in business of the company—cars for their personal use and 
trucks for Du Pont Co. use. 

' The first exhibit 1s committee 63, a letter under date of March 20, 
1918, a statement rather of the action of the executive committee, 
which is being addressed to the heads of all departments: 

At mecting of the executive committee, held on the 19th instant, the following 
resolution was unanimously adopted: 

““Resolved, That the heads of departments of this company be advised that the 
Du Pont Co. has acquired a very substantial interest in the General Motors and 
Chevrolet Motor Cos., and that it is the wish of the executive committee that all 
motor equipment purchased in the future for this company be of General Motors 
or Chevrolet manufacture.” 

Signed by the executive committee. 

(The letter referred to is as follows :) 


Government Exhibit 516. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter) 


Makc8H 20, 1918. 
To: Heads of Departments. 


PURCHASE OF Motor EQUIPMENT 


At meeting of the Executive Committee, held on the 19th inst., the following 
resolution was unanimously adopted : 

“RESOLVED, that the Heads of Departments of this Company be advised 
that the du Pont Company has acquired a very substantial interest in the 
General Motors and Chevrolet Motor Companies, and that it is the wish of 
the Executive Committee that all motor-equipment purchased in the future 
for this Company be of General Motors or Chevrolet manufacture.” 


SEC’Y EXECUTIVE COMMITTEE, 
F.L. Connable. 
H. M. Barksdale. 


Messrs. P. 8S. du Pont, Alexis I. du Pont, J. J. Raskob, C. Copeland, Frank 
Turner, E. N. Wead, Lammot du Pont, H. G. Haskell, Irénée du Pont, H. F. 
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Brown, C. L. Reese, H. M. Pierce, Wm. Coyne, F. G. Tallman, J. P. Laffey, Danie! 
Cauffiel, R. R. M. Carpenter, BE. G. Buckner, C. M. Barton. 

Notre.—''X-1100” is written at top. Check mark by hand appears in front of 
each name at bottom. Italics indicate handwriting. 


Mr. Harris. Document 64, which was exhibit No. 517 on the top, is 
dated July 23, 1918, and is a notice to the heads of departments concern- 
ing the purchase of motor equipment, and gives the resolution which 
I have just read : 


At executive committee meeting July 22, it was moved and unanimously carried 
that the various departments be advised that they are expected, if practicable, to 
purchase equipment of General Motors manufacture, but in special cases where 
such procedure is not practicable the departments are expected to use their own 
judgment in the matter. 


(The letter above referred to is as follows:) 


(Government Exhibit 517. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter) 

JULY 23, 1918. 

Heads of Departments: 


PURCHASE OF MoToR EQUIPMENT 


Referring to the following resolution adopted by the Executive Committee at 
meeting March 19, 1918, in connection with the above-mentioned subject: 

“RESOLVED, that the Heads of Departments of this Company be advised 

that the du Pont Company has acquired a very substantial interest in the 

General Motors and Chevrolet Motor Companies, and that it is the wish 

of the Executive Committee that all motor equipment purchased in the 

future for this Company be of General Motors or Chevrolet manufacture.” 

At Executive Committee meeting July 22nd, it was moved and unanimously 

carried that the various Departments be advised that they are expected, if 

practicable, to purchase equipment of General Motors manufacture, but in special 

cases where such procedure is not practicable the Departments are expected to. 

use their own judgment in the matter. ; 
/8/ M.D. FISHER, 

Secy Executive Committee. 


Nore.—‘“Return to Executive Committee Room 9069” is stamped at bottom and 
“X-1100” is written at top. 


Mr. Harris. Committee 65, headed 519, is a letter addressed by Ford, 
assistant director of the explosives manufacturing department, to 
Kinsley, assistant to the president, on January 15, 1921, with copies 
to Lammot, and so on. 

Mr. McHveu. These are officials in the Du Pont Corp. ? 

Mr. Harris. Yes. 


Motor trucks: Mr. Lammot du Pont just called me up and told me that from 
a conversation with Mr. Beardsley of the General Motors Corp. in New York, he 
had learned that you were in the market for a new truck. Also that you had 
a truck in service of other make than that of General Motors’. He drew my at- 
tention to a decision that was arrived at some 2 years ago, that whenever prac- 
ticable, General Motors’ trucks should be used by this company. Wherever im- 
practicable, the decision of using equipment of other makes was left to the heads 
of the departments. Mr. Beardsley told Mr. du Pont that the Scranton agent 
of the General Motors had made a proposition upon a truck and you had turned 
it down and decided to purchase one of another make. 

I believe, if you have not yet made the purchase, that it would be well for you 
to present to us your reasons for not using General Motors’ equipment and for 
desiring to make this purchase. The divisional council (the new form of control) 
would then consider your reasons and [give] you, obtain from department head 
or withhold, the necessary permit. 


STUDY OF THE ANTITRUST LAWS 2583 


If you have made the purchase, this advice will undoubtedly guide you in future 
transactions. 

It is very obvious that Du Pont Co. ought to be able to use the equipment of the 
eorporation in which it is so largely interested. If their trucks are not adequate 
for our use, they should be advised as to their deficiency. I am sure that your 
president will agree in this feeling. At any rate, we should follow the order of 
the executive committee in this matter and perhaps you were not advised at the 
time it was made; but please understand now that they did make this ruling and 
that we should be governed thereby. . 


(Committee exhibit 65 refered to is as follows :) 


¢{Government Exhibit 519. In the District Court of the United States, Northern 
District of Illinois, Bastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter ) 


E. I. pu Pont DE NEMOURS & COMPANY (INCORPORATED), 
PRODUCTION DEPARTMENT, 
Wilmington, Delaware, January 15, 1921. 
Explosives Manufacturing Dept. 
File ED— EHF. 
Mr. H. R. KIns.ey, Asst. to Pres. 
(Copies to: Mr. Lammot du Pont, Mr. L. P. Mahony, Dir. of Sale. ) 


Motor TRUCKS 


Mr. Lammot du Pont just called me up and told me that from a conversation 
‘with Mr.. Beardsley of the General Moters Corporation in New York, he had 
learned that you were in the market for a new truck. Also that you had a truck 
in service of other make than that of General Motors’. He drew my attention 
to a decision that was arrived at some two years ago, that whenever practicable, 
Genera! Motors’ trucks should be used by this company. Wherever impracticable, 
the decision of using equipment of other makes was left to the heads of the 
Departments. Mr. Beardsley told Mr. du Pont that the Scranton Agent of the 
General Motors had made a proposition upon a truck and you had turned it down 
and decide to purchase one of another make. 

I believe, if you have not yet made the purchase, that it would be well for you 
to present to us your reasons for not using General Motors’ equipment and for 
desiring to make this purchase. The Divisional Council (the new form of con- 
trol) would then consider your reasons and [give] you obtain from Dept. Head 
or withhold, the necessary permit. 

If you have made the purchase, this advice will undoubtedly guide you in future 
transactions. 

It is very obvious that duPont Co. ought to be able to use the equipment of the 
corporation in which it is so largely interested. If their trucks are not adequate 
for our use, they should be advised as to their deficiency. I am sure that your 
Fresident will agree'in this feeling. At any rate, we should follow the order 
-of the Executive Committee in this matter, and perhaps you were not advised 
at the time it was made; but please understand now that they did make this 
ruling and that we should be governed thereby. 

Ep. H. Forp, Asst. Director. 

EHF-P 

Nore.—Italics indicate handwriting. A handwritten arrow points to Mr. 
Lammot du Pont’s name at top of first page and lines are drawn through the name 
of the addressee. “Received Jan 17 Lammot du Pont” is stamped at top of 
first page. “Return to Executive Committee Room 9069” is stamped at bottom 
of each page. ‘“X-1100” and “8” (with a large check mark) are written at top 
of first page. “GMC 1527’ is written at bottom of each page. 


Mr. Harris. 66 was the letter of January 17, 1921, from Kinsley to 
Ford. He notes with interest what we said: 

The matter of the truck in question was one of replacement and not additional 
new equipment. We had on hand a Maccar truck which was worn out and upon 


which the repairs would have cost more than it would have been worth to us. 
It was decided, therefore, to replace this with a new one. The proposition was 
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submitted to the General Motors agent here, and naturally also to the Maccar 
people. The Maccar truck is assembled in Scranton. We have several of them 
in our division. 

The General Motors agent knew just what the proposition was, and upon sub- 
mission of their terms we found that they did not compare with those submitted 
by the Maccar for this replacement. As we know what the Maccar truck can 
do here, and as it was a better business proposition, we of course accepted the 
Maccar offer. 

In this connection would say that the General Motors people here did not make 
as good an offer as they could have done. We know this from what they told 
outside afterward. We feel in this division that it is up to us to make as good 
terms on purchases of equipment as possible. Wedo not feel that General Motors 
agents are entitled to any particular advantages if they don’t appreciate the 
situation. 

At any time that we are in the market for entirely new equipment, we will, of 
course, consider that we should buy General Motors products, but in replacement 
propositions, if it is possible to get better terms from manufacturers whose trucks 
are up for replacement, we think it good business to accept those better terms. 


(The letter above referred to is as follows :) 


(Government Exhibit 520. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter ) 


EK. I. pu PONT DE NEMouRS & COMPANY OF PENNSYLVANIA, 
Scranton, Pa., January 17, 1921... 
Address all communications to the company. 
Refer to our file No. 2621. 


To: Ed. H. Ford, Asst. Director. 
From: Scranton. 


Auto Trucks. Your LETTER JANUARY 15TH 


We note with interest what you say in regard to conversation of Mr. Lamottc 
DuPont with Mr. Beardsley of the General Motors Corporation. The matter of 
the truck in question was one of replacement and not additional new equipment. 
We had on hand a Marear truck which was worn out and upon which the repairs. 
would have cost more than it would have been worth to us. It was decided 
therefore to replace this with a new one. The proposition was submitted to the 
General Motors agent here and naturally also to the Maccar people. The Mac- 
car truck is assembled in Scranton. We have several of them in our Division. 

The General Motors agent knew just what the proposition was, and upon sub- 
mission of their terms we found that they did not compare with those submitted 
by the Maccar for this replacement. As we know what the Maccar truck can 
do here, and as it was a better business proposition, we, of course, accepted the 
Maccar offer. 

In this connection would say that the General Motors people here did not make 
as good an offer as they could have done. We know this from what they told 
outside afterwards. We feel in this division that it is up to us to make as good 
terms on purchases of equipment as possible. We do not feel that the General 
Motors agents are entitled to any particular advantages if they don’t appreciate 
the situation. 

At any time that we are in the market for entirely new equipment we will, of 
course, consider that we should buy General Motors products, but in replacement 
propositions, if it is possible to get better terms from manufacturers whose 
trucks are up for replacement we think it good business to accept those better 
terms. 

H. R. Kinsley, 
Asst. to President. 
HRK 


NoTeE.—‘“‘Return to Executive Committee Room 9069” is stamped, and GMC 
1528A” is written, at bottom of page. Italics indicate handwriting. 


Mr. McHueu. Then the complaint with reference to this particular 
truck was only in connection with a replacement truck? 
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Mr. Harris. That’s right, sir. 
Then came a note dated January 19, 1921, Ford to Belin, the presi- 
dent, on auto trucks, concerning this letter: 


I beg to thank you for yours of above date. It was read at the council meet- 
ing held this morning. The consensus of opinion was (Mr. Mahony being absent 
from the meeting) that even replacements should be made with General Motors’ 
products and that such was the intent of the executive resolution. A few 
instances in the past were referred to by the purchasing department’s repre- 
sentative; the decisions in the cases confirmed this. 

However, I will discuss this matter with you. 


Mr. McHven. Is that the end of that letter ? 
Mr. Harris. Yes. [Reading:| 


I am sure that we will do nothing in the future which will merit censure. 
(Committee Exhibit 67 referred to is as follows:) 


(Government Exhibit 521. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter ) 


E. I. pu Pont DE NEMours & COMPANY (INCORPORATED), 
PropucTION DEPARTMENT, 
Wilmington, Delaware, January 19, 1921. 
Hxplosives Manufacturing Dept. 
File ED EHF. 
(Copies to: Mr. Lammot du Pont, Mr. L. P. Mahony, Dir. Sales, Mr. A. J. Abrams. ) 
Mr. G. D: A. BELIN, Pres. 


AUTO TRUCKS 


Mr. Kinsley’s letter Jan. 17, 1921. 

Your file 2621. 

I beg to thank you for yours of above date. It was read at the Council Meet- 
ing held this morning. The consensus of opinion was (Mr. Mahony being absent 
from the meeting) that even replacements should be made with General Motors’ 
products and that such was the intent of the Executive resolution. A few 
instances in the past were referred to by the Purchasing Department’s repre- 
sentative; the decisions in the cases confirmed this. 

However, I will discuss this matter with you when you come on for the next 
meeting. I am sure that we will do nothing in the future which will merit 
censure. 


EHF-p 

NoTe.—A handwritten arrow points to Mr. Lammot du Pont’s name at top and 
“Received Jan 20 Lammot du Pont” is stamped at top of page. ‘X-—1100” is writ- 
ten at top of page and “Return to Executive Committee Room 9069” is stamped 
at bottom of page. “GMC 1528” is written at bottom of page. A large check 
mark appears at the top center of the page. 


Mr. Harris. The next letter is November 4, 1921, and it is from 
Patterson, general manager, apparently a notice to a number of 
officials: 


For your information, I am enclosing herewith copy of letter which I have 
just sent out to all the sales managers, plant managers, and plant superintendents 
of this department. 

I feel that whenever we can say a good word about any General Motors product 
and encourage a possible sale thereby, we should do so. I also feel that every- 
one in this department agrees with me in that the products turned out by the 
General Motors Corp. are worthy of our best recommendations. 


And he has two letters enclosed: 


I am enclosing herewith extract from a letter which was written by Mr. 
Pierre S. du Pont, president of the General Motors Corp., to all the corpora- 
tion’s stockholders. You probably have seen this letter. However, when I 


Ep. H. Forp, Asst. Director. 
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read it the thought struck me that as the du Pont Co. owns a very large 
block of the General Motors Corp.’s stock, it might be in order for me to write 
to a few of this company’s important employees with the object in view of 
encouraging, through them to their assistants and to any employees with whom 
they may come in contact, a feeling which would encourage the boosting of 
‘General Motors products whenever there is an opportunity. 

The General Motors Corp. turns out, as we all know, a complete line of very 
‘high-class cars, any one of which is, in my opinion, superior to other cars at or 
near their prices; and I feel that each and every one of us can honestly and 
proudly help all of our friends who are handling the Chevrolet, Oakland, Buick, 
‘Oldsmobile and Cadillac passenger cars, or the Chevrolet, Oldsmobile and GMC 
commercial cars, by encouraging the purchase of one of these makes whenever 
and wherever the opportunity offers. 

The other letter is a letter from Pierre du Pont to his stockholders 
plugging for the General Motors car: 

Employees and stockholders are potential missionaries for General Motors, 
the institution—and users of General Motors cars are word-of-mouth advertisers 
of the products General Motors sponsors. If each of the employees and stock- 
holders would interest himself to the extent of helping to convert but one new 
-buyer a year, sales would be 33 percent greater and profits accordingly larger. 

Senator O’Manoney. That was exhibit 68? 

Mr. Harris. That was exhibit 68, sir. 

(The letter by Patterson referred to is as follows :) 
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(The texts of the two enclosures follow. ) 
NOVEMBER 3, 1921. 


I am enclosing herewith extract from a letter which was written by Mr. Pierre 
S. duPont, President of the General Motors Corporation, to all of the Corpora- 
tion's stockholders. You probably have seen this letter. However, when I read 
it the thought struck me that as the duPont Company owns a very large block 
of the General Motors Corporation’s stock, it might be in order for me to write to 
a few of this Company’s important employees with the object in view of encourag- 
ing, through them to their assistants and to any employees with whom they may 
come in contact, a feeling which would encourage the boosting of General Motors 
products whenever there is an opportunity. 

The General Motors Corporation turns out, as we all know, a complete line of 
very high-class cars, any one of which is, in my opinion, superior to others cars at 
or near their prices; and I feel that each and every one of us can honestly and 
proudly help all of our friends who are handling the Chevrolet, Oakland, Buick, 
Oldsmobile, and Cadillac passenger cars, or the Chevrolet, Oldsmobile and 
G. M. C. commercial cars, by encouraging the purchase of one of these makes 
whenever and wherever the opportunity offers. 


EAH 


GENERAL MANAGER. 


NOVEMBER Ist, 1921. 
To the STOCKHOLDERS: 


There are 133,500 in the General Motors immediate family—68,000 stock- 
holders, 53,000 employees, and 12,500 dealers and distributors. All are finan- 
cially concerned in the success and the prosperity of the Corporation. And 
there are many other interested besides the immediate members of the family. 

Since 1909 the Corporation has produced over two million passenger and com- 
mercial cars, of which approximately 72 percent are now in use in this country. 
As there are over nine million motor cars in this country, one out of every six is 
a General Motors product. 

Members of the immediate family share in the profits from every sale. The 
dealers and distributors receive commissions, the employees their wages, the 
stockholders their dividends; obviously, the greater the number of ears sold, 
the large the amount of money available for these purposes. Users of General 
Motors cars also benefit because behind the product is the strength of a finan- 
cially successful institution. 

Employees and Stockholders are potential missionaries for General Motors, 
the institution—and users of General Motors cars are word-of-mouth advertisers 
of the products General Motors sponsors. If each of the employees and stock- 
holders would interest himself to the extent of helping to convert but one new 
buyer a year, sales would be 33 percent greater and profits accordingly larger. 

PIERRE S. DU PONT. 
President. 


NoTeE.—Stamp at upper right corner of first page benrs date “JAN. 4, 1922.” 
Stamp beneath that reads: ‘GENERAL MANAGER PYRALIN DEPARTMENT 
RECEIVED JAN. 14, 1922.” At lower right corner of third page, handwriting 
reads: “gmc—776b.” 

Mr. Harris. 69 is the letter of January 20, 1922, from Patterson, 
general manager, to Sloan, and that covers the purchase of some 
34,-ton Sampson trucks, and he states that he has given positive orders 
to the effect that nothing but General Motors trucks and cars are to 
be purchased unless specific authority to the contrary is given. Then 
he says: 

We have a number of General Motors trucks, and a few Chevrolet trucks, 
together with 15 or 20 Ford trucks which have been in use for some years. 


When the Ford trucks are replaced the new trucks will be General Motors 
products. 


(The letter above referred to is as follows :) 
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«Government Exhibit 523. In the District Court of the United States, Before 
Northern District of Illinois, Eastern Division. Before La Buy, J. Harry A. 
Harnden, Official Court Reporter ) 


E. I. pu Pont pE NEmours & COMPANY, INCORPORATED, 
EXPLOSIVES DEPARTMENT, 
Wilmington, Delaware, Jan. 20th, 1922. 
Copy to: Mr. Irenee du Pont. | 
Mr. ALFRED P. SLOAN, Jr., 
V. P., General Motors Corporation, 224 West 57 St., New York City. 


Deak Sie: Your letter, dated January 13th, addressed to Mr. Irenee du Pont, 
on the subject of the possible purchase by us of five 3%,-ton Sampson trucks, 
has been referred to me for attention. 

In the first place, I wish to advise you that for some time past this Depart- 
ment has given positive orders to the effect that nothing but General Motors 
trucks and cars are to be purchased by any of our divisions, unless specific 
authority to the contrary is given by the Head of the Department. 

We have a number of General Motors trucks, and a few Chevrolet trucks, 
-together with fifteen or twenty Ford trucks which have been in use for some 
years. When the Ford trucks are replaced the new trucks will be General 
Motors products, although we cannot approve of their replacement by the 
Sampson truck where the transportation of explosives is concerned. This is 
on account of our ruling that trucks used for the transportation of explosives 
must be of a type which has the engine well separated from the gasoline tank, 
it being obvious that if the engine is located practically below the gasoline tank a 
fire in or about the engine might cause us a great deal of trouble. 

For your personal information I wish to state that at present we are having 
a study made of the cost of operation per mile of the various trucks which we 
have used in the past and from the rough estimates which the writer has been 
able to accumulate, it looks as though, from a dollars-and-cents point of view, 
we should not use anything but Ford trucks for our light hauling. 

When the figures are complete, if the investigation shows that they can be 
relied upon, I shall submit them to you. However, we want to assure you that, 
regardless of the figures, it is our intention to replace our trucks and cars, as 
they are discarded. with a General Motors product. 

Yours very truly, 
C. A. PATTERSON, General Manager. 


Nore.—Stamp at right, near center, reads: “RECEIVED JAN. 23, 1922, A. P. 
SLOAN, JR.” Pencil notation at end of last paragraph appears after “A. P. S.”, 
the check mark beneath it after “[Illegible]”, and check mark below the first 
check mark after “A. T. B.”, of routing stamp containing the initials “A. P. S.”, 
“7J.L. P.”, “P.* * * [Iegible]”, “[IHegible]” and “A. T. B.”. 


Mr. Harris. Exhibit 70 is a covering letter July 10, 1922, from 
Trénée du Pont to the director of advertising, attaching a suggestion 
from Naylor of the treasurer’s department: 


I think the principle is a good one. Could you not draw up a letter which start- 
ing on the idea of boosting General Motors sales, would end with a boost for 
Du Pont products, and which might be sent out to our employees and stockholders 
in the form of a letter from the president. 


And then you have the suggestion of Mr. Naylor, which is: 


Having observed that quite a number of employees have purchased, this year, 
ears of other than GMO make, it occurs to me that a letter from the president 
sent to all employees calling their attention to following points should have 
the effect of turning the most of future purchases of cars by employees in favor 
of GMO. 

1. The company’s large investment in GMO. 

2. Thirty-seven percent of GMO earnings accrue to Du Pont Co., and the larger 
GMO earnings, the larger will be the amount distributed, resulting in— 

3. Larger sales of Du Pont products, larger distribution to stockholders, and 
larger amounts available for Du Pont welfare plans (bonus and participating 
stock subscription). 

4. A boost for GMO is a boost for Du Poat. 
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It closes with a paragraph asking— 


employees to give same support to increasing GMO sales as they would to sale 
of Du Pont products. 


(The letters and memo referred to are as follows:) 


(Government Exhibit 524. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter ) 


E. I. pu Pont pE Nemours & COMPANY, INCORPORATED, 
July 10, 1922. 
Mr. C. F. Brown, 
Director of Advertising. 


Attached is a suggestion from Mr. Naylor of the Treasurer’s Department. I 
think the principle is a good one. Could you not draw up a letter which, starting 
on the idea of boosting General Motors sales, would end with a boost for Du Pont 
products, and which might be sent out to our employees and stockholders in the 
form of a letter from the President. Please return the memo with your sug- 
gestion. 

IRENEE DU PONT. 
Irénée du Pont. 
Encl. 
Effect on other car mfgrs.: Fab, Top material, Pyr Sheeting, Flint. 


NoTeE.—‘GMC 1556” is written in lower right corner. Italics indicate hand- 
writing. 


E. I. pu Pont DE NEMouRS & COMPANY (INCORPORATED). 
JULY 14, 1922. 
- Mr. W. S. CARPENTER, Jr.: 

I have forwarded the attached to Mr. Brown. He has replied orally that he 
fears following Mr. Naylor’s suggestion would result in a loss of business by du 
Pont that we now enjoy from competitors of Gencral Motors. What do you think 
of the situation? 

enclosure. IRENEE DU PONT. 


NoTe.—“GMC 1556a"” and “26” is written in lower right corner; ‘“ID-152” is 
written in upper rizht corner; “NoTED W. S. C., Jr.” is stamped twice at top of 
page. 


Irénée: Naylor sent this on to meas a suggestion. WSCdr. 


MEMORANDUM 
JUNE 23, 1922. 
RE EMPLOYEES PURCHASING GMO Cars 


Having observed that quite a number of employees have purchased this year, 
cars of other than GMO make, it occurs to me thut a letter from the President sent 
to all employees calling their attention to following points shauld have the effect 
of turning the most of future purchases of cars by employees in favor of GMO. 

1. The Company’s large investment in GMO. 

2. 37 percent of GMO earnings accrue to Du Pont Company, and the larger GMO 
earnings, the larger will be the amount distributed, resulting in 

3. Larger sales of Du Pont Products, larger distribution to stockholders, and 
larger amounts availabte for Du Pont Welfare plans (Bonus and Participating 
Stock Subscription). 

4. A “Boost” for GMO is a “Boost” for Du Pont. 

Closing with a paragraph asking the employees to give same support to increas- 
ing GMO sales as they wuuld tu sale of Du Pont products. 

G. L. NAYLor. 

“Good [followed by an illegible word ]”’ 


NotTe.—‘GMC 1556b” is written in lower right corner. Italics indicate hand- 
writing. 
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Mr. Harris. Then in 71 the resolutions which the Senator has al- 
ready heard, showing they were adopted again: 


It was moved and unanimously carried that the various departments be 
advised that they are expected if practicable, to purchase equipment of General 
Motors manufacture, but in special cases where such procedure is not practicable 
the departments are expected to use their own judgment in the matter. 


(The memorandum referred to is as follows :) 


(Government Exhibit 518. In the District Court of the United States, Northern 
District of Illinois, Eustern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter ) 

DECEMBER 6, 1923. 

To: Heads of Departments. 

From: Secretary. 


W.P.A. WSC ZJr. JIR 

JFB HMP CC 

HG. CLR JBB 

FBD CFB CMB 

AFduP WBF Gd. AB 

WFH FS HG. for F.V.d C0. W. 
JBDE. PSduP H. G. for Am Giye. Co. 


Moron EQUIPMENT—PURCHASE OF 


At meeting of the Executive Committee held yesterday, the following resolution 
was unanimously adopted: 


X-5 


“RESOLVED, that the actions taken by this Committee under date of March 
19, 1918 and July 22, 1918, regarding purchase of motor equipment be re- 
scinded that the various Departments of this Company be advised that they 
are expected, other things being equal, to purchase equipment of General 
Motors manufacture.” 

The actions taken by the Committee under date of March 19, 1918 and July 
22, 1918 were as follows: 

March 19, 1918: “The following resolution was unanimously adopted : 

“RESOLVED, that the Heads of Departments of this Company be advised 
that the du Pont Company has acquired a very substantial interest in the 
General Motors and Chevrolet Motor Companies, and that it is the wish of 
the Executive Committee that all motor equipment purchased in the future 
for this Company be of General Motors or Chevrolet manufacture.” 

July 22, 1918: “It was moved and unanimously carried that the various De- 
partments be advised that they are expected, if practicable, to purchase equip- 
ment of General Motors manufacture, but in special cases where such procedure 
is not practicable the Departments are expected to use their own judgment in 
the matter.” 

M. D. FISHER, 
es Sec’y. Executive Committee. 


Nore.—Italics indicate handwriting. “X-1100” is written at top and “Re- 
turn to Executive Committee Room 9069” is stamped at bottom. 

Mr. Harris. Then you have 72 and 73, communications by first an 
official, Furst, to Mr. Richter referring to this telecram. 

Mr. McHvuau. Mr. Harris, will you give us the dates? 

Mr. Harris. January 3, 1931, this is. 

Mr. McHwtcn. That is Senate exhibit 72? 

Mr. Harris. That’s right, sir, 525. The letter is to Richter, the 
general manager, by a man named Furst of the Cleveland office: 

Referring to your telegram reading: 


“Still feel from company viewpoint we ought not to buy White truck. Stop. 
We should look at it from viewpoint of considering GM member of family. Stop. 
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If GM were Du Pont subsidiary or Du Pont department we wouldn’t think of 
buying White truck, would we. Stop. Will be in Cleveland with Martin to-. 
morrow and have made anuther appointment at your office for 2 o’clock after 
which we ought to have opportunity to talk about this truck question finally.” 


Then he goes on: 


I feel you know the interest of the Du Pont Co. is always foremost in the 
minds of all of our people here; it is, therefore, apparent that we should use 
nothing but GM trucks in view of the Du Pont Co.’s large interest in General 
Motors, and that policy will be followed. 

Personally, I believe the meeting our people recently had with representatives 
of the General Motors at Detroit has been helpful, since it gave us an opportunity 
to acquaint those at the top with the difficulties we have experienced with some . 
of their equipment and service. In any event, it developed the fact that they 
expect to have on the market in the near future a new heavy-duty truck which 
we are hopeful will answer our special purposes, of which we expect to buy at 
least two as soon as they are available. 

We welcome suggestions looking toward the improvement of our products and 
service, and I think it is pretty safe to assume the GM likewise is desirous of 
establishing not only close but enduring relations with its customers at least, 
that was the impression our people gained on their Detroit visit. 


(Committee exhibit 72 referred to is as follows:) 


(Government Exhibit 525. In the District Court of the United States, Northern 
District of Illinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter) 


CLEVELAND OFFICE 


CLEVELAND, OHIO, January 3, 1931. 
Mr. WM. RICHTER, 
General Manager, Fabrics and Finishes Department, 
Wilmington, Delaware: 


Referring to your telegram reading: 

“Still feel from Company viewpoint we ought not to buy White truck. Stop. . 
We slould look at it from viewpoint of considering GM member of family. Stop. 
If GM were duPont subsidiary or duPont department we wouldn’t think of buy- 
ing White truek, would we. Stop. Will be in Cleveland with Martin tomorrow 
and have made another appointment at your office for two o’clock after which 
we ought to have opportunity to talk about this truck question finally.” 

I feel you know the interest of the duPont Company is always foremost in the 
minds of all of our people here; it is, therefore, apparent that we should use 
nothing but G. M. trucks in view of the duPont Company’s large interest in ~ 
General Motors, and that policy will be followed. 

Personally, I believe the meeting our people recently had with representatives 
of the General Motors at Detroit has been helpful, since it gave us an oppor- 
tunity to acquaint those at the top with the difficulties we have experienced with 
some of their equipment and service. In any event, it developed the fact that 
they expect to have on the market in the near future a new heavy duty truck 
which we are hopeful will answer our special purposes, of which we expect to 
buy at least two as soon as they are available. 

We welcome suggestions looking toward the improvement of our products and 
service, and I think it is pretty safe to assume the G. M. likewise is desirous 
of establishing not only close but enduring relations with its customers at least 
that was the impression our people gained on their Detroit visit. 

(H. W. Furst.) 

EWF: RJL 


Mr. Harris. And Furst wrote then to Mr. Lammot du Pont on the 
8th of January 1931, exhibit 73, top number 526: 


DEAR MR. pu Pont: We very much appreciate your letter of the 2d, re trucks, 
with which we are in full accord. 
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You may be interested in knowing that our experience with GM light trucks 
has been entirely satisfactory. 

Since the performance of GM heavy-duty trucks in use at Brasselli, N. J., has 
been a matter of some concern, in that mechanical difficulties developed, resulting 
in rather high repair bills, we, a couple of weeks ago, suggested to Mr. Richter 
that we acquaint the management of General Motors truck department at Detroit 
with the situation, as we saw it, in the belief that a full discussion of he problem 
would be of benefit not only to the General Motors but to us. This met with 
Mr. Richter’s approval, and a very satisfactory conference was recently had in 
Detroit, at which the defects which have developed in the GM equipment we have 
in use were thoroughly gone into. 

The conference developed the fact that the GM expect to place on the market 
within the next 60 days or 90 days a new heavy-duty truck. 


Mr. McHvau. Mr. Harris, do you know how long this resolution of 
the Du Pont Corp. was in effect requiring the purchasing of General 


Motors equipment ? 
Mr. Harris. No, sir; I do not. 
(The letter referred to is as follows :) 


(Government Exhibit 526. In the District Court of the United States, Northern 
District of Hlinois, Eastern Division. Before La Buy, J. Harry A. Harnden, 
Official Court Reporter ) 


THE GRASSELLI CHEMICAL CO., INCORPORATED, 
Cleveland, Ohio, January 8, 1931. 
Mr. LAMMOoT DU PONT, 
President, E. I. du Pont de Nemours & Company, 
Wilmington, Delaware. 

Deak Mr. pu Pont: We very much appreciate your letter of the 2nd, re trucks, 
with which we are in full accord. 

You may be interested in knowing that our experience with G. M. light trucks 
has been entirely satisfactory. 

Since the performance of G. M. heavy duty trucks in use at Grasselli, N. J., 
has been a matter of some concern, in that mechanical difficulties developed, 
resulting in rather high repair bills, we, a couple of weeks ago, suggested to Mr. 
Richter that we acquaint the Management of General Motors Truck Department 
at Detroit with the situation, as we saw it, in the belief tha a full discussion of 
the problem would be of benefit not only to the General Motors but to us. This 
met with Mr. Richter’s approval, and a very satisfactory conference was recently 
had in Detroit, at which the defects which have developed in the G. M. equipment 
we have in use were thoroughly gone into. . 

The conference developed the fact that the G. M. expect to place on the market. 
within the next sixty or ninety days a new heavy duty truck which we have 
every reason to believe will fully answer our purposes. The attitude of their 
representatives was cooperative in every respect, and we are pretty well satistied 
that our visit was worth while. 

We are attaching a copy of our letter of January 3, to Mr. Richter, which 
explains our attitude on the use of G. M. equipment, which we hope will meet with 
your approval. 

Very truly yours, 


E. W. Furst/RJL 

Encl. 

Mr. McHucu. Did you make any study of Du Pont’s purchases 
over the years to determine how much of its automotive requirements 
it obtained from General Motors? 

Mr. Harris. If the study were made, it was not made by me. I 
only came in after the trial started, and I don’t know the extent of 
the investigation before me. 


E. W. Furst. 
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Mr. McHvuen. Is it possible that this type of information would 
have no particular significance under the issues that were being liti- 
gated in the General Motors-Du Pont-United States Rubber suit 

Mr. Harais. I think that is what the Chief Counsel thought. He 
was the one who determined whether it went in or not. 

Mr. McHucu. Was there any evidence, Mr. Harris, that Du Pont 
induced or persuaded any of its suppliers to deal in General Motors 
products? 

Mr. Harris. I don’t know of any, sir. I don’t know whether there 
was or not. I wouldn’t say there wasn’t. 

Senator O’Manoney. Are there any other questions to be asked 
of Mr. Harris? 

Mr. McHueu. I think not, Senator. 

Senator O’Manoney. This completes his testimony ? 

Mr. McHusen. Yes. 

Senator O’Manoney. Thank you very much, Mr. Harris. 

Mr. Harris. Thank you, Senator. 

Senator O’Manoney. Mr. Burns? 

Mr. Burns. General Motors Corp. is the dominant company in the 
bus-manufacturing industry, including both city and inter-city type 
buses. In 1925 the Yellow Truck & Coach Manufacturing Co. was 
organized, in which GM held a controlling interest. In September 
1943, GM acquired all of the assets of Yellow Truck & Coach, and 
the company then became an operating division of GM. It is re- 
ported that GM now has in excess of 75 percent of the bus-manufac- 
turing business in this country. 

Some of the practices and arrangements engaged in by GM in 
the motorbus business were involved in criminal and civil suits 
brought by the Department of Justice in 1947 in Los Angeles, Calif. 
The defendants in these suits were National City Lines, Inc., Pacific 
City Lines, Inc., Firestone Tire & Rubber Co., Phillips Petroleum 
Co., Mack Manufacturing Corp., Standard Oil Company of Califor- 
nit, Federal Engineering Corp., General Motors Corp., and certain 
individuals. This subcommittee is interested in determining what 
the facts were in this case and what the effect of the practices en- 
gaged in by GM and the other defendants were on competition in 
the bus industry. We are also interested in finding out what the 
effect of this litigation ultimately was with reference to the economics 
of the bus industry, and whether General Motors had obtained ad- 
vantages which could not be dissipated by court action. 

Mr. William C. Dixon, formerly Chief of the west coast office of 
the Antitrust Division, Department of Justice, who had supervision 
over these cases, will now explain the issues and facts involved. 

Mr. McHugh will interrogate Mr. Dixon. 

Mr. McHuau. Mr. Dixon, do you have a prepared statement ? 


STATEMENT OF WILLIAM C. DIXON, FORMER SPECIAL ASSISTANT 
TO THE ATTORNEY GENERAL, AND CHIEF OF THE WEST COAST 
OFFICE OF THE ANTITRUST DIVISION, DEPARTMENT OF JUSTICE 


. Mr. Dixon. Yes. I will be glad to read it at this time for the record, 
enator. 

er O’Manonry. Thank you, Mr. Dixon. Do you have copies 
of it 
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Mr. Drxon. Yes, I have a copy. 

Mr. McHuau. We will probably interrupt from time to time to 
ask questions. 

Mr. Dixon. That is all right. If you have any questions about my 
statement, don’t hesitate to inquire concerning it. 

My name is William C. Dixon. I reside at 1915 East Mountain 
Street, Pasadena, Calif. I aman attorney and I am currently engaged 
in private practice, specializing in antitrust and trade-regulation mat- 
ters, with offices at 417 South Frill Street, Los Angeles, Calif. 

I have been requested by this committee to appear before you to give 
you such information as I can concerning a criminal and civil antitrust 
case which the Government brought against the National City Lines, 
Inc., and other defendants, including General Motors Corp., in the 
United States District Court for the Southern District of California 
Central Division, on April 9 and 10, 1947, respectively. I am, of 
course, glad to supply any information possible in connection with 
these cases which may be of assistance to this committee. 

By way of background, I should perhaps state that I am a member 
of the bars of California and Ohio and of the United States Supreme 
Court. I was appointed a Special Assistant to the Attorney General 
in April 1944 and assigned to the Antitrust Division of the Depart- 
ment of Justice. I resigned from the Department of Justice in Jan- | 
uary 1954 for the purpose of reentering private practice. While with 
the Antitrust Division I was Assistant Chief of the General Litigation 
Section of that Division and was chief trial counsel for the Govern- 
ment in many litigated antitrust cases, including the first cartel case, 
that is, United States v. National Lead Company et al., which was 
released for trial by special Presidential order prior to the termina- 
tion of the war in 1944. I was appointed chief of the west-coast offices 
of the Antitrust Division in 1946, and while serving as such was chief 
trial counsel for the Government in the so-called exclusive dealing 
cases which established the illegality of certain dealer exclusive deal- 
ing practices by the Standard Oil Company of California and the 
Richfield Oil Corp. While chief of the west-coast office of the Anti- 
trust Division, I also personally conducted the grand-jury proceed- 
ings in the National City Lines, Inc., case, in which, I understand, 
your committee is interested. 

Mr. McHuen. Mr. Dixon, I wonder if at this point for the record 
you will explain just what the National City Lines Corp. is. 

Mr. Drxon. The National City Lines Corp. is a holding company 
which was established in the middle thirties for the purpose of pur- 
chasing and operating local transit systems throughout the various 
cities of the country. It was primarily, as I have suggested, a holding 
corporation at its inception. Do you want me to go into the history 
of what happened? 

Mr. McHvuen. Briefly can you tell us how extensive were its 
operations ? 

Mr. Dixon. Well, at the time these cases were tried, Senator, the 
National City Lines Cos. and its subsidiaries were operating local 
transit systems throughout the various parts of the country from coast 
to coast. 

In the East they were operating the Baltimore Transit Line, in 
the Middle West the St. Louis Public Service Co., and in the South 


67272—56—pt. 6 
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they were operating several] local transit systems in Texas, Oklahoma, 
and various other parts of the country. 

Senator O’Manoney. Was this an operating company as well as a 
holding company ? 

Mr. Dixon. No; Senator. It was primarily a holding company. 

Senator O’Manoney. You used the word “operating” too. 

Mr. Dixon. Yes. The technique was to go out ana buy up a local 
transit system and then, of course, keep that operation separate from 
the rest of the other operations through a separate subsidiary com- 
pany. Their principal operations, however, were in the west coast area 
where—— 

Senator O’Manoney. I am trying to get the picture of the structure 
of this holding company. Where was the holding company 
incorporated ? 

Mr. Dixon. I have forgotten, Senator, the State of incorporation, 
but I believe it was Delaware. 

It was the result of the plan of the Fitzgerald brothers in the thirties 
who conceived the idea of buying up and operating local transit sys- 
tems throughout the country who, from their point of view, were 
not affording good transportation service to the areas in which they 
were operating, and as you may recall during the thirties, there were 
several transit systems throughout the country that could be acquired 
at fairly reasonable rates. 

The buses were just beginning to become used for local operating 
purposes, and the old streetcar was rapidly going out of use in many 
cities. That was the atmosphere in which this project was conceived 
and developed. 

As I suggested, their principal operations in the thirties were cen- 
tered in the west coast area where, through the formation of Pacific 
City Lines in 1938, that being a wholly owned subsidiary or controlled 
subsidiary of the National City Lines, a large number of local tran- 
sit systems which were then being operated by the Southern Pacific 
ee were purchased under a package deal and put into the Pacific 

ity Lines. 

Now, the money used to make those purchases was furnished in 
part by the supplier defendants that were named in a criminal action 
that you have asked me to discuss with the committee. In other words, 
the technique was to go out and secure from suppliers of buses, petro- 
leum products, and tires, money which would be invested in these com- 
panies, the subsidiary companies of which the operating and holding 
company was the National City Lines, Inc. 

The other main subsidiary was the Pacific City Lines that I have 
mentioned, and then subsequently in 1943 the American City Lines. 

- But by putting money or making so-called investments in the pre- 
ferred stock of these companies, the defendants named in the criminal 
proceeding secured in effect all of the motor-bus business of the oper- 
ating companies, the tire business went to the Firestone Tire & Rubber 
Co., which furnished part of the money for these companies and pur- 
chases, and then the petroleum products business went to the company 
in the area in which the company furnishing the money operated. 

Mr. McHven. Mr. Dixon, did this plan for obtaining capital origi- 
nate with the National City Lines officials or did the idea originate 
with various suppliers? 
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Mr. Drxon. Well, from the record in the case it would appear that 
the plan originated with the Fitzgerald brothers, and when they were 
unable to finance further acquisitions by the sale of stock to the public, 
they conceived the idea of approaching suppliers of products and 
getting them to invest “money” in these companies, with the under- 
standing that that money would be used exclusively for the purchase 
or acquisition of additional local transit systems. | 

And as those companies were acquired, the previous suppliers im- 
mediately lost the business if it wasn’t under contract, and the buses 
then went to the General Motors, petroleum products went to Stand- 
ard of California in the west coast area in which it operated, in the 
Middle West area it went to the Phillips Petroleum Corp. And then 
all of the tire business for all of the companies went to the Firestone 
Tire & Rubber Co. 

Mr. McHvon. Mr. Dixon, have the National City Lines been ac- 
quiring buses from other bus manufacturers a to the time that 
interested the General Motors Corp. in this plan? 

Mr. Dixon. Oh, yes. The local bus systems which were thus ac- 
quired through the means and methods that I have just described in 
many instances were being supplied with buses that were competitive 
to the General Motors products, such as Twin Coach and some other 
companies that furnished at that time that type of bus for local transit 
operations. 

Senator O’Manoneyr. Who were the Fitzgerald brothers? 

Mr. Dixon. Well, Senator, all I can tell you about the Fitzgerald 
brothers is that they were the ones that conceived that idea that I have 
just described, of acquiring local transit companies and operating 
them, and sold a sufficient number of, shall we cal] them, investors on 
the idea of putting money into that company to get them started. I 
believe the stock sold by the National City Lines Co. in the first in- 
stance was sold to the public generally. 

Senator O’Manonty. It is a distinguished name. Where did these 
gentlemen come from, from what State? 

Mr. Drxon. I am sure they don’t come from your State, Senator. 
I really can’t answer that question. 

Senator O’Manoney. I wasn’t concerned about that. 

Mr. McHveu. Do you know, Mr. Dixon, where the headquarters 
are at the present time? : | 

Mr. Dixon. Yes. The headquarters of National City Lines, I 
understand, are in New York City. 

Mr. McHveu. Are the Fitzgerald brothers presently operating the 
National City Lines Cos. ? 

Mr. Dixon. As far as I know, they are still operating the holding 
company and subsidiaries of that company, although there are very 
few subsidiaries left as such. 

Mr. McHvueu. Do you want to continue with your prepared state- 
ment, Mr. Dixon? 

Mr. Dixon. Prior to the bringing of the criminal and civil cases 
aforementioned, numerous complaints had been received by the Anti- 
trust Division from various suppliers of buses, petroleum products, 
and tires to the effect that they had either lost business which they had 
theretofore enjoyed with the National City Lines operating compan- 
ies, Or had found it impossible to sell the local transit. systems con- 
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trolled and operated by the National City Lines, Inc., or its subsid- 
laries, because of the apparent closure of those markets to their prod- 
ucts after National City Lines, Inc., acquired control of the local 
transit systems to which they had theretofore sold or were endeavorin 
to sell their products. As a result of these complaints and a eaad 
jury investigation by the Government as to the reason for the apparent 
closure of such markets to competition, the grand jury, sitting in the 
southern district, central division, of California, returned an indict- 
ment on April 9, 1947, charging the National City Lines, Inc., and sev- 
eral other companies, including General Motors Corp., who were sup- 
plying the local transit systems controlled by National City Lines, 
Inc., with buses, tires and petroleum products, with a violation of 
sections 1 and 2 of the Sherman Act. Mr. H. C. Grossman, assistant 
secretary of General Motors, was named an individual defendant in 
the indictment. 

Mr. McHuau. Did this case involve only what is known as the city 
or urban type bus, Mr. Dixon? 

Mr. Dixon. Yes; the bus involved in this case was that which is 
used by local transit systems in providing transportation facilities 
within the area in which they have an operating franchise. It does 

not involve the so-called intercity nds of bus of the Greyhound type 
that. is perhaps more familiar generally to the public. 

The grand jury charges in count 1 of the indictment that, beginning 
on or about January 1, 1937, the defendants named therein, including 
General Motors, had engaged in a combination and conspiracy to 
eliminate and exclude all competition in the sale of motor buses, petro- 
leum products, tires, and tubes to the local transportation companies 
then or thereafter owned or controlled by National City Lines, Inc., 
or any of its subsidiaries. Count 2 of the indictment charged the 
defendants, including General Motors, with having knowingly, wil- 
fully, and unlawfully combined and conspired to monopolize that 
part of the interstate trade and commerce of the United States that 
consisted of the sale of motor buses, petroleum products, tires, and 
tubes used by local transportation systems in those cities in which 
National City Lines, Inc. owned, controlled, or might thereafter ac- 
quire a substantial financial interest. 

In that connection I might digress for a moment to say that after 
this combination got into operation, they really began to expand. I 
think just about the saine time this indictment was returned, National 
City ines through one of its subsidiaries, had acquired the control 
of the key transportation system operating in the Oakland and San 
Francisco Bay area, and it had also become substantially interested 
in the transit operations in St. Louis and Baltimore. 

Mr. McHuen. Mr. Dixon, at the time that this case was filed, was 
the National City Lines, Inc., the largest single transit system in the 
United States? 

Mr. Dixon. Well, I would say this: It is perhaps the largest hold- 
ing company controlling and operating local transit systems in the 
United States. I don’t know of any comparable corporation or group 
that operates in the same manner on a national basis. 

The grand jury particularized the conspiracy charged by alleging 
that General Motors and the other supplier-defendants furnished 
money and capital to National City Lines, Inc., and its subsidiaries, 
which money and capital was to be utilized by National City Lines, 
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Inc., and its subsidiaries to purchase or secure control of local transit 
svstems located in the various cities of the United States. In return, 
National City Lines. Inc., and its controlled local transportation 
companies agreed not to renew any of their then-existing contracts 
to purchase buses, tires, tubes, and petroleum products with companies 
other than the named supplier-defendants without their consent, or 
to dispose of any interest in any operating company without. requir- 
ing the party acquiring the operating company to assume the obli- 
gation of continuing to purchase its requirements from the suppher- 
defendants. including General Motors. The grand jury also charged 
that National Citv Lines, Inc., and its local controlled transportation 
companies would not change or alter the equipment then being used 
by them, or purchase new equipment so as not. to be able to use the 
products of the defendant-suppliers. 

The indictment alleged that. the total amounts furnished by the 
suppher-defendants to National City Lines, Inc., for such purposes 
exceed $9 million, of which General Motors Corp. furnished over $3 
million, and that the total sales of motor buses by General Motors to 
the National City Lines, Inc., operating companies for the years 1936 
to 1946, inclusive, exceeded $25 million. All of the supplier-defend- 
ants, including General Motors, were to receive stock in National City 
Lines, Inc., or its operating companies for the money made available. 

Under the conspiracy charged, General Motors was to furnish ap- 
proximately 85 percent of all the motorbuses required by National 
City Lines, Inc., and its operating companies as of August 2, 1939. 
General Motors and Mack Manufacturing Corp. were to share equally 
in 85 percent of all new motorbus business of any of the National City 
Lines’ operating companies, thereafter acquired. The remaining 15 
percent was reserved for emergency purchases or for disposition as 
agreed upon by General Motors and Mack Manufacturing Corp. 

The indictment thus charged, among other things, that the nation- 
wide market for motorbuses which might be required by any of Na- 
tional City Lines’ operating companies had by agrement been allocated 
and divided between General Motors and Mack in the percentages 
before referred to. This to the exclusion of all competition from 
the manufacturers of other buses which might be utilized by the local 
operating companies then controlled by National City Lines, Inc., or 
which it might thereafter control or secure a substantial financial in- 
terest in by reason of the money made available to it hy General 
Motors and the other conspiring suppliers. 

Mr. McHvau. Mr. Dixon, can you tell us when the arrangements 
ee National City Lines and General Motors were first entered 
into 

Mr. Dixon. The arrangements charged here in the indictment were 
entered into in the year 1938 insofar as General Motors is concerned. 
Some of the other companies that were indicted came into the combi- 
nation a little later than that. Pa 

But the Pacific City Lines Co., which was one of the big acquisitions 
in the west coast area, was formed in 1938, and at that time General 
Motors, Standard Oil of California, and I believe Firestone, were the 
only suppliers in the initial stages of that incorporation and enter- 
prises that purchased any stock. | 
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Mr. McHueu. Did these supplier-defendants then enter into sepa- 
rate contracts with the various National City Lines subsidiaries ? 

Mr. Dixon. Yes. The basic contracts which were introduced in 
evidence imposed an obligation on National City Lines, Inc., to cause 
any of its subsidiaries which it then owned or controlled or might 
thereafter acquire to enter into contracts with the suppliers panied an 
the indictment. 

As I said, these two other corporations, Pacific Lines, Inc., and 
American City Lines, Inc., both of which were formed at the times I 
have mentioned through National City Lines, Inc., to which the dif- 
ferent suppliers contributed ; in other words, the Mack Manufacturing 
Co., for example, did not contribute anything to the American City 
Lines so-called investment or enterprise. But that is another story, 
unless you want us to go into it at this time, the reason for it. 

Mr. McHouenu. Not at this point. Mr. Dixon, in the event the Na- 
tional City Lines disposed of any of its operating companies, was it 
obliged to require the persons assuming this interest to also assume 
the obligations under this contract, to purchase from these suppliers? 

Mr. Dixon. Yes; that was part of the basic or underlying contract, 
this so-called “investment” type of contract which was entered into 
at the time the money was mande available to the National City Lines, 
Inc., and the companies that I have just mentioned, the Pacific City 
Lines and the American City Lines. 

Mr. McHucn. What type of stock, Mr. Dixon, did the General 
oe Corp. acquire in any of these subsidiaries of National City 

Ines 

Mr. Dixon. Well, it was generally preferred stock which was call- 
able at par, $50, and in many instances some common stock. But the 
preferred stock investments were ultimately called in practically all of 
the companies that I have mentioned where the suppliers made this 
capital available for the purposes I have indicated. 

. McHueau. Did any of these supplier-defendants or any combi- 
nation of them ever acquire a controlling interest in any of these 
National City Lines companies? 

Mr. Dixon. Well, yes, there was this Pacific City Lines transaction 
that I have mentioned which is quite involved, but very interesting to 
this extent: that in its initial phases there were several other individ- 
uals who put capital into that company when the operating lines which 
were then being operated by the Southern Pacific Co. were sold to 
Pacific City Lines. 

Including among those, as I recall it, was a subsidiary or at least a 
company in which some of the Greyhound officials were purportedly 
interested, who took 3514 percent of the stock, 3714 rercent t believe 
it was, and National City Lines took 3714 percent of the stock of Pa- 
cific City Lines, and the balance was tnken by the three suppliers, 
Standard Oil of California, General Motors, and Firestone Tire & 
Rubber Co. 

The total investment at the time of the incorporation and subsequent 
to the incorporation of Pacific City Lines was in excess of $2 millio 
of which General Motors put in more than $800,000, Standard o 
California more than $800,000, Firestone in excess of $250,000, and the 
Mack Manufacturing Co. put $300,000 into that company in 1940, but 
it subsequently disposed of its interest to General Motors, Firestone, 
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and Standard Oil of California in 1942, I believe it was, when it 
apparently wasn’t getting any business out of this so-called invest- 
ment. 

Mr. McHueu. Mr. Dixon, do you know when and what the circum- 
stances were under which the General Motors Co: got into the bus 
manufacturing business? | 

Mr. Drxon. I am not personally familiar with that except through 
knowledge which I have got through the case. 

It wasn’t important to the determination of this case, but it was my 
understanding that General Motors became interested in the manufac- 
ture of buses in the late twenties when they made a substantial stock 
investment in the Yellow Truck & Coach, that they gradually in- 
creased that investment or stock control until they had enough of it 
to apparently decide, in 1943, to merge that corporation in with the 
General Motors Corp. So, in 1943, I believe it was, all of the assets 
of Yellow Truck & Coach were transferred to the General Motors 


Corp. 
Mr. McHueu. Do you know, Mr. Dixon, whether the National Cit 
Lines contracts were with the General Motors Corp. or were they with 
Yellow Truck & Coach ? 

Mr. Dixon. These contracts in their inception were with the Yellow 
Truck & Coach Co., which was at that time a controlled subsidiary of 
General Motors. 

The contracts, however, were naturally assigned to General Motors 
in 1943, when all of the assets of Yellow Truck & Coach were trans- 
ferred to General Motors, and the Yellow Truck & Coach became 
merely a holding or a shell corporation which was ultimately dissolved. 

The criminal, as well as the civil case, was naturally vigorously op- 
posed by all defendants. The criminal case was transferred by the 
California district court to Chicago for trial on August 14, 1947, over 
the vigorous opposition of the Government. The transfer was made 
by the court on the ground that the case could be more convenientl 
tried in Chicago. Following the transfer of the criminal case to Chi- 
cago, the California district court dismissed the civil complaint on 
the grounds of forum non conveniens, or for substantially the same 
reason. The ruling in the civil case was appealed to the Supreme 
Court by the Government. The Supreme Court reversed the dismissal 
order of the district court and remanded the civil case to the district 
court for further proceedings. In the meantime, section 1404 (a) of 
the Judicial Code became effective. This section granted a district 
court the right in the exercise of its discretion to transfer a civil case 
to another jurisdiction on grounds comparable to those urged by the 
defendants in the criminal case. The district court, on motion of the 
defendants, accordingly granted their motion to transfer the civil 
case to the district court at Chicago, which transfer was thereafter 
effected when the Supreme Court denied the application of the Gov- 
ernment on May 31, 1949, to review the order of transfer issued by the 
district court in the civil case. 

The criminal and civil cases accordingly found their way to the dis- 
trict court at Chicago, where they were to be ultimately tried and 
disposed of. While acquitted of the charge of violating section 1 of 
the Sherman Antitrust Act in the criminal case, the defendants were 
all. found guilty on March 11, 1949, after a jury trial of violating sec- 
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tion 2 of the Sherman Act. The Court of Appeals for the Seventh 
Circuit unanimously affirmed this conviction on January 3, 1951. The 
Supreme Court denied the defendants petition for certiorari on April 
3, 1951, thus bringing the criminal case to a final close. Various pro- 
ceedings thereafter followed in the civil case. The district judge 
finally rendered an opinion in the civil case on September 15, 1955, 
which calls for a final judgment which should bring the trial of the 
civil case to an end in the district court. 

In view of the fact that the district court of California transferred 
both the criminal and civil cases to Chicago, the pressure of pendin 
litigation in California prevented my active participation in the tria 
of the criminal case. It was, however, vigorously and successfully 
prosecuted by members of the staff of the Los Angeles office who were 
under my direct supervision and with whom I was constantly in 
contact during the trial of that case. The defendants unsuccessfully 
appealed their conviction in the criminal case, the court of appeals 
holding, among other points, that the conviction verdict on count 2 of 
the indictment was sustained by clear and convincing evidence. I 
hope the foregoing will give you some idea of the nature of the charges 
made against General Motors in the criminal and civil cases, as well 
as the extent to which these charges were vigorously and vehemently 
opposed without avail during a period of protracted and extended 
litigation. 

Senator O’Manoney. The effect of what you are saying was that 
eventually both the criminal and the civil cases were transferred to 
Chicago. You were not able because of other commitments to partici- 
pate in the trial of the criminal case. It was, however—now I am 
using your words on page 6— 


vigorously and successfully prosecuted by members of the staff. 


Mr. Dixon. As previously indicated, under the General Motors- 
National City Lines, Inc., contracts, General Motors was to receive 85 
ercent of all the motorbus business of the National City Lines operat- 
ing companies owned or controlled by National City Lines as of 
August 2, 1939. 

I might digress for a moment there to say that in connection with 
this Pacific City Lines deal which was instituted in 1938, there was no 
written contract until later because the oral understanding was, of 
course, that the suppliers would get all of this business. They being 
the incorporators of the Pacific City Lines, there was no reason for any 
contract at that time. 

The National City Lines operating companies were, however, per- 
mitted under the contracts to purchase the remaining 15 percent dollar 
value of its bus requirements as secondhand equipment. Eighty-five 
percent of the bus business of the operating companies acquired by 
National City Lines, Inc., after August 2, 1939, was to be divided 
equally among General Motors and Mack Manufacturing Corp., with 
the exception, as I said, that this contract applied only to the National 
City Lines operating companies at that time, and it did not apply to 
the subsidiaries, Pacific City Lines and the subsequent company, 
American City Lines. 

General Motors was thus to receive substantially all of the bus busi- 
ness of the operating companies controlled by National City Lines, 
Inc., at the time the General Motors-National City Lines agreements 
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were entered into, and was to share 42.5 percent of all the business of 
any new local transit companies thereafter acquired by National City 
Lines, Inc., with the Mack Manufacturing Corp. 

The division of the bus business between General Motors and Mack 
before referred to did not, however, apply to some of the companies 
which were thereafter acquired by National City Lines, Inc., in the 
west coast area. General Motors was to get, and did secure, 85 percent 
of all the business of these companies with the privilege accorded such 
companies of acquiring the remaining 15 percent of their bus require- 
ments as used equipment if they desired to do so. 

This was made adequately clear in the contract between National 
City Lines, Inc., and Mack Manufacturing Corp., dated August 1, 
1939, which provided that National would, insofar as legally possible, 
cause such operating companies as were thereafter formed or acquired 
by National, “except subsidiary corporations of Pacific City Lines, 
Inc.,” to purchase 42.5 percent in doliae value of the new bus equip- 
ment requirements for such companies. The Pacific City Lines, Inc., 
was the National City Line, Inc., holding company subsidiary in the 
west coast area. The bus supply contracts entered into between Gen- 
eral Motors and National City Lines, Inc., were to run for a minimum 
period of 10 years and were extended from their operation date for 
additional periods of time with some of the agreements being extended 
to January 1, 1953. 

Mr. McHvueu. Why wasn’t Mack permitted to participate in the 
City Lines contract ? 

Mr. Dixon. I can’t answer that except to say that they apparently 
got no substantial amount certainly of business in the companies con- 
trolled by Pacific City Lines and they subsequently sold their stock 
interest in that company to General Motors and the other two sup- 
pliers that I have mentioned. 

If it is of interest at this time in connection with Mack, I think the 
decision of the court just published or just released by the district court 
in Chicago points out that in the last 7 years of this contract which 
Mack Manufacturing entered into for the National City Lines Co. 
itself, they secured less than—I think it was about $875,000 only of 
business during the last 7 years that contract was in effect. 

Mr. McHvuen. And the contracts provided that they were to get 
421%, percent of the business of these after acquired companies? 

Mr. Drxon. That is correct. 

At the time the contracts before referred to were entered into be- 
tween National City Lines, Inc., and General Motors, the operating 
companies of National City Lines, Inc., were securing buses from 
several suppliers. These suppliers were naturally foreclosed from 
furnishing any further equipment to such companies after these 
contracts became effective. Representatives of competing suppliers 
indicated during the trial of the criminal case that they could not 
sell competing buses to the operating lines controlled by National 
City Lines, Inc. The president of that company, that is, National 
City Lines, is reported to have told one competitive bus suppher who 
had demonstrated its product to the Los Angeles Transit Lines: “Well, 
I don’t think there is any point in our operating your buses * * * you 
know our setup with General Motors, and they are probably going to 
build 50 or 55 passenger buses: and if they build them, we will prob- 
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ably have to buy them. I think your bus as good or better than any 
other bus, but with this tieup we have, it is just out of the question. 
You just might as well take your bus to some other property with 
whom you can probably do some business.” 

The extent to which General Motors controlled the bus business of 
the local transit systems of National City Lines, Inc., is evident from 
a letter written by the president of the Pacific City Lines, Inc., to 
General Motors. This National City Lines’ subsidiary found it neces- 
sary, due to the inability of General Motors to furnish its require- 
ments of buses during the war, to secure buses from other sources. 
The buses secured from other sources exceeded the 15 percent which it 
was authorized under the contract to acquire from sources other than 
General Motors. The president accordingly suggested that General 
Motors acknowledge the necessity for such purchases and that this 
variation in the contract be made up to General Motors after the close 
of the war by 100 percent purchases until the contract amount is ful- 
filled (R. 1771). General Motors made it clear in its reply that it 
expected Pacific City Lines, Inc., to first contact it to find out whether 
General Motors could furnish the buses required by that company be- 
fore By looked elsewhere for its needs. The General Motors reply 
stated : 


We suggest, before you make any additional outside purchases, that you first 
contact us to find out whether or not we are in a position to supply your needs 
(R. 1772). 

The prices which the oats: —— 

Senator O’MaHONEy. You said above: 


The president— 


meaning the president of-—— 
Mr. Dixon. Of the Pacific City Lines. 
Senator O’Manoney. Of the Pacific City Lines— 


accordingly suggested that General Motors acknowledge the necessity for such 
purposes——— 

Mr. Dixon. For such purchases. 

Senator O’Manoney (continuing) : 
for such purchases and that this variation in the contract be made up to General 
Motors after the close of the war by 100 percent purchases until the contract 
amount is fulfilled. 

Do I understand from the sentences which follow that General 
Motors made no acknowledgment of the necessity for purchases out- 
side of the percentage? 

Mr. Dixon. They did acknowledge the necessity of the purchases, 
Senator, and of the fact that they could not supply this need of the 
Pacific City Lines insofar as buses were concerned at the time the 
buses were required by that company. | ee 

They made it clear, however, by this letter in reply to the inquiry 
from Pacific City Lines that they approved these purchases in excess 
of 15 percent; that if they ever felt it necessary in the future to se- 
cure buses on an emergency or any other basis from any other source, 
that they first contact General Motors before they made any such 
purchases because the contract clearly gave General Motors the right 
to 85 percent of all of the bus requirements of this company, and the 
15 percent remaining was merely inserted, and intended to apply to 
purchases of used buses. 
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In the operations of the National City Lines companies, one of the 
techniques and procedures which were resorted to was to frequently 
sell these buses from one subsidiary to another, so that that was the 
reason for this 15 percent provision, because those buses were obviously 
used buses. 

Senator O’Manoney. But I understand then that General Motors 
made no issue of the fact that prior to the time the president of the 
Pacific Lines made the suggestion, to which you referred, it had 
exceeded the 15 percent, but merely responded that in the future, be- 
fore any purchases above the 15 percent were to be made from other 
sources, application must first be made to General Motors. 

Mr. Dixon. That is true, Senator. But I think it is also my recol- 
lection at this time—I will have te consult the record on that point— 
that they went along with the suggestion of Pacific City Lines that 
this deficiency be made up in establishing the quota or any question 
about whether they were complying: with the contract requirements. 

Senator O’Manwoney. In other words, after the close of the war they 
make up the deficiency ? 

Mr. Dixon. They wanted the difference; that is correct. 

Senator O’Manoney. All right. 

Mr. Dixon. The prices which the operating companies were to pay 
General Motors for the buses purchased from it were supposed to 
be competitive with other bus supplies. In fact, the president of 
National City Lines, Inc., testified during the trial of the criminal 
case that it was generally understood that the buses which were pur- 
chased by the National City Lines, Inc., operating companies were 
to be bought at competitive prices. He admitted on cross-examina- 
tion, however, that the operating companies did not compare prices 
with other suppliers in making such purchases. 

Mr. McHwceu. Mr. Dixon, in this connection, what recourse did the . 
National City Line operating companies have even if it could be 
shown that General otors’ prices were too high as long as the con- 
tract obligated them to purchase §5 percent of their requirements from 
General Motors! 

Mr. Dixon. Well, I would say the answer to that is almost obvious; 
they had no recourse because they were bound to comply with the 
provisions of the contract imposed tpon them as a subsidiary company 

y reason of the basic contract between General Motors and National 
City Lines, Inc. 

Mr. McHuen. So in substance would you say the provision con- 
cerning the requirements in this percentage obliged them to buy these 
requirements from General Motors almost irrespective of competitive 

rices ? 
Mr. Dixon. Oh, definitely; I would say that was the situation gen- 
erally with reference to the purchases. 

General Motors thus acquired substantially all of the bus business 
of the operating companies of National City Lines, Inc., by making 
so-called stock “investments” in National City Lines, Inc., or sub- 
sidiary companies which were formed pursuant to agreements between 
National City Lines, Inc., and the supplier defendants, including 
General Motors. General Motors as well as the other suppliers, 
usually secured preferred stock in the National City Lines, Inc., sub- 
sidiary companies when they made capital available to National City 
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Lines, Inc., to acquire new local transit systems. The supphers who 
made these so-called “investments” themselves apparently recognized 
the obvious fact that they were buying the stock only as part of a 
larger deal which gave them the business of the operating eompanie- 
(R. 1234). As the representative of one of the defendants indicated 
in discussing the deal with one of the suppliers : 

We are all in the same boat and we want to do what is the wise and safe 
thing under the circumstances (R. 1236). 

The proceeds of the stock purchased by the suppers was used im 
the further purchase of properties, al] of which was to greatly increase 
the motor-coach requirements. 

If I might digress there for a moment, it was clear that it was the 
poy of the Fitzeerald Bros. to eliminate the streetcar and to estab- 

ish motorbus systems of transportation whenever they went in and 
took over the local transit svstems, and that is the reason for the 
previous statement. 

One of the supplier companies purchasing the stock appeared to 
question the “investment” nature of the transaction, for it indicated 
that it had put the stock which it was acquiring in the name of two of 
is employees who were acting as nominees. 

If I might digress there for a moment, too, when time is available 
and you go into the transactions under which the Los Angeles Transit 
System was acquired, you will find that the Standard Oil Company of 
California committed itself to make $1 million available by oral agree- 
ment, and the stock was taken in the name of a subsidiary company— 
this is all part of the record—so that it would not appear of record in 

the name of the Standard Oil Company of California. 

Assistance was given to the American City Lines, which was the 
company which acquired the control of Los Angeles Transit System 
by Me tandard Oil of California lending its assistance in making a 
$5 million loan available from the Bank of America to complete that 
purchase. 

- The so-called stock investments of General Motors in the operating 
companies also placed it in a position where it and the other supplier 
defendants were able to and did assume the active management of 
some of the companies for temporary periods (exhibit 149, R. 1633- 
1637). 

It ae unduly extend this statement to further detail the in- 
numerable transactions between General Motors and National City 
Lines, Inc., concerning its so-called “investments” in the National City 
Lines companies. 

The opinion of the court of appeals, which affirmed the guilty 
verdict in the criminal case, found the evidence adequate and suflicient 
within the requirements of the criminal law to sustain the conviction 
of General Motors and the other defendants named in the indictment. 
The affirming of the convictions and the refusal of the Supreme Court 
to review the ruling of the court of appeals effectively ended the 
criminal case. 

As this committee well knows, the purpose of the Government’s 
civil suit in an antitrust procesc us is to secure effective relief in the 
public interest against illegal practices alleged in the Government's 
complaint. After the affirmance of the conviction of the defendants 
in the criminal case, some of the defendant-suppliers, including Gen- 
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erul Motors, disposed of their so-called investments in National City 
Lines, Inc., and its operating companies, in an apparent effort to make 
the issues in the civil case moot. Some of the requirements contracts 
were also abandoned or canceled. Others expired through the lapse 
of time during the protracted and extended litigation. National City 
Lines, Inc., entered into a consent decree with the Government on 
December 14, 1954, in which it agreed to do its best to cancel the ex- 
clusive supply contracts then outstanding, and to request bids under 
certain conditions when new supplies and equipment were required by 
its operating companies. 

Senator O’Manonry. What is the meaning of the phase “to do its 
best tocancel”? 

Mr. Dixon. Well, that is a hard question to answer, Senator. 

Senator O’Manoney. Were these contracts not invalid ? 

Mr. Dixon. Yes, Senator, these contracts were obviously illegal; 
and the court so held in its decision, and in the decision which it 
rendered on September 19, 1955, it ordered canceled the only remain- 
ing contracts then stil] in effect which, while J was not with the Gov- 
ernment at that time and cannot speak with reference to what the facts 
were, it 1s my understanding that the Standard Oil of California 
petroleum supply contract. to the Los Angeles City Limes and the vari- 
ous other companies was still in effect, and the Firestone Tire & Rub- 
ber Co. contract I believe, was also: but I think all of the other con- 
tracts had lapsed, vou might sav, rather than being canceled. 

Mr. McHven. Mr. Dixon, excuse me, are you saying those contracts 
were in effect at the time of the trial of the civil case even after the 
entry of the consent. judgment against National City Lines? 

Mr. Dixon. These contracts I have just described I believe, accord- 
ing to the opinion of the court released on September 19, 1955, were 
still in effect. at that time. 

Even after the conviction in the criminal case, I think the record 
shows that some of these contracts were extended, even to digress for a 
moment, the initial contract, Senator, with the supplier, was for a 
minimum period of 10 years; in other words, this market for these 
products was closed to all competition for a period of at least 10 years 
under these contracts. 

The contracts also provided for their renewal and extension. I 
think one of the petroleum supply contracts in its imitial execution 
was for a period of 15 vears. 

But these contracts, even when they expired, and they were entered 
into in the first instance in 1939, that would mean that the 10-year 
period would end in 1949, and by that time the criminal case was al- 
ready on the docket; the General Motors contract. on buses, for ex- 
ample, was extended by agreement; the Firestone contract was ex- 
tended; the Standard Oil Co. of California oil contract was extended. 

This is all a matter of record; so that after the determination of the 
criminal case on appeal, the Government went in in the civil case and 
filed a motion for summary judgment on the theory that the criminal 
case had determined the illegality of the practices alleged in the civil 
complaint. 

Senator O’Manoney. Are we to understand that after the judgment 
in the lower court from which the defendants appealed, the defendants 
nevertheless continued to carry out the contracts which had been, in 
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effect, held to be invalid and illegal because of a violation of the 
Sherman Antitrust Law ? 

Mr. Dixon. I think your statement is substantially correct, Senator, 
to this extent: That the court had not yet in the civil case had an 
ss Sead ante torule—— 

enator O’Manoney. I understand that. 

Mr. Dixon (continuing). To rule. upon the illegality of these con- 
tracts, and it only did so on September 19, 1955 - 

Senator O’MaHoney. In this civil case. But in the criminal case 
it had been determined ? 

Mr. Dixon. It had been determined. 

Senator O’Manoney. Determined. 

Mr. Drxon. That is correct. 

Senator O’Mawoney. And the contracts under the criminal verdict 
were invalid 

Mr. Dixon. That is right. 

Senator O’Mauoney (continuing). A violation of law, violation of 
the antitrust law? 

Mr. Dixon. Correct. 

Senator O’Manoney. And yet they were not effective? 

Mr. Drxon.The criminal case, in other words, Senator, did not 
operate per se to cancel the illegal contracts between General Motors 
and the National City Lines, and between the other suppliers and 
National City Lines. Is that your question ? 

Senator O’Manoney. Yes, that is the question. 

Mr. Dixon. So the Government was required, you see, to proceed in 
the civil case to have those contracts declared illegal, and to en- 
deavor 

Senator O’Manoney. You see the point, Mr. Dixon, is this: That 
you are a lawyer, you sat in this case, and other lawyers who are 
familiar with the antitrust law understand perfectly. 

But the lay reader does not understand, and that is why I want 

ou to put it into this record in terms that are understandable by the 
jay meadler of what the gap in the antitrust law is which makes a crim- 
inal verdict ineffective to enforce itself. 

Mr. Dixon. Yes, Senator, I see your question and I understand it. 

The purpose of the criminal suit against the supplier defendants and 
National City Lines, Inc., was to establish the criminal illegality 
under the criminal section of the Sherman Act, of the acts which the 
defendants were alleged to commit, to have committed, and which the 
jury found that they had committed. 

Senator O’Manoney. What was the punishment? 

Mr. Dixon. Well, I blush, Senator, to answer that question. 

The corporations secured the maximum fine of $5,000, which is the 
-maximum penalty imposed, as you know, under the Sherman Act, at 
that time. 
¢ Congress has since raised it to $50,000, but at that time, it was 

5,000. 

The individual defendants, all of whom were convicted, and they 
were the treasurer of the Standard Oil Company of California, the 
assistant secretary of General Motors, and various other officials of the 
other corporate defendants, when the court go around to imposing 
sentence on the individual defendants, he very quickly, and as part of 
his sentence, fined them the magnanimous amount of $1 each. 








STUDY OF THE ANTITRUST LAWS 2609 


So that the fine imposed on the individual defendants in this case 
was hardly the amount that anyone would be fined for a very minor 
traffic violation. 

The reason, apparently, why the court did that—that the court had 
in mind was that in imposing that very nominal fine, it was that he 
appeared to feel—and I stress this because I naturally do not purport 
to speak for what the judge did—that this is in the nature of an 
economic crime and, therefore, it is not in the same category of another 
type of crime. It might be for that reason the sentence imposed was 
of a nominal amount. 

In enforcing the antitrust laws—— 

Senator O’Mauoney. Well, until, as a Nation, we begin to realize 
that economic crimes of the magnitude described in your testimony this 
morning are recognized for what they are, as crimes that atfect the 
livelihood of unnumbered persons, families, homes, and communities 


it will be very difficult for us to do economic justice in this country and 
in the world. 


Mr. Drxon. I think you are—— | 

Senator O’Manoney. I think it was the recognition of this fact that 
made this Congress increase that penalty. It was not sufficiently in- 
creased, in my judgment, but it was increased, and I am moved to make 
another observation: ‘That the court might have had in mind that 
some of these officers who were named as defendants were carrying out 
plans that were imposed upon them by higher executives whom they 
could not disobey except upon pain of losing their jobs. | 

Mr. Dixon. If I may comment upon your last remark, Senator, I 
think that is one of the big problems of antitrust enforcement. | 

It is difficult in a large corporation, in particular, to determine where 
the responsibility for these acts actually should be placed, and that was 
always the problem in any antitrust criminal proceeding. 

It is almost a gesture, nothing more, to indict a corporation without 
indicting some of the officials of that corporation, because a corpora- 
tion cannot be put in jail. There is no personal stigma attached to it, 
and the maximum punishment was a $5,000 fine at that time, now 
$50,000, which some have referred to as a license to violate the law. 

Senator O’Manoney. Would you see any objection to an amend- 
ment of the antitrust law which would make it mandatory upon the 
court, upon finding a verdict of guilty, to impose the same fine upon 
the individuals concerned as upon the corporations, or would such a 
Jaw make it more difficult to secure convictions? 

Mr. Dixon. No; I do not think it would, Senator, because the jury 
are usually instructed, as you probably know, that the matter of sen- 
tence Is not a matter for the jury to determine in considering the guilt 
or innocence of the individual defendants. 

But it would certainly, perhaps, act as a little stronger deterrent, 
shall we say, on the part of some individual officials if they felt that 
they were to have that fine imposed that was imposed upon the corpora- 
tion, although I venture the suggestion that in all instances where any 
fine is imposed that it is paid by the corporation rather than the indi- 
vidual against whom the fine was assessed. 

Senator O’Manoney. Well, that would also suggest an effective 
means of making the individual pay the fine by amending the law 
to the effect that any corporation officials who used corporate funds 
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to pay a fine levied in any criminal case against an officer or an em- 
ployee of the Government should be trebly punished for that offense, 
or some similar provision. 

Mr. Dixon. Well, that would certainly tighten up and give more 
force to the sanctions that. Congress, I am sure, intended to put back 
of the enforcement of the antitrust laws. 

Senator OManoney. In the 20 years in which I have been studying 
this problem in the Senate, I have yet to find any executive of any 
great corporation do anything but proclaim his belief in the antitrust 
law, “antitrust laws should be maintained,” and then they go on to 
defend free enterprise; but the laws are ineffective. 

Tan sorry to have interrupted you. 

Mr. Dixon. All right, Senator. 

Mr. McHvueu. Did the conviction in the criminal case constitute a 
finding that the contracts entered into in and of themselves were illegal. 
or was it merely a finding that there was an illegal conspiracy among 
these suppher defendants, the National City Lines, to monopolize this 
trade, and contracts were among the devices employed ? | 

Mr. Drxon. The decision in the criminal case operated to adjudicate. 
as a matter of law, the charges made by the Government im the civil 
case that section 2 of the Sherman Act had been violated by all of 
the defendants. 

That would indicate clearly that, to answer your question, the next 
step would be, as it always is 1n a civil case, what relief is the Govern- 
ment entitled to, the illegality of the acts having been determined. 

Now, the question of relief, of course, is where you have to consider 
what the situation is at the time the relief 1s requested. 

The court found in the decision I have just. mentioned that was 
released on September 19—and I hardly see how he could have done 
otherwise—that any contracts involved in the criminal case or the civil 
case that were comparable to the same charge, that were part of this 
combination and conspiracy, were necessarily illegal and, therefore, 
had to be canceled as being in violation of the antitrust law. and he so 
ordered in his opinion of September 19, 1955. 

Mr. McHvueu. Then the conviction in the criminal case did not. con- 
stitute a specific finding that the contracts were illegal: and is that 
the reason why these contracts were perpetuated beyond that point, 
making necessary the filing of a civil case? 

Mr. Dixon. Well, if I may venture this comment, I am certain that 
the lawyers for all of the defendant companies in the civil case were 
aware of the effect of the finding and the judgment in the criminal 
case, but they also knew that that finding did not operate per se or 
automatically to cancel these contracts. 

Therefore, the position of some of the suppliers that I have men- 
tioned was, “We won’t cancel them. We will wait until the court 
forces cancellation.” 

That is why National City Lines entered into the consent decree: and 
the decree provided, Senator, as you inquired into a few minutes ago, 
that they should use their best efforts to get those contracts canceled. 

But only the court can order their cancellation in the civil case. 
They are not canceled per se as the result of the adjudication in the 
criminal case. 
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Mr. McHwueu. Mr. Dixon, in the consent judgment that was entered 
against National City Lines there were no specific contracts that were 
ordered canceled in their terms ? . 

Mr. Dixon. That is correct. The court would be without jurisdic- 
tion, for example, to cancel a National City Lines supply contract of 
the type we are discussing here between National City Lines, Inc., and, 
say, Standard Oil of California, with whom they had this contract, 
or with General Motors, or with Firestone Tire & Rubber Co., or with 
the Phillips Petroleum Corp. 

The decree to that extent did not mean very much, Senator, again 
answering your question. 

Senator O'Manoney. I know. But that is a strong indication to a 
Congress which is convinced that the antitrust laws should be strength- 
ened that gaps like that should be plugged without much delay. 

You have on pages 7 and 8 told the story of the reported conversa- 
tion between the president of the National City Lines, Inc., with a com- 
petitive bus supplier, and this you put in quotes: 

Well, I don’t think there is any point in our operating your buses. * * * You 
know our setup with General Motors, and they are probably going to build 
0- or 55-passenger buses; and if they build them, we will probably have to buy 
them. I think your bus is as good or better than any other bus, but with this 
tieup we have, it is just out of the question. You just might as well take your 
bus to some other property with whom you can probably do some business. 

Was that typical ¢ 

Mr. Drxon. ‘ would say without question, Senator, that that is typi- 
cal, and it could be amplified many times. 

Senator O’Manoney. Well, it means, then, that if it is typical this 
transit-line official who made this statement was saying that a better 
bus could not be purchased by his line because of the illegal contract, 
the criminally illegal conspiracy, in which General Motors had par- 
ticipated to force the purchase of the General Motors buses. 

Mr. Dixon. That is correct. 

Senator O’Manoney. I think that is a matter to which all who be- 
lieve in local free enterprise or competitive enterprise had better take 
notice. 

Mr. Drxon. I join a hundred percent in voicing the same sentiment, 
Senator, after endeavoring to enforce the antitrust laws for a period 


of 10 years. 


Do you want the rest of the statement ? 

Senator O’Manonry. Oh, yes. 

Mr. Dixon. According to a decision rendered on September 19, 
1955, the district court in Chicago in the civil case, General Motors 
now holds no “investment” in, and has no requirements contracts with, 
any local transit company in the National City Lines system. 

While I have no knowledge of the present supply situation of the 
National City Lines operating companies, I venture the suggestion 
that the greater part of all new bus equipment acquired by such com- 
panies will probably continue to be General Motors equipment, even 
under any bidding procedure which may be applicable to the pur- 


# chases of buses in the consent decree before referred to. This for the 


reason that I have failed to notice any competing bus equipment .on 
the streets of my home city, Pasadena, or that fast-growing metropolis 
of the West—Los Angeles—where both local transit systems are still 
controlled by National City Lines, Inc. 


6727T2—56— pt. 6——28 
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Mr. McHuen. Mr. Dixon, criminal suit was filed in 1947 and the 
convictions were obtained in 1949, I believe you stated ? 

Mr. Dixon. That is correct. 

Mr. McHucu. Why was it that the civil suit then was not disposed 
of until 1955 ? 

Mr. Dixon. Well, the Government and the defendants and the court 
made it necessary or required the criminal case to proceed to trial first, 
ahead of the civil case. 

Therefore, the civil case was, in a sense, off docket, until the criminal 
case was disposed of. | 

The Government had no objection to that proceeding even though 
the burden of proof required of it in the criminal case is greater than 
that required of it in the civil case; because of the law which would 
make a guilty verdict or judgment in the criminal case determinative 
of the same issues in the civil case, so that the Government would not 
have to try the same issue twice, in other words, the Government 
could try ihe criminal case and lose that case, and then proceed to try 
the civil case and win it, without prejudice to its loss of the criminal 
case. 

However, if it won the criminal case, then it had the advantage of 
winning that case and presumably effectively and quickly disposing of 
the civil case. 

However, our efforts to get action on the—that is, the Government’s 
efforts to get action, quick action, determinative of the civil case by a 
motion for summary judgment—was not very successful due to the 
apparently clogged docket in the district court at Chicago at that 
time, and the fact that the Government as well as every other litigant 
in a civil case has to take its place in line and wait for a judge who can 
hear its case. 

But every effort was made to press it for adjudication by the 
methods that I have just indicated. 

The record speaks for itself in that respect. It was only this year 
in September that the matter was finally disposed of, and the final 
order is not even in the civil case as of now, as far as I know. Does 
that answer your question ? 

Mr. McHucu. Yes. 

Were there negotiations for settlement then proceeding between 
1949 and 1955, as far as the entry of a consent judgment is concerned ? 

Mr. Dixon. Well, yes; there were some negotiations instituted by 
National City Lines, Inc. to dispose of the civil case, and those nego- 
tiations ultimately resulted in the consent decree which it entered into 
with the Government in 1954, I believe. You have the date, December 
14, 1954. . 

However, the other defendants in the case refused apparently to 
negotiate or enter into any consent decree, claiming there was nothing 
which could be accomphshed by such a decree since they had sold 
their stock and had—the contracts which the Government complained 
of were no longer in effect. 

In other words, their defense to the Government’s effort to secure 
a determination of the civil case was that there is nothing now for the 
court to decide, because everything which the Government seeks in 
the civil] case had been accomplished, namely, the stock had been sold, 
the contracts are either no longer in effect or have been canceled and, 
therefore, the whole issue is what the lawyer calls moot, and if that is 
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true then, of course, the court cannot enter any injunctive order in 
this type of case. 

Mr. McHuau. Mr. Dixon, what type of relief was the Government 
seeking against these supplier-defendants besides the cancellation of 
the contracts and obliging them to dispose of their stock interests? 

Mr. Dixon. Well, the Government was requesting the court to order 
the defendant—I mean the National City Lines—to purchase equip- 
ment in the future by competitive bidding, that being the only way 
in which the Government felt that this market, which had been fore- 
closed to competition for so many years, could be, shall we say, re- 
opened to competition. 

That was in a limited sense or in a sense granted to the Government 
in the consent decree. 

The other relief requested dealt with the cancellation of the con- 
tracts, the divestiture of the stock interests, general injunctive prohi- 
bitions against the resumption of the practices complained of, and the 
court said that General Motors had testified it had no intention of 
entering into any contracts like this in the future, and therefore, there 
was no reason to make any order against General Motors, and that 
since the other contracts had lapsed, there was nothing to cancel, 
except the two contracts I had mentioned some time ago, namely, the 
one apparently against or to which Standard Oil of California and 
the Firestone Tire & Rubber Co. were parties. 

So that in its opinion, which it rendered on September 19 of this 
year, it ordered those contracts canceled if they were still in effect. 

Mr. McHuau. Was the General Motors contract in effect at that 
time. 

Mr. Drxon. It was not, according to the opinion of the court that I 
have just referred to. 

Mr. McHucu. Mr. Dixon, do you know whether the provisions—— 

Senator O’Manoney. Was it 1n reality? 

Mr. Dixon. That, Senator, is the $64 question. I expect 

Senator O’Manoney. You ended your statement by saying in Pasa- 
dena you have seen none but General Motors buses. 

Mr. Dixon. And in Los Angeles, that Is true, too, Senator. 

Mr. McHueu. In the consent judgment that was entered against 
National City Lines, Mr. Dixon, was there any provision in their 
requiring National City Lines to purchase buses through a competi- 
tive bidding method ? 

Mr. Dixon. Well, that is rather a difficult question to answer. I 
would rather it be asked of someone from the consent decree section 
of the Department of Justice who participated in this decree. 

As a lawyer, it would appear that the consent decree might possibly 
require it. But there are so many things which may be done under 
the decree with reference to specifications and so forth that, as a 
practical matter, I am certain that if National City Lines wanted to 
specify General Motors buses they, General Motors buses, would be 
the only ones on which any bid would be submitted. 

Senator O’Manoney. Mr. McHugh, I suggest that you insert in 
the record at this point the consent decree of December 1954. 

ae McHvuseu. Senator, it will be made part of our permanent 
record. 
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(The document referred to follows :) 


[{[ 67,917] United States v. National City Lines, Inc., et al. 


In the United States District Court for the Northern District of Dlinois, East- 
ern Division. Civil Action No. 49 C 1364. Dated December 14, 1954. 
Case No. 890 in the Antitrust Division of the Department of Justice. 


SHERMAN ANTITRUST ACT 


Combinations und Conspiracies—.\lonopolies—Consent Decree—Practices En- 
joined—Restrictive Agreements Between Buyer and Suppliers.—A holding com- 
pany which controlled various local transportation systems was enjoined by a 
consent decree from (1) procuring any operating equipment on the condition 
that the supplier purchase stock of, or any financial interest in, the holding com- 
pany, any local transportation system controlled by the company, or any other 
local transportation system; (2) entering into any contract with any supplier of 
operating equipment which restricts or limits the holding company or any local 
transportation system controlled by the company as to (a) areas in which such 
transportation companies may operate, (b) changes of operating equipment to 
any type, (c) types of transportation services furnished, (d) purchases of new 
operating equipment, except that any contract for the supply of tires and tubes 
may require that new buses be purchased without tires and tubes, (e) disposal 
of any interest in any local transportation system controlled by the holding com- 
pany or acquisition of any interest in any other local transportation system; (3) 
entering into any contract with any supplier of operating equipment for financing 
the operations of the holding company, any local transportation system controlled 
by the company, or any other local transportation system, upon or accompanied 
by any agreement for the purchase or sale of operating equipment, except con- 
tracts with respect to terms of payment of price; or (4) entering into any contract 
with any supplier of operating equijyment which is conditioned upon the procure- 
ment of other operating equipment from any other supplier. 

See Combinations and Conspiracies, Vol. 1, § 2005.595, 2005.7038, 2005.833. 
2005.848 ; Monopolies, Vol. 1, § 2610.760; Department of Justice Enforcement and 
Procedure, Vol. 2, | 8421. 

Department of Justice Enforcement and Procedure—Consent Decrees—Specific 
Relief—Supply Contracts.—A holding company which controlled various local 
transportation systems consented to the entry of a decree which ordered and 
directed that (1) one and only one new contract for the supply of petroleum 
products and one and only one new contract for the supply of tires and tubes to 
the holding company or to local transportation systems controlled by the company 
shall be awarded in accordance with the requirements and procedures set forth 
in the decree; (2) contracts for the supply of petroleum products shall be for a 
period of no more than one year; and (3) contracts for the supply of tires and 
tubes shall be for a period of no more than three years. Another provision of 
the decree sets forth the procedure with respect to bids for supply contracts. 

See Department of Justice Enforcement and Procedure, Vol. 2, { 8301.50. 

Department of Justice Enforcement and Procedutre—Consent Decrees—S pecific 
Relief—Bids for Supplies.—A consent decree entered against a holding company 
which controlled various local transportation systems, in setting forth the re- 
quirements for future contracts for the supply of operating equipment, provided 
that (1) a request for bids by suppliers of operating equipment shall be published 
in a specified trade journal within ninety days from the date of the entry of the 
decree, (2) the request for bids, the drawing up and issuance of specifications, the 
method and time of submission of bids, and the cpening of bids shall not give to 
any supplier or prospective supplier any competitive advantage or preference over 
any other supplier, (3) subject to the right of the holding company, any local 
transportation system controlled by the company, or specified other companies to 
reject all bids, the contract shall be awarded to the lowest responsible bidder, and 
(4) all bids shall be opened at the time and place stated in the request for bids, 
and the names of the bidders and the prices bid shall be entered in a record which 
shall be available for inspection by the Department of Justice. 

See Department of Justice Enforcement and Procedure, Vol. 2, § 8301.45. 

Department of Justice Enforcement and Procedure—Consent Decrees—Contin- 
gent Provision—Termination of Contracts.—A holding company which controlled 
various local transportation systems was ordered by a consent decree to cancel, 
upon the entry of a final judgment against a defendant petroleum company, speci- 
fied contracts between certain of the holding company's local transportation com- 
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panies and the petroleum company. The holding company also was ordered to 
take, upon the entry of a final judgment against a defendant tire and tube com- 
pany, all action within its power to have terminated certuin agreements between 
the tire and tube company and certain of the holding company’s local transporta- 
tion companies, 

See Department of Justice Enforcement and Procedure, Vol. 2, 4 8341.20. 

For the plaintiff: Stanley N. Barnes, Assistant Attorney General, and W. D. 
Kilgore, Jr., Earl A. Jinkinson, and Ralph M. McCareins. | 

For the defendants: John T. Chadwell and C. Frank Reavis for National City 
Lines, Inc. and Pacific City Lines, Inc. 

For prior opinions of the U. S. District Court, Northern District of Illinois, 
oe Division, see 1954 Trade Cases § 67,654 and 1950-1951 Trade Cases 
q 62,875. 


Final Judgment 


JULIUS J. HOFFMAN, District Judge [In full text]: Plaintiff, United States of 
America, having filed its complaint herein on April 10, 1947, and all the defendants 
having severally appeared and filed answers to the complaint denying the sub- 
stantive allegations thereof, and the defendants National City Lines, Inc., and 
Pacific City Lines, Inc., by their attorneys, having severally consented to the entry 
of this Final Judgment without admission by said defendants with respect to any 
issue of fact or law. 

Now, therefore, no testimony or evidence having been taken herein, and the 
Court having entered its order herein on February 26, 1954, and upon consent of 
the plaintiff, United States of America, and defendants National City Lines, Inc., 
and Pacitie City Lines, Inc.. it is hereby 

Ordered, adjudged and decreed, as follows: 


I 
[Sherman Act] 


This Court has jurisdiction of the subject matter herein and of the parties 
signatory hereto. The complaint states a cause of action against the defendants 
signatory hereto under Sections 1 and 2 of the Act of Congress of July 2, 1890, 
entitled “An Act to protect trade and commerce against unlawful restraints and 
monopolies,” commonly known as the Sherman Act, and acts amendatory thereof 
and supplemental thereto. 


II 
[Definitions] 


As used in this Final Judgment: 

(A) “National” means National City Lines, Inc., a corporation organized and 
existing under the laws of the State of Delaware, with its principal place of 
business in Chicago, Dlinois; 

(B) “Pacific’’ means Pacific City Lines, Inc., a corporation organized under the 
laws of the State of Delaware and dissolved on December 31, 1947, at which time 
all of its assets were conveyed to and all of its liabilities were assumed by, 
National; 

(C) “Firestone” means The Firestone Tire and Rubber Company, a corpora- 
_ tion organized and existing under the laws of the State of Ohio, with its principal 
_ place of business in Akron, Ohio; 

(D) “Standard” means Standard Oil Company of California, a corporation 
organized and existing under the laws of the State of Delaware, with its principal 
place of business in San Francisco, California ; 

(E) “Person” means any individual, partnership, firm, corporation, associa- 
tion, trustee, or any other business or legal entity ; 

(F) “National Operating Company” means any operating company now con- 
trolled by National and which it continues to control and any operating company 
more than 50% of whose stock entitled to vote upon the election of directors is 
hereafter acquired by National; 

(G) “Operating company” means any person engaged in the business of 

providing public transit service ; 
(H) “Operating equipment” means tires, tubes, motor buses, and petroleum 
products, or any of them used by operating companies. 
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Ill 
[Applicability of Provisions] 


The provisions of this Final Judgment applicable to any defendant signatory 
hereto .shall arply to such defendant, its oftivers, directors, agents, servants, 
employees, subsidiaries, successors and assigns and to each of those persons 
in active concert or participation with it who shall have received actual notice 
of this Final Judgment by personal service or otherwise. 


IV 


[Contingent Cancellation of Contracts] 


(A) Defendant National is ordered and directed to cancel, upon entry of a 
Final Judgment against Standard, each of the following contracts: 


(1) Agreement between Standard and Pacific, dated May 1, 1943, as 
amended May 1, 1946; 

(2) Agreement between Standard and Salt Lake City Lines, dated July 
12, 1944, as amended May 1, 1946. 


(B) National is ordered and directed to take, upon the entry of a Final Judg- 
ment against Firestone herein, all action within its power to have terminated 
the agreements between Firestone and Los Angeles Transit Lines and St. Louis 
Public Service Company for the supply of tires and tubes. 

(C) National is ordered and directed to take, upon the entry of a Final Judg- 
ment against Standurd herein, all action within its power to have terminated 
the agreement between Standard and Los Angeles Transit Lines for the supply 
of petroleum products. 

(D) Nothing in Sections IV, VI and VII of this Final Judgment shall be con- 
strued to limit the right of Firestone to obtain performance of the obligation to 
purchase tires and tubes on the basis of unused mileage, or other similar pro- 
visions of the last agreements in effect prior to the entry of this judgment. 


V 


[Operating Hquipment Supply Contracis] 


Defendant National is enjoined and restrained from doing, or permitting 
any National operating company to do, any of the following: 

(A) Procuring any operating equipment on the condition, agreement or under- 
standing that the supplier thereof purchase capital stock of, or any financial 
interest in, National, any National operating company or any other operating 
company ; 

(B) Entering into any contract, agreement or understanding with any supplier 
of operating equipment which restricts or limits, in any°-manner whatsoever, 
National or any National operating company as to: 


(1) Areas or localities in which such companies may operate; 

(2) Conversions or changes of operating equipment to any type what- 
soever ; 

(3) Types of transportation services furnished ; 

(4) Purchases of new operating equipment of any type whatsoever, except 
that any contract for the supply, service, purchase or rental of tires and 
tubes may require new buses be purchased without tires and tubes; 

(5) Disposal of any interest in any National operating company or ac- 
quisition of any interest in any other operating company ; 


(C) Entering into any contract, agreement or understanding with any supplier 
of operating equipment for financing the operations of National, any National 
operating company or any other operating company, upon or accompanied by 
any contract, agreement or understanding for the purchase or sale of operating 
equipment, except contracts, agreements or understandings with respect to terms 
of payment or price; 

(D) Entering into any contract, agreement or understanding with any supplier 
of operating equipment which is conditioned upon the procurement of other oper- 
ating equipment from any other supplier. 
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VI 


[New Supply Contracts] 


(A) It is ordered and directed that one and only one new agreement for the 
supply of petroleum products and one and only one new agreement for the supply 
and services of tires and tubes to defendant National or to National operating 
companies (which operating companies are those set forth in paragraphs (B) and 
(C) below) shall be awarded in accordance with the requirements and procedures 
set forth in Sections VI and VII of this Fina] Judgment but as to Los Angeles 
Transit Lines or St. Louis Public Service Company said agreements shall be 
subject to the necessary action by said companies. New agreements for the 
supply of petroleum products to replace those presently outstanding with Stand- 
ard. or for the supply and service of tires and tubes to replace those presently 
outstanding with Firestone, shall not be required until entry of a Final Judgment 
against Standard and Firestone terminating and cancelling said agreements. 

(B) The agreements for the supply of petroleum products shall be for a period 
of no more than one year. A separate agreement may be made for the supply 
for said year by the companies set forth in each of the following groups of 
National operating companies (provided, however, that at Nationals option the 
companies may be divided into a larger number of groups for such purpose) : 


“Group I” 


Company Location of Company 
Jackson City Lines, Inc_..._..-_-______--.--.---_-__-- 2. Jackson, Mich. 
Kalamazoo City Lines, Inc. .__--..______-________-.__.. Kalamazoo, Mich. 
Saginaw City Lines, Inc_____-_..-__--__.--_-_____-__-_-. Saginaw, Mich. 

“Group II” 

Company Location of Company 
Aurora City Lines, Inc_..-~~_..---_- el. Aurora, Il. 
Bloomington-Normal City Lines, Inc......--.._.__~_-_____. Bloomington, Il. 
Burlington City Lines, Inc______--___________- ee. Burlington, Ill. 
Champaign-Urbana City Lines, Inc_....-..________--____- Champaign, Il. 
Cedar Rapids City Lines, Inc_________________-_______-_- Cedar Rapids, Iowa 
Danville City Lines, Inc____-_~-_--__ ee Danville, Il. 
Decatur City Lines, Inc___-_------______ eee. Decatur, Ill. 

East St. Louis City Lines, Inc__--.____-___--.-_-____-__- East St. Louis, Il. 

Elgin City Lines, Inc_.._-.-_-__--_____- ee. Elgin, Il. 

Joliet City Lines, Inc... ~~~ Joliet, Il. 

Lincoln City Lines, Inc__.._.--__--________--____-_-__ ee. Lincoln, Nebr. 

Quincy City Lines, Inc__--_.~-_-__-__ ~~ Quincy, Ill. 

Terre Haute City Lines, Inc__--_.__________-____ Terre Haute, Ind. 
“Group IIT” 

‘Company Location of Company 
El Paso City Lines, Inc___...__-_-_--_ ee. Hl Paso, Texas 
Tulsa City Lines, Inc_____________-__ ee. Tulsa, Okla. 

“Group IV” 

Company Location of Company 
Glendale City Lines, Inc_____-___.-------__-.------------ Glendale, Cal. 

Long Beach City Lines, Inc__-_-______-_-______- ee Long Beach, Cal. 

Pasadena City Lines, Inc_____-__-___________ ee. Pasadena, Cal. 

Sacramento City Lines, Inc____-_____-________ ee. Sacramento, Cal. 

San Jose City Lines, Inc__._____________-_-__- San Jose, Cal. 

Stockton City Lines, Inc____..-__________ Stockton, Cal. 
“Group V” 

Company Location of Company 
Salt Lake City Lines___._.--_----_-- Salt Lake City, Utah 
Spokane City Lines, Inc_....._-.-_-_-__________ Spokane, Wash. 


A separate agreement shall be made by Los Angeles Transit Lines and a sepa- 
rate one by St. Louis Public Sérvice Company. 
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(C) The agreements for the supply and service of tires and tubes shall be for 
a period of no more than three years. A separate agreement may be made for 
the tires and tubes to be used for said period by the companies set forth in each 
of the following groups of National operating companies (provided, however, 
that at National’s option the companies may be divided into a larger number of 
groups for such purpose) : 


“Group I” 

Company Location of Company 
Jackson City Lines, Inc__----~--~-___.--~---.2--.--e Jackson, Mich. 
Kalamazoo City Lines, Inc__..--.--_--- Kalamazoo, Mich. 
Pontiac City bines. 222 6s 2o eo oe eee eek Sock Pontiac, Mich. 
Saginaw City iLnes, Inc__.-~__-_---__-_--- ee Saginaw, Mich. 

“Group IT’ 

Company Location of Company 
Aurora City Lines, Inc___--..--.---- eee Aurora, Il. 
Bloomington-Normal City Lines, Inc._...._-._- bes ee ees Bloomington, Ill. 
Burlington City Lines, Inc__....-_.--_--.....-~________. Burlington, Il. 
Canton City Lines, Inc__-_------_-- Canton, Ohio 
Champaign-Urbana City Lines, Inc__-.._---__-_-_.__ Champaign, Ill. 
Cedar Rapids City Lines, Inc____..__._____________________ Cedar Rapids, Iowa 
Danville City Lines, Inc._..----_--_-_-_--- Danville, Il. 
Davenport City Lines, Inc__-._--__--_- ee Davenport, Iowa 
Decatur City Lines, Inc___-~-___----_- ee Decatur, Ml. 

East St. Louis City Lines, Inc__..-..---_-_._____---__ East St. Louis, Ml. 

Elgin City Lines, Inc__._..-_--_-__-__-_--- Elgin, Ill. 

Joliet City Limes, Inc_-___--__--_--- Joliet, Ill. 

Lincoln City Lines, Inc__-.__--_--___- Lincoln, Neb. 

Portsmouth City Lines__.....-----___-_-__-_ Portsmouth, Ohio 

Quincey City Lines, Inc_____________ Quincy, III. 

Rock Island-Moline City Lines_......_.....___..-------- Rock Island, Ill. 

Terre Haute City Lines, Inc_______-____________...-------. Terre Haute, Ind. 
“Group III’ 

Company Location of Company 
Beaumont City Limits_._..-_-.----_----- Beaumont, Texas 
El Paso City Lines, Inc____-______________-___________. El Paso, Texas 
Mobile: City TAne@s.. 222.0425 Se 52st eset se oe. Mobile, Ala. 
Montgomery City Lines____.._________ Montgomery, Ala. 
Tampa City Lines. oot a ee ee eee Tampa, Fla. 
Tulsa: (City Abies; Wi@2si.55-52 2 eo ec Tulsa, Okla. 

“Group IV” 

Company Location of Company 
Glendale City Lines, Inc_______-_-_-_______ ee. Glendale, Cal. 
Long Beach City Lines, Ine______-___-__-___-___-_ ee. Long Beach, Cal. 
Pasadena City Lines, Ine__-___--_________-- ee. Pasadena, Cal. 
Sacramento City Lines__._-.__--__-__- ee. Sacramento, Cal. 
Salt loake ‘City Lines:.25202 32 Sc2e ue bo ee ee Salt Lake City, Utah 
San Jose City Lines, Inc__.-__--._---_______-___ PLE sean San Jose, Cal. 
Spokane City Lines, Inc______-___-_-__---_-_ peeuse nee Spokane, Wash. 
Stockton City Lines, Inc__---.-_-________---___----- Stockton, Cal. 


A separate agreement shall be made by Los Angeles Transit Lines and a sepa- 
rate one by St. Louis Public Service Company. 


VII 
[Bids] 


(A) A request for bids by suppliers shall be published once in Bus Transporta- 
tion and Mass Transportation within 90 days from the date of entry of this Final 
Judgment except that as to those companies being supplied under contracts with 
Standard or Firestone, said request shall be so published within 90 days after 
the effective date of a Final Judgment against Standard and Firestone. 
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(B) The request for bids, the drawing up and issuance of specifications, the 
method and time submission of bids, and the opening of bids shall not give to 
any supplier or prospective supplier any competitive advantage or preference 
over any other supplier. 

(C) Subject to the right of National, any National operating company, Los 
Angeles Transit Lines or St. Louis Public Service Company to reject all bids, 
the agreement shall be awarded to and made with the lowest responsible bidder. 
By “lowest responsible bidder” is meant (1) a company which is engaged in the 
business of supplying the operating equipment to be furnished under the agree- 
ment, or in performing the work or services to be covered by the agreement, and 
which has the financial ability, equipment, available supply of service approved 
operating equipment, and the reliability necessary to furnish said operating 
equipment, and (2) the company which will supply all of the particular operating 
equipment at an aggregate price which (after considering any credits or offsets 
to or by the operating companies) is the lowest dollar amount. 

(D) All bids shall be opened at the time and place stated in the request for 
bids; and the names of the bidders and the prices hid shall be entered in a record 
which shall be available for inspection by duly authorized representatives of the 
Department of Justice. 


VIII 
[Inspection and Compliance] 


For the purpose of securing compliance with this Final Judgment and for no 
other purpose, duly authorized representatives of the Department of Justice 
shall, upon written request of the Attorney General, or the Assistant Attorney 
General in charge of the Antitrust Division, and on reasonable notice to any 
defendant made to its principal office, be permitted (1) access during the office 
hours of said defendant to all books, ledgers, accounts, correspondence, memo- 
randa and other records and documents in the possession or under the control 
of said defendant relating to any matters contained in this Judgment, and (2) 
subject to the reasonable convenience of said defendant, and without restraint 
or interference from it, to interview officers or employees of said defendant, who 
may have counsel present, regarding any such matters, and upon such request the 
defendant shall submit such reports in writing to the Department of Justice 
with respect to any matters contained in this Final Judgment as may from 
time to time be necessary to the enforcement of this Final Judgment. No infor- 
mation obtained by the means provided in this section shall be divulged by any 
representative of the Department of Justice to any person other than a duly 
authorized representative of such Department, except in the course of legal 
proceedings to which the United States is a party for the purpose of securing 
compliance with this Final Judgment or as otherwise required by law. 


IX 
[Jurisdiction Retained] 


Jurisdiction is retained for the purpose of enabling any of the parties to this 
Fina] Judgment to apply to this Court at any time for such further orders and 
directions as may be necessary or appropriate for the construction or carrying 
out of this Judgment or for the modification or termination of any of the provi- 
sions thereof, and for the purpose of the enforcement or compliance therewith 
and the punishment of violations thereof. 

Senator O’Manoney. The citations are given there, are they not? 

Mr. Drxon. I do not believe either of these are published decisions, 
Senator. 

Senator O’Manonry. No. 

Mr. Drxon. So except in the services that publish this type of re- 
porting —— 

Senator O’Manoney. We can identify them and include what is 
necessary. 

Mr. McHveu. Mr. Dixon, do you think that the conviction in the 
criminal case and the judgment in the civil case, with which you were 
intimately associated, were successful in really restoring competition 
for the National City Lines’ business ? 
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Mr. Dixon. Well, I think anyone can answer that question better 
if you could come back 5 years from now with figures as to what has 
happened in the intervening period. 

I think the likelihood is, and just again venturing an opinion, that 
if this committee or if the Department of Justice takes a look at this 
situation 5 years from now, you will probably find that National City 
Lines companies, if they are still operating them, will be using Gen- 
eral Motors equipment. 

Senator O’Manoney. Well, it is a matter of fact, and I am sure it 
has been your experience, that a giant corporation, whatever it be, 
which becomes involved in a lawsuit, either with a small business or 
with the Government in antitrust procedure, because of its financial 
strength can almost always wear the little business out, and by con- 
sistent appeals and motions, dilatory motions, of one kind or another, 
and appeals all the way up to the Supreme Court, can consume so 
much time that the effectiveness of the prohibition of the antitrust 
law is greatly reduced. | 

If my memory serves me correctly, the big packers, before they 
finally yielded to the decision of the Supreme Court that they were in 
a combination and in violation of the antitrust law, preserved the 
status quo for at least a decade, and in this connection it is important 
to remember that since the corporation is an artificial person, 1ts per- 
sonnel changes, and those who were the executives when a decree was 
handed down are on pension or retired when a particular case‘is com- 
ing to its conclusion or a new one seneae and they can apply new 
means and methods of thought to prolong the economic position which 
they have occupied to strangulate small business and to conspire to 
monopolize trade and commerce; isn’t that right? 

Mr. Drxon. I certainly agree, Senator, with what you have said, 
that that in practice is what happens in substantially most of these 
cases. 

In other words, the Government, in enforcing the antitrust laws, 
does everything, as they now stand, does everything possible to make 
use of the procedures that are available to remove the obstruction on 
commerce that is so apparent in so many of these cases and situations. 

The difficulty always is, as you have just suggested—take this case 
or these cases, it is approximately 8 years or more from the time the 
indictment in the civil case was filed before there is an ultimate de- 
termination of it. 

The conspiracy charge had been in effect for at least 10 years prior 
to the time the indictment and civil cases were filed. 

The result is that for a period of 18 years in this case the market in- 
volved here has been foreclosed from substantially all competition, and 
in the meantime, the companies have been making the profits on the 
products that they have sold in this market, without any fear that 
they were going to lose that business from competitive suppliers. 

Now, as a practical matter, the court decree may require certain 
things, but if you have been doing business with someone for 18 
years the chances are that you are going to be a little reluctant to 
change to someone else unless you are forced to do so. 

Senator O’Manonry. Well, this passage of time also illustrates, 
may I say to our general counsel and to the assistant counsel, why 
neither the Brookings Institution nor the Michigan University pro- 
fessors nor the vice president and general counsel, Mr. Hogan, of 
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General Motors have come up to volunteer a contribution to the study 
of the effect of big business upon the social and economic structure of 
the United States. 

They may think that time will result in this matter being completely 
forgotten; that when this committee has adjourned and made its 
report, there will be other things. But I still hope that it will not 
be necessary for me to suggest to the committee that a subpena be 
issued in the case of these three groups which have a good deal of 
knowledge about General Motors to contribute. I hope they will vol- 
untarily contribute their knowledge, or if they have no knowledge, 
because the study meant nothing and was not an iron curtain hiding 
secret testimony, that they will come before us and tell us about it. 

It is almost 4:30. Have you any more questions? 

Mr. McHoueu. Weare all finished, Senator. 

Senator O’Manoney. Well, the committee will stand in recess until 
10 o’clock tomorrow morning. 

ee at 4: 20 p. m., the hearing was adjourned, to reconvene 
at 10 a.m., ednesday, November 16, 1955.) 
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WEDNESDAY, NOVEMBER 16, 1955 


Unrrep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE OF THE JUDICIARY, 
Washington, D.C. 


The subcommittee met, pursuant to recess, at 10:30 a. m., in room 
424, Senate Office Building, Senator Joseph C. O’Mahoney presiding. 

Present: Senator O’Mahoney (presiding). 

Also present: Joseph W. Burns, chief counsel; Donald P. McHugh, 
assistant counsel; Joseph A. Seeley, assistant counsel; Gareth BM 
Neville, assistant counsel; Jesse J. Friedman, economic consultant; 
and Paul R. Beath, staff member. 

Senator O’Manoney. The committee will come to order. 

Mr. Burns. The first witness today will be Mr. Frank Fageol, chair- 
man of the Twin Coach Co., of Kent, Ohio. 

Senator O’Manonry. Very good, sir; we are glad to welcome you. 


STATEMENT OF FRANK R. FAGEOL, CHAIRMAN, BOARD OF 
DIRECTORS, TWIN COACH CO. 


Mr. Burns. Mr. Fageol, what is the present business of the Twin 
‘Coach Co. ? 

Mr. Facrout. Manufacturer of automotive vehicles at Kent; we man- 
ufacture engines there, and we manufacture aircraft assemblies at 
Buffalo. 

Mr. Burns. Is that Kent, Ohio ? 

Mr. Faceou. Kent, Ohio. 

Mr. Burns. Do you at the present time make any motor buses? 

Mr. Faceou. No; we do not. 

Mr. Burns. Have you made them in the past ? 

Mr. Faarou. Yes. 

Mr. Burns. Will you tell us briefly your experience in the motor 
vehicle business from the time you first began? When did you first 
get into the motor vehicle business ? 

Mr. Facrot. You mean the motorbus business ? 

Mr. Burns. Motor vehicle business, any type of motor vehicle. 

Mr. Maceo. Westarted, my company started, manufacturing motor 
trucks in California in 1917. 

Mr. Burns. What was the name of that company ? 

Mr. Faceout. Fageol Motors Co. 

Mr. Burns. When did you first make buses, and what type of buses 
did you first make? | 
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Mr. Faceot. In 1921 we introduced our first bus, which was then 
known as the Fageol safety coach. 

Mr. Burns. Will you just tell us briefly what the development of the 
bus was at that time # 

Mr. Fagrox. At that time practically all motor buses consisted of 
elongated touring cars, motortruck chassis, with very erude bodies in 
them. We designed the first all-purpose motorbus for highway use. 

Senator O’Manonry. Were you associated with the company at 
that time? 

Mr. Facrot. Yes, I organized the company and was head of it. 

Senator O’Manonry. You have been with this company through- 
out its existence then ? 

Mr. Facrou. Pardon ? 

Senator O’Manoney. You have been with this company through- 
out its existence? 

Mr. Faceou. That is correct. 

Mr. Burns. The company we are talking about is the Fageol 
Motors Co. ? 

Mr. Faceout. That is right. 

Mr. Burns. When was Twin Coach organized ? 

Mr. Facrou. Twin Coach Co. was organized in 1927. 

Mr. Burns. Now, in 1923 did you organize a business in Ohio? 

Mr. Faceou. I organized what was then known as the Fageol 
a Co. of Ohio for the purpose of building buses for the eastern 
market. 

Mr. Burns. What type of buses were those? 

Mr. Faceou. That was a new version of a bus which we called 
the transit type; in other words, we took a streetcar and put rubber 
tires on it, and so that all the car space occupied was available for 
passengers, and that is today the standard bus you see everywhere. 

Mr. Burns. As far as you know, was that the first time a bus of 
that style was manufactured ? 

Mr. Fageot. So far as I know, yes. 

Mr. Burns. Where was your plant at that time? 

Mr. Facrou. We had the Fageol Motors Co. in California—no, I 
will take that back. Fageol Motors Co. of California had gone out 
of business by then; the plant was at Kent, Ohio. 

. ae Burns. At that time did you make an arrangement with A. C. F. 
rill? 

Mr. Facrot. Yes. 

Mr. Burns. Will you tell us what that was? 

Mr. Facgou. The Brill Co. of Philadelphia were manufacturing 
streetcars, had been for a great many years, and they saw the comin 
of the motorbus and wanted to get into it so we merged our Fageol 
Motors of Ohio with them, and also took in the Hall-Scott Motor 
plant at Berkeley, Calif., who were at that time building our engines. 

Mr. Burns. Did you make buses for the A. C. F. Brill Co.? 

Mr. Facro,. The A. C. F. Brill Co. then made buses. They moved 
the operations from Kent, Ohio, to Detroit and Philadelphia; and 
our Kent plant, the one we had used, was abandoned at that time. 

Mr. Burns. Now tell us about the organization of the Twin Coach 


O. 
Mr. Fageron. In 1926 I severed my connections with the A. C. F. 
Brill Co. and bought out the Twin Coach, went back and bought the 
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lant and facilities from the A. C. F. Brill Co., and reopened to manu- 
acture buses in Kent, Ohio. 

Mr. Burns. What type of buses did you make with Twin Coach ? 

Mr. Faceou. The transit type I just described. 

Mr. Burns. Had you previously manufactured any buses which 
you referred to as intercity buses? 

Mr. Faceou. Yes. The original Fageol Safety Coach was an inter- 
city bus, both an intercity and then later we built it as a city bus. 

Mr. Burns. Are the intercity buses of a different type than the city 
buses, and are they, in a sense, separate phases of the industry ? 

Mr. Facrot. They were in the early stages, but now the city bus or 
the transit type serves both the city and the intercity, the intercity 
being more luxurious, a more luxurious bus than the city type. 

Mr. Burns. At the time that you organized Twin Coach, who were 
the other bus companies in the industry ? 

Mr. Faceou. At that time building large size buses, such as we built, 
the better grade type of bus, was the General Motors Co., the A. C. F. 
Brill Co., the White Co., the Mack Co., and Twin Coach Co. 

Mr. Burns. Did those companies make the greater part of the 
volume of the business, the trucks that were made, of the transit or city 


type? 

Mr. Facrou. The buses, yes. They made all the larger types, which 
accounted for a large percentage of them, and there were smaller com- 
panies making smaller buses, mostly. 

Mr. Burns. Now, prior to World War II, ey acta what was 
the range of your doling volume of sales annually? 

Mr. Facrou. Oh, from 6 to 10 million. 

Mr. Burns. After the war, was there any change in the situation in 
the bus industry ? 

Mr. Faceou. Immediately following the war there was a great pent- 
up demand, at which time everybody’s production facilities were in- 
creased, doubled, and bus production was tripled over anything that 
nae been done theretofore. That only lasted: through 1947 and part 
of 1948. 

Mr. Burns. During that period, approximately what volume of 
business did you do annually? 

Mr. Faceou. Oh, around 25, 30 million. 

Mr. Burns. After 1947, was there any change in the nature of the 
demand for buses? 

Mr. Faceout. Well, the demand for buses dropped off sharply be- 
cause most companies had bought up their requirements and shortages 
that had accrued during the war when buses could not be made for 
commercial purposes. 

Mr. Burns. at factors caused this change outside of the ful- 
filling of the pent-up demand? Were there any other factors which 
caused the falling off of the bus business ? 

Mr. Faceot. Yes, the coming back of the automobile business, avail- 
ability of automobiles, cut down bus riders; it has been going down 
ever since and is continuing down. 

Mr. Burns. What change did that make in the competitive picture 
in the bus industry ? 

Mr. Facerox. Well, it made this change, that the bus business was 
40 percent less than the normal prewar business, approximately 40 
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percent; so there was not really enough business to go around, plus 
the fact that the General Motors’ share of the business began to 1n- 
crease, the amount of business they were able to get. 

Mr. Burns. You supplied the committee staff with some statistics 
showing the sales of buses from 1924 through 1955, the first 8 months. 
Will you tell us the source from which you obtained this informa- 
tion ¢ 

Mr. Faceou. This information was obtained through the National 
Automobile Manufacturers Association, which sends out to its members 
the number of vehicles each company builds. 

Mr. Burns. Will you explain briefly what these groupings are and 
why you have them grouped the way they are on this chart? 

Mr. Faceou. For convenience of reference, I have divided this chart 
into 4 groups, using General Motors as 1 group, and then using 
the 4 other larger manufacturers, which consisted of Mack, White, 
A. C. F. Brill, and Twin Coach Co., into what I call group A. 

Mr. Burns. When you say larger, you mean larger in size? 

Mr. Facrot, Yes; and larger companies, also, generally speaking. 

Mr. Burns. And these had been the larger companies in the business 
from back about 1924 to 1926? 

Mr. Faceou. That is correct. 

Mr. Burns. What are the other classifications that you have here? 

Mr. Faceou. I have here what I call group B, which consisted of 
the Flexible Co., the Aerocoach Co., Beck Co., Fitzjohn Co.. and the 
Southern Coach Co. 

Mr. Burns. Do they make the same type of bus that the General 
Motors and group A make? 

Mr. Fageou. Pretty much so, except the Flexible Co.; their opera- 
aie have been confined almost entirely to the urban or city type 
of bus. 

Mr. Burns. But their products were in competition with General 
Motors and group A? 

Mr. FaGeou. That is right. 

Mr. Burns. What is the group called group C? 

Mr. Faqrou. The group C consists of still smaller companies; the 
Beaver Co., a very small company; Marmon Herrington Co. of In- 
dianapolis; what 1s called the Pony Co.; the Reo Co.; the Superior 
Co.—Superior Body Co.; Checker Cab-Transit Co., and a number of 
others smaller. 

Mr. Burns. Now, what type—— 

Senator O’Manoney. May I suggest that this chart be edited to 
show the location at which each of the companies mentioned in groups 
A, B, C, and “All others” carried on their operations ? 

Mr. Facron. Would you like me to state that ? 

Senator O'Matonery. Can you do that now ? 

Mr. Facron. Yes. 

Senator O’Manonry. Well, I think that would be very good. 
Please do that. 

Mr. Facroui, All right. 

The Twin Coach Co. in group A was at Kent, Ohio; the Mack Co. 
bus plant was at Allentown, Pa.; the A. C. F. Brill Co. bus plant 
pe at Philadelphia; the White Motor Co. plant was at Cleveland, 

hio. 
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In group B, the Flxible Co. are at Loudonville, Ohio; the Aero- 
coach Co. was at Chicago, Ill.; the Beck Co., I do not recall the town, 
up in Michigan somewhere, and that is also true of the Fitziohn Co.— 
I think the Beck Co. is in Indiana, but I am not quite sure; the Fitz- 
john Co., I believe, is in Michigan, I do not know the town; and the 
Southern Coach Co. isin Alabama, Evergreen, Ala. 

In group C, the Beaver Co. of Beaver Falls, close to Pittsburgh; 
Marmon Herrington Co. are at Indianapolis, Ind.; Pony Co. was a 
very small operation up in Michigan some place, I do not recall the 
name of the town, the Reo Co. was at Lansing, Mich.; Superior Body 
Co. is in Ohio, and I cannot think of the name of the town; the 
Checker Cab Co. are in Michigan, I forget the name of the town up 
there they are in—Kalamazoo, I believe. The others I do not know. 

In group 5 there is Crown Coach Co. located in Los Angeles, Calif. ; 
Transicoach, I do not know where they are; General Car, I do not 
know where they are; and Canadian Car is in Canada, that is, the 
Canadian Car & Foundry in Canada. 

Senator O’Manoney. Would you say that there were more than 
half a dozen States and one foreign country in which these various 
businesses were carried on ¢ 
a Mr. Faceou. Yes, I would say that is correct, approximately six 
sotates. 

Senator OMauoney. Well, I have counted at least six, without at- 
tempting to begin at the beginning. 

Mr. Burns. The buses referred to on this chart were the intercity 
and the city type of bus; is that right ? 

Mr. Faceot. I believe that is correct. I am not sure that the inter- 
cities are covered in here, but I rather think they are. 

I am quite sure that the last 5 years or 3 years, I should say, from 
1952 through the first 8 months of 1955, do not include intercity buses. 
I believe the previous figures do. 

Mr. Burns. I think we have another chart which may help to deter- 
mine that. 

We have a chart covering the years 1924 to 1952 by annual deliveries 
of motor carriers; perhaps if you will look at the 1952 figures and 
compare them, you may be able to see what they are. 

(The chart previously referred to follows :) 
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Senator O’Manoner. May I interrupt, Mr. Burns, before you go 
to that table? The first table about which you have been testifying 
shows that for the 27-year period ended in 1951, a total of 156,343 
buses were built, am I correct? That is the column in the middle of 
the table. 

Mr.-Faceou. Yes, correct. 

Senator O’Manoney. Of these 156.343, General Motors manu- 
factured 53,192; group A, which includes 4 manufacturers, turned 
out 57,665; group B, constituting 5 smaller manufacturers produced 
12,520; group C, the still smaller group, but larger in number, turned 
out 15,917; and all others inclusive, the very small ones, 17,049. 

So that the percentages of sales during that 27-year period showed 
34 aaa for General Motors, 37 percent for the 4 manufacturers 
called group A, 8 percent for the 5 manufacturers called group B, 
10 percent for those in group C and 11 percent for all others, making 
the total of 100 percent. | 

At the same time, the chart shows that for the 3 years 1924 through 
1926, General Motors produced 20 percent of the cars, and group A, 
4 manufacturers, 40 percent. In 1927 through 1931, General Motors 
had 28 percent, group A, 44 percent. No percentages are given for 
either of those periods for the other groups at all. 

Mr. Facrou. Most of those smaller companies were not in the bus 
business at that time. 

Senator O’Manoney. In the period from 1932 through 1936, Gen- 
eral Motors grew from 28 percent of the production to 39 percent, but 
the 4 manufacturers in group A increased their percentage from 44 to 
53 percent. | 

From 1937 through 1941, both General Motors and the 4 manu- 
facturers in group A suffered a reduction in percentage; General Mo- 
tors went back to 82 percent, group A went back to 42 percent. 

This period, for the first time, groups B, C, and all others, began to 
appear; in other words, during the period 1937 to 1941, the compe- 
tition among small manufacturers began to make itself evident. 
Group B, for the first time, had 9 percent of the total production, — 
group C, 10 percent, all others 7 percent. 

We come then to the period 1942 through 1946. General Motors 
dropped again 1 percent, although the number of cars was slightly 
larger; group A dropped to 23 percent, whereas groups B, C, and all 
others—no, groups B and C increased, B from 9 to 17 percent; C from 
10 to 28 percent; whereas all others, the little fellows, dropped from 
7 to 1 percent of the total. 

Mr. Faceoxt. Might I add there, Senator, that—— 

Senator O’ManHoney. Yes, sir. 

Mr. Faceou (continuing). Was the war period during which time 
the Government was dictating what type, size bus, and who could build 
them. That accounts for that rather radical change in the figures. 

Senator O’Manoney. Yes, I can understand that. The competitive 
system was upset by reason of the war. 

Mr. Faceot. That is right. 

‘Senator O’Manoney. 1947 through 1951, General Motors resumed 
its forward march, producing 19,522 out of a total of 44,937, or 43 
percent. 
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Group A of the 4 manufacturers increased from 23 percent to 34; 
group B dropped to 11 percent from 17; group C dropped from 28 
percent to 8, and all others increased from 1 percent to 3. 

So there is a significant trend shown in these figures. It would 
indicate that through 1951, at least, including the years of the war, 
which upset the figures, the total shown indicates a reasonable com- 
petitive situation; am I right? 

Mr. Facrou. Yes, that is correct. 

Senator O’Manoney. But then if you go to the last column on the 
page, which summarizes the results for the manufacturer during the 
years 1952, 1953, 1954, and 8 months of 1955, we find that the situ- 
ation has changed so that during 1955 General Motors, which, during 
27 years prior to 1952, had manufactured 43 percent of the buses, was 
now manufacturing 80 percent of the buses; group A had dropped 
from 84 to 9; group B had dropped from 11 percent to 9 percent; 
croup C had dropped from 8 percent to 2 percent; and all others had 
disappeared from the scene? 

Mr. Facror. Correct. 

Senator O’Manoney. Thank you, sir. 

Mr. Burns. Mr. Fageol, I believe that these figures you have sup- 
plied us from 1952 to 1954 do include intercity and city buses. The 
figures are comparable to the schedule submitted to us by another 
manufacturer, and I think you will find that they are very close to 
the same figures on the chart that you produced. 

Mr. Facrot. Yes, that is correct. 

Mr. I3urns. Can you tell us which of these companies that you have 
named have ceased manufacturing buses entirely ? 

Mr. Faceou. In group A the A. C. F. Brill Co., the White Motor 
Co., and Twin Coach Co. ceased manufacturing. However, Twin 
Coach manufacturing was transfered over to the Flxible Co., and 
they now make Twin Coaches, the urban type. 

Mr. Burns. Do you know whether any of these other companies in 
groups B or C have—— 

Mr. Facrou. In group B, the Aerocoach Co. has gone out of business. 

Mr. Burns. How about group C# 

Mr. Facreot. Group B—pardon? 

oS Burns. And in group C have any of those gone out of busi- 
ness | 

Mr. Facrot. Group C—Beaver, Pony has gone out of the bus busi- 
ness, and Reo Bus Co. has gone out of the bus business; the Checker 
Cab-Transit type have now gone out of the bus business. 

Mr. Burns. In the group called all others, have any of those gone 
out of business? 

Mr. Facrou. Transicoach and General Car have gone out of the 
business. 

Mr. Burns. Have you any explanation for the increase in percen- 
tage by General Motors to 80 percent, and the corresponding decrease 
by the other companies to the extent that two of them, Brill and White, 
have given up the manufacture of buses entirely ? 

Mr. Faceot., Probably one of the most basic reasons for that lies in 
the fact that in the early days, 10 to 20 years ago, the General Motors 
Co. financed, put in initial capital, in the National City Lines, which 
have now become one of the biggest bus operators in the United States, 
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not only in National City but in other companies which they now 
control. 

That company, having become standardized on General Motors 
and their maintenance and that sort of thing, have continued to buy 
them. That has resulted in quite a large percentage. 

They had also, in the early days, secured the account of people like 
Public Service of New Jersey. There was no investment there that 
we know of needed. They are one of the big operators, so they had 
standardized, and they continued to get their business. 

The other company which General Motors helped finance in the 
early days was the Greyhound system. They are the biggest in the 
intercity field. They also were standardized and have continued to 
buy their products. 

That is probably the greatest reason for their business continuing, 
and our smaller companies were not in the business, were not selling 
any of those companies except in the very early years. 

Mr. Burns. Do you know whether there was any financial assistance 
given to the New York Omnibus Co. ? 

Mr. Faarov. I understand that in the early days General Motors, 
or rather preceding General] Motors, in the days of John Hertz at the 
Yellow Coach, did lend some financial assistance. However, I have 
no direct knowledge of that. 

Mr. Burns. Now, approximately how much of the production of 
transit or city buses is used by these companies, such as National City 
Lines, Public Service of New Jersey, and the New York companies? 

Mr. Faceo.. Without counting up the figure, I would say over half. 

Mr. Burns. It is your view that the financial assistance which 
General Motors gave to those companies has enabled it to have over 
half of the business of bus manufacturing ? 

Mr. Faceot. It enabled General Motors in the early days through 
their financial connections to control that business. That thing has 
since passed out, I understand, but being standardized, they continue 
to buy the product. 

Mr. Burns. Do you know what the arrangements were between 
Greyhound and General Motors with respect to financing or the pur- 
chase of General Motors buses ? 7 

Mr. Facrou. I would not know the details of it except I do know 

that General Motors—I believe it is a historic fact—did make a sub- 
oe Ne investment in the Greyhound system when it was first organ- 
ized. 
Mr. Burns. You are aware of the fact that the Government brought 
an antitrust suit against the National City Lines, General Motors, 
and others, and that the court decrees have been entered with respect 
to the violations of the law which were found. 

Will you tell us whether those decrees will open up the bus business 
so that other bus manufacturers will have an opportunity to sell to 
those companies which previously were bound to buy from General 
Motors ? 

Mr. Facro.. Because of the standardization of those companies on 
General Motors buses, I think it will have no effect on their future 
peel eats As a matter of fact, since that decree was entered, that 

as been proven. 
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Mr. Burns. Would you explain that a little more in detail as to 
why it is that even though there is no agreement or may not lawfully 
be an agreement to buy exclusively from General Motors, that the 
effect of having purchased for a period of 15 or more years will result 
in the companies continuing to buy, even though they are not obliged 
to buy from General Motors? 

Mr. Faceou. Because all of their maintenance shops are set up for 
maintenance around that one vehicle and its engine and other parts, 
and mixed fleets would not be economically very wise today. 

Mr. Burns. So that as far as the competitors of General Motors are 
concerned, the court decrees do not aid them in obtaining any business 
previously foreclosed ? 

Mr. Facrout. I understood the court decree was one where they had 
to divest themselves of the investment rather than one that would 
prohibit them buying any product they chose. 

Mr. Burns. Can you tell us any other factors which caused General 
Motors to have the increase in its position in the market while the other 
companies have decreased ? 

Mr. Faceou. Nothing we can prove on it, but our conviction is that 
it is through the use of their great economic powers of being able 
to influence banks, directors, railroads for freight, and that sort of 
thing, because we had, prior to this late aciedt a number of good 
accounts that were standardized on Twin Coaches, which the manage- 
ment wanted to continue, so they told us, and through action of the 
board, and so forth, they switched, and there is no letup of that. 

There is no account too small apparently for them to want to domi- 
nate, and which they do dominate when they get ready todoso. The 
fact of the 80 percent is the best evidence I can offer you on that. 

Senator O’Manoney. May I ask a question on that ? 

Mr. Burns. Yes. 

Senator O’ManHonry. You have spoken about standardization and 
the effect of standardization upon purchasing because the shops, the 
maintenance shops, are built to handle a particular type of engine. 

Mr. Facrorn. And other parts. 

Senator O’Manoney. And the parts, of course. 

So that regardless of the type of the engine, it would be an expensive 
thing to change; was that your point 

Mr. Faceo.. It would to mix them up over a lot of them. They 
could probably mix 1 or 2 others in if they had large numbers, and 
in time overcome that. 

Senator O’Manonry. You have had a long experience with these 
engines which have been used by the various manufacturers; have you 
not ¢ 

Mr. Faceor. Yes, sir. 

Senator O’Manoney. Has there been much difference in the engines? 

Mr. Faceot. Engines properly maintained and developed for the 
work, after they have been in use a few years we do not think there is 
any difference in maintenance costs, no measurable difference. 

Senator O’Manoney. Do you rate one engine as better than another? 

- Mr. Faceou. Not particularly, after they have been in use a number 
of years, and developed the bugs out of them. 

Senator O’Manonery. I am not expertly asking the question that 
is intended to derive the information which I think you have. Do 
vou think that any of these engines are notably better than any other 
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Mr. FaGeou. No, I do not even think our engine is better than our 

competitors where they have developed it over a period of years. 
Senator O’Manoney. Do you think your engine is as good as 
General Motors’? 

Mr. Faceou. Yes, sir. 

Senator O’Manoney. Do you think General Motors’ is any better 
than any other engine, except yours? : 

Mr. Faceou. No. 

Senator O’ManHoney. Then you do not attribute the increase of 
General Motors to the superiority of the engine? 

Mr. Fageout. No, I do not. 

Senator O’MaHonesy. Will you answer the same question with re- 
spect to the buses as a whole? 

Mr. Facrou. No, I do not think there is any superiority of one 
standard make over the other today because we have properties who 
have continued to operate both types, and you analyze their mainte- 
nance-cost figures and operating Rouied: and they are pretty much 
alike. It would depend on the particular company; they will vary 
some. 

Senator O’Manoney. We have in the Nation today and in the world 
a great new industry, the airplane industry. What is there to pre- 
vent the exercise of financial power to bring about in the airplane in- 
dustry, the same sort of concentration that has been developed here 
with respect to buses and with respect to diesels ? 

Mr. Facreou. I would not know of anything to prevent it in air- 
planes or in most any other big basic industry. 

Senator O’Manoney. Then, speaking out of your experience, you 
feel that another industry, using motors, like the airplanes, could just 
as easily be brought under the managerial control of a small executive 
committee by the exercise of concentrated financial power, as has been 
clemonstrated here with respect to General Motors? 

Mr. Facrou. I believe that with a satisfactory product, and Gen- 
eral Motors and others make satisfactory products, and that with 
enough seat you can control it pretty well or influence it, certainly. 

Senator O’Manoney. Thank you, sir. 

Mr. Burns. Would you describe for us the nature of the extent to 
which a bus manufacturer constructs the bus himself and the extent 
to which he purchases parts from other companies ? 

Mr. Facrou. Well, most bus manufacturers produce the body and 
the chassis complete; they usually buy the seats. 

Mr. Burns. en you say the body and the chassis, that is referred 
to as an integral part, built all together ? | 

Mr. Faceou. That is correct. The axles, so far as I know with, I 
believe, the exception of Mack now; they all buy it; the transmissions, 
with the exception of General Motors, who now make their own, they 
all buy them. | ‘ 

Tires, of course, they all buy; metals that go into them they buy; 
engines are manufactured by General Motors for their buses, by Mack 
for their buses; by Twin Coach for the new Flxible buses, and I do not 
believe any of the other bus manufacturers make their own engines. 

Mr. Burns. So the other manufacturers buy engines either from 
those three companies or from some other companies ? 

Mr. FaGeEo.. oni other companies. 


2634 STUDY OF THE ANTITRUST LAWS 


Mr. Burns. What are some of the engine companies that make 
suitable engines for use in these types of buses ? 

Mr. Facrov. The Cummings Co. make suitable engines, they make 
diesel only; Twin Coach makes both, gasoline, propane, and diesel. 

Mr. Burns. When you say Twin Coach, are these engines made by 
the Twin Coach Co. or by the Fageol Co. which is a corporate— 

Mr. Facrou. They are made by the Fageol Co., which 1s an inde- 
pendent company. 

Mr. Burns. Just for the record you do have a company that makes 
engines, the Fageol Products Co. ? 

Mr. Facrot. That is right. 

Mr. Burns. How long has that company been making engines? 

Mr. Faceot. About 15 years. 

Mr. Burns. So that for the Twin Coach buses you made your own 
engines, that is, you had another division or another corporate entity 
under your control, which would supply the engines for your buses ? 

Mr. Facrou. After the war we made them up. Until that time we 
bought them. 

r. Burns. In the General Motors operation they have a division 
which makes buses; is that right? 

Mr. Faceou. That is correct. 

Mr. Burns. Does that bus division manufacture all of the parts or 
does that division obtain parts either from outside sources or from 
other General Motors divisions in a manner similar to other bus manu- 
facturers ? 

Mr. Faceou. All three conditions are true. They make certain 
arts, they buy certain parts from outside companies; they buy engines 
rom their engine plant; they buy transmissions from their Allison 

division, which makes the transmissions. 

Mr. Burns. How long have they been buying transmissions from 
their own divisions? 

Mr. Facrou. Oh, they used to buy from the Spicer Co., of Toledo, 
from which we used to buy. I believe it is around 15 years they have 
been making their own; I am not sure. 

Mr. Burns. Are there some important parts of the bus which Gen- 
eral Motors bus division obtains from outside sources ? 

Mr. Faceou. They buy their axles from the same source others do— 
Timken-Detroit Axle Co., Detroit, Mich. 

Mr. Burns. How did the price of your bus compare with the price 
of the General Motors bus? 

Mr. Faaeou. They were always comparable. 

Mr. Burns. You were referring to some accounts which you did 
have, which you lost to General Motors. In those instances, were you 
told that that was because of the price that you charged or anything 
connected with the quality of the bus itself? 

Mr. Faceou. No. 

Mr. Burns. Just what reasons were given for changing from your 
bus to the General Motors bus? 

Mr. Facrou. The reason they gave us was that they preferred it. 

Mr. Burns. You did state something about the directors of these 
companies. Did you deal with the directors of the companies in 
vying te sell buses or did you deal with the managers of the com- 
panies 
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Mr. Faceou. We dealt with the managers of the companies. 

Mr. Burns. And what problems did you encounter in selling to the 
managers whom you had previously sold your buses to? 

Mr. Faceot. We had no trouble getting their recommendations, in 
most cases. 

Mr. Burns. What is your explanation for losing some of these 
accounts to General Motors? 

Mr. Facrou. The excuse the management gave us was that the direc- 
tors had put pressure on them to buy General Motors. 

Mr. Burns. Well, now, what was the ultimate effect on your bus 
business of this economic pressure which General Motors was assert- 
ing, as you have put it? 

Rr. AGEOL. Well, the effect was that in the reduction in numbers 
of buses bought, we couldn’t sel] enough buses to afford to keep our 
factory running on buses. 

Senator O’Manoney. That factory was in what town ? 

Mr. Faceou. That is in Kent, Ohio. 

Senator O’MaHoney. How many people were employed ? 

Mr. Facrout. We had at the time we were building buses an average 
of around 800. Since that time it’s been down to two, three hundred, 
because we have not yet been able to develop other products to take 
its place, which we are trying to do. 

Mr. Burns. Have you any idea of why the directors of these com- 
panies put pressure on the managers to order the General Motors bus 
rather than your bus? 

Mr. Fagaeou. I wouldn't know, but the natural assumption would 
be that, in general, bankers, and so forth, on their boards, or in General 
Motors, would favor them, I suppose. “Scratch my back, and I'll 
scratch yours.” 

Mr. Burns. When did you cease making buses with your Twin 
Coach Co.? 

Mr. Fageor. I think it was 1951. 

Mr. Burns. I think this chart which we have shows some Twins 
in 1952, and about 12 in 1953. 

Mr. Faceou. That is probably correct. We were tapering out of 
is ae in 1952 ana cleaning up orders we might have had on 

and. 

Mr. Burns. Does the Twin Coach sell its city-type buses to some 
of the large cities of the United States ¢ 

Mr. Faceou. When we were in business, we did, yes. 

Mr. Burns. And who were some of the large cities you sold to? 

Mr. FaGeon. City of Seattle. 

Mr. Burns. Did you also sell to Chicago? 

Mr. Faceou. Chicago, Boston, Kansas City, practically all the major 
cities. 

Mr. Burns. Now, what did you do with your bus business ? 

Mr. Faceout. We turned it over to the Flxible Co., who were manu- 
facturing intercity buses. 

Mr. Burns. And what were the reasons for turning it over to them, 
and what were the conditions of the sale? 

Mr. Facreou. We turned them over our tools, jigs, and inventory, 
which they bought. Then as, if, and when, they make any profit out 
of it, we get a little bit of it for a period of 10 years. 
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Mr. Burns. Why would they be able to carry on the business of 
selling these transit-ty pe coaches if you were unable to do it? 

Mr. Faceou. Because they were in the intercity business which had 
not been too seriously affected, and by adding this volume of business 
which they could get with ours, it made it possible and profitable to 
run their plant. 

Mr. Burns. Did your company endeavor to substitute any other 
line of business for the bus business which it lost ? 

Mr. Faceou. Yes, we endeavored to make a special truck, and a 
number of other products. We developed vehicles for the Post Office 
Department, but the volume of none of that has been big enough to 
anywhere near carry the burden of the company. We have had very 
substantial losses. : 

Mr. Burns. I have here a document entitled “Progress Report to 
All Employees of Twin Coach Co.—Kent Manufacturing Division,” 
dated October 27, 1953. Will you tell the committee who made this 
report and the reason for it? 

r. Faceou. I believe this was made at the time there were some 
labor negotiations on. We wanted our employees to know the con- 
dition of the company at that time financially, and its prospects. We 
thought they were entitled to know that. | 

Mr. Burns. And I think it would be well if you would read for the 
record, beginning with paragraph 2. 

Mr. Faceot. I called all of our employees in to a meeting in the 
factory there, and made the following talk to them. I said: 


I want to make it clear that.the purpose of this talk is to inform you and not 
to complain or criticize anyone. I feel that you should know about your com- 
pany’s plans and problems, as if we are to successfully carry out our plans, we 
need the best and most from every one of you in order to meet the many difficult 
problems involved. 

As you all know, Twin Coach Co.’s Kent Manufacturing division is changing 
its basic long-range product from buses to specialized trucks, and this a major, 
slow and expensive operation. No doubt many of you wonder why we gave up 
bus manufacturing. 

Our reasons for going out of the bus business were very simple—namely, that 
for the last 4 years the share of bus business available to this company and to 
the 3 other independent major bus manufacturers has not been sufficient to 
enable us to keep this plant open for that purpose. Therefore we were faced 
with the necessity of either closing this plant and liquidating it or seeking a new 
line of business. 

As further evidence of this situation, the White Motor Co. has recently closed 
up and sold their bus plant; the ACF-Brill Co., we are told, is completely closing 
out bus manufacturing and devoting their factory to other uses as they have 
not received a dozen bus orders in the last year. 


They did sell out their plant. 


This condition has been caused by several factors. First, the number of buses 
in use is declining, not increasing, and they are now only replacing their buses 
on a 15-year average instead of the previous 10-year. Further, one big company, 
through its great economic power, has been able to secure a total of over 75 
percent of the bus business. 

We anticipate it is going to take another 2 to 3 years in order to develop 
enough sales volume covering the new field in which we have entered—namely, 
trucks and vans— in order to secure enough business in this plant so that it can be 
profitably operated and a normal employment provided for this community. 


Mr. Burns. Have you any suggestions as to what. this committee 
might consider in order to alleviate the type of situation which is now 
facing your company and others in the bus industry ? 
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Mr. Faceou. Well, it is a complicated problem, and it is a situation 
that has developed under our free enterprise laws and rules, and prop- 
erly should. 

Certainly, no one would want to deny any big company the right 
and the power to put in pushbutton machinery, and that sort of thing, 
which takes great amounts of money, because to do so you would de- 
prive the country of the future economic benefits of that which the 
country needs, and should have. I don’t know whether there is ever 
any way to successfully stop any big company from using, where it 
can, a sales advantage. Its great economic power may be one; there 
may be others, I don’t know. 

The only possible suggestion I would have, if it were practical, and 
I am not at all sure that it is, would be perhaps to enact legislation 
that, where companies controlled by public utilities or public bodies or 
our own Government purchases, might prevent the placing over 50 
percent of any sizable order with one company, so that you would 
get more in the picture. 

What the complications of that are—no doubt there are many— 
I wouldn’t know. It is one possible solution, if it is a solution. I 
don’t know. 

Senator O’Manoney. Is it in the public interest to permit a condi- 
tion to continue by which apparently efficient manufacturing corpora- 
tions are pushed out of business through the exercise of the financial 
resources of one big company ? 

Mr. Faaro.. I would think that would be a matter of degree. I 
don’t believe it is open and shut, as you might say. 

As I say, if we could secure free, equal competitive advantages, 
smaller companies, then I believe they would have all they are entitled 


Senator O’Manoney. Well, do you think it is in the public interest 
to permit a situation to develop whereby, through the use of the com- 
plex and little understood business of issuing securities, borrowing 
money, and the like, for 1 company to undertake a program of pur- 
chasing 1 or more consumers of its principal product, and through the 
ownership of that consumer and the consumer line, drive out of busi- 
ness other suppliers ? 

Mr. FaceEut. Carried to its ultimate, no. 

Senator O’ManHoney. Well, where is the stopping point? 

Mr. Faceoi. I don't know. We certainly do not want to contem- 
plate any legislation which will defeat our free-enterprise system. 

Senator O’Manoney. What sort of a free-enterprise system do you 
have when there are no rules to the game? 

Mr. Faceou. If it goes on as it is, as is evidenced by these charts, 
where one company goes up to 80 percent and that continues in others, 
why, in time, there is only one thing bigyer, or they finally become as 
big almost or bigger than Government. 

hen, of course, there is nothing Government can do but take them 
over, and then you head right into socialism, which none of us want— 
at least, I don’t. 

Senator O’Manoney. Well, I don’t know whether very many people 
really do in the country. | : 

Mr. FaceEot. I think that’s correct. 

Senator O’Manoney. But there seems to be quite a danger of drift- 
ing into socialism. Certainly I don’t see much difference between so- 
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cialism and the sort of order which General Motors has established, 
whereby it controls so substantial a proportion of diverse industries 
of the United States. Who knows when it may have to change its 
name from General Motors to General Industries, Inc., if permitted to 
continue the use of these various devices. 

Mr. Faceou. It isa very grave problem. I am sure I am not bright 
enough to know the answer to it. 

Senator O’MaHoneEy. Well, take your own case. You were selling 
buses to the National City Lines—wasn’t that the name of the corpora- 
tion ? 

Mr. Burns. That is the name of the corporation, but I don’t know 
whether we sold to them. 

Senator O’Manoney. You sold to that company, didn’t you? 

Mr. Faceou. National City Lines, very few, because when they were 
organized it was through the deal that the Government brought the 
suit on, and General Motors had a high percent of that business tied 
up, and Mack the balance of it. 

Senator O’MaHoney. Did you sell to any company, transit com- 
pany, which afterwards fell under the control of General-Motors, and 
then said, “We are not going to use your cars any more?” 

Mr. Faceou. Not under the direct control of General Motors, no. I 
don’t know of any case of that kind. 

Senator O’Manoney. How about National City Lines; didn’t you 
testify to that here a little while ago? 

Mr. Facerou. I said I didn’t know of any other cases. National City 
Lines did fall under their control for a time. 

Senator O’ManoneEy. But I am trying to find out whether in your 
case the consumer came under the control of General Motors. As I 
remember your testimony, one of the persons with whom you negoti- 
ated the sales of your company, in explaining the dropping of your 
line and the adoption of the other, said, “Well, we like the General 
Motors bus better,” and I gathered from the way you gave the testi- 
mony, that this man had a sort of a gleam in his eye when he said that, 
indicating that orders had come down. 

Mr. Faceot. I think I can answer your question, Senator. 

Senator O’Manoney. I wish you would. 

Mr. Faceou. By pointing out that not directly under control of 
General Motors but under control of companies like National City, 
Los Angeles Railway used to be one of our big accounts—— 

Senator O’Manoney. Yes. 

Mr. Fagrot. National City Lines bought it out, and it immediately 
went 100 percent General Motors. The key system at Oakland, Calif., 
was the same way. We used to get business in Philadelphia. They 
have taken that over and so on down the line, so indirectly it came 
under their influence. 

Senator O’MaHoney. So the process of merger had the effect of 
depriving you of the business of a transit line which theretofore had 
been perfectly satisfied with your product ? 

Mr, Facrou. That’s correct. 

Senator O’Manoney. Do you think that the continuation of such a 
merger situation is in the public interest ? 

Mr. Facrou. If you can continue to do it, I don’t know, asI say. I 
have said here I would like to see it stopped, some way to do it, but how 
and stay within our free enterprise system? I don’t know. 
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Senator O’Manoney. People talk about the free enterprise system 
and don’t seem to be willing to face up to a real definition of the free 
enterprise system. 

The testimony which we have had before this committee from the 
Department of Justice clearly shows that under the antitrust laws as 
they now exist, a merger is allowed or prohibited merely on the deci- 

sion of 1 or 2 men in Government, because the law isn’t sufficiently 
definite to make it clear to all who run how to read the sentence, and 
mas a popular Government ought to be written so all who run may 
rea 


_ Now mergers which undoubtedly have an effect upon the public 
economy are permitted in one instance and denied in another instance, 
and some of them have the effects that you have described. If it were 
possible to devise a law which would cover a situation such as you and 
others in your place have suffered, would that not be in the public 
interest $ 

Mr. Faceot. It might be, but it is inconceivable to me how that could 
be accomplished. 

Senator O’Manoney. Except that you have suggested a percenetage. 

Mr. Faceot. Without putting in restrictions that would really de- 
feat almost its purpose. 

Senator O’Manoney. Do you think that one company ought to be 
permitted to go into an unlimited number of diverse industries ? 

Mr. Faaeou. I don’t know. My philosophy has always been that if 
ou can’t compete, you don’t belong; so we couldn't compete in the bus 
usiness, we got out of it. We will dosomething else. 

Senator O'Manoney. But even in the prize ring they had to develop 

some rules you know. 

Mr. Faaerot. That’s correct. 

Senator O’Manonry. And if we can’t develop some rules for the 
national economy, it is certain that the track on which we are now 
traveling is one which means concentration of economic control in a 
few private hands, who by secret documents pull the strings and push 
the buttons by which automatically little business is pushed off the 
boards. 

Mr. Burns. I think that is al] I have. 

Senator O’Manoney. Thank you very much, sir. We are much in- 
debted for your presentation, and may I say, sir, for the record and 
for those who are here, that as a witness you have all the looks and 
all the ready responses and all the indications of intelligence that any 
witness who has appeared here yet has displayed. I do not believe 
that, fighting in your class, you could be very well overcome. 

Mr. Facrou. Thank you, Senator. 

Mr. Burns. The next witness is Charles W. Perelle, and Assistant 
Counsel Donald McHugh will examine him. 

Senator O’Manoney. Mr. McHugh? 

Mr. Perette. Good morning, Senator. 

Senator O’Manoney. Good morning. 

Mr. McHuen. Mr. Perelle, with whom are you associated at the 
present time ¢ 
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STATEMENT OF CHARLES W. PERELLE, PRESIDENT, AMERICAN 
BOSCH ARMA CORP. 


Mr. Prretite. American Bosch Arma Corp. 

Mr. MckIucu. Where are they located ? 

Mr. Prerreiie. Headquarters are in Garden City, Long Island. 

Mr. McHucu. How long have you been associated with American 
Bosch ¢ 

Mr. Prerette. Approximately a year and a half. 

Mr. Mcl{ucxu. And what is your position with that company ? 

Mr. PERELLE. President. 

Mr. McHueu. Mr. Perelle, with whom were you associated before 
you joined American Bosch ¢ 

Mr. Prereiite. ACF-Brill in Philadelphia. 

Mr. McHveu. In what capacity were you connected with ACF- 
Brill? 

Mr. Pereuie. I was president of the company. 

Mr. McHucu. And how long were you president of ACF-Brill? 

Mr. PERELLE, Five years. 

Mr. McHuau. You joined ACF-Brill then about in 1949? 

Mr. PERELLE. 1949. 

Mr. McHucu. What was your background previous to your joining 
Brill? 

Mr. PEerELLe. Previous to joining Brill, I was president of the Gar 
Wood Industries of Detroit, Mich. 

Mr. McHvucu. For how long a period were you with them ? 

Mr. Prrevie. For 5 years. 

Mr. McHvueu. And where were you previous to that ? 

Mr. Pereiie. Previous to that I was with Hughes Aircraft Co. of 
Culver City, Calif., for a period of approximately 15 months. 

Mr. McHuen. During the 1949-to-1954 period that you were with 
ACF-Brill, what was the principal business of the company ? 

Mr. Pereiie. The principal business of the Brill Co. was trolley 
coaches and _ buses. a matter of fact, it was exclusively trolley 
coaches and buses. 

Mr. McHvueu. And for how long a period of time had the ACF-Brill 
Co. been in the trolley coach and bus field ? 

Mr. Pere.ie. Oh, its origin goes way back about 60 years to the 
horsecar and streetcar, in the transit business that was its origin actu- 
ally. It had been in the transit business for all of its life. 

Mr. McHvsau. In the streetcar and bus business for the whole time 
of its operation ? 

Mr. PERELLE. Streetcar, horsecar, bus, everything. 

Mr. McHvueu. Was it always operated as the ACF-Brill Co. ? 

Mr. PereE.LLE. No; I believe it was founded as the J. G. Brill Co. 
many years ago. 

Mr. McHvan. Isthat in Philadelphia? 

Mr. Peretir. Philadelphia, the J. G. Brill Co. sold out or merged 
with the ACF, American Car & Foundry. I have forgotten exactly 
the total name of that company, but I think it was American Car & 
Foundry, and they were merged into the ACF- Brill Co. 

Mr. McHuen. About when was that? do you remember ? 

Mr. Prretxie. In the early thirties. 
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fhiee McHoeu. And it continued to operate as the ACF-Brill Co. 
then $ 

Mr. PEreuie. Yes. 

Mr. McHvuew. Down until the time you left the company? 

Mr. Prerevie. That’s correct. 

Mr. McHuecu. Why did you leave ACF-Brill to go to American 
Bosch, Mr. Perelle? | 

Mr. Peretitr. The ACF-Bril] Co. and the American Bosch Co. are 
governed or controlled by the same banking fraternity, and as we had 
made the decision to go out of the bus business and had by and large 
cleaned up our problems and our program at Brill, I was asked b 
our banking interests to go tothe American Bosch Arma Corp., whic 
at that time was having some problems. 

Senator O’Manoney. Iam very much interested, Mr. McHugh, in a 
word that the witness used. If I remember your phrase, it was that 
at that time Brill or one of the companies was controlled by a “banking 
fraternity.” Isthat correct? 

Mr. Peretir. Yes. I guess I did say that, Senator. 

Senator O"Manoney. And what was that situation ? 

Mr. Peretie. The Allen interest in New York bought out the Avco 
interest in the Brill Co. They bought, I think, approximately 50 per- 
cent of the outstanding stock from Aviation Corp. or the present Avco 
Corp., and control passed from Avco to Allen at that point. 

Senator O’Manoney. And what was Allen ? 

F Mr. Peretir. Allen was Allen & Co., New York, investment banking 
irm. 

Senator O’Manoney. An investment banking firm. That is what 
you meant by the “banking fraternity.” This invstment banking com- 
pany was at that time controlling the enterprise by reason of purchase 
of the Avco stock interest ? 

Mr. Pereniie. That’s right. 

Senator O’Manoney. Was that the majority interest ? 

Mr. Peretie. Yes, 50 percent. 

Senator O’Manoney. It was at least the controlling interest. 

Mr. Peretye. It certainly was. 

Mr. McHvean. You say that the Allen Co., the same banking inter- 
est, controlled American Bosch ? 

Mr. Peretie. Yes. 

Mr. McHven. And that is the reason you transferred from the 
ACOF-Brill to American Bosch ? 

Mr. PERELLE. Yes. 

Mr. McHvan. I believe you stated, Mr. Perelle, that ACF-Brill 
went out of the bus business. 

Mr. PERELLE. That’s correct. ; 

Mr. McHvueu. What is the date in which they went out of the bus 
business ? 

Mr. Peretie. Well, that is a little difficult because it was a tapering- 
off proposition, very similar to Mr. Fageol’s situation in that as orders 
decreased, the volume was so small that. we had to find other business 
to take into the plant to carry the overhead, and we would make 
buses for a while and do something else for a while, so it was a taper- 
ing-off thing. We sort of accumulated orders as it were, to put into 
our manufacturing operation. 


2642 STUDY OF THE ANTITRUST LAWS 


Mr. McHucu. Well, was ACF-Brill finally out of the bus business 
at the time you transferred over to American Bosch ? 

Mr. PERELLE. Yes, 100 percent, had been for almost a year. Its 
properties had been disposed of, its machine-tool equipment had been 
disposed of, its principal subsidiary, the Hall Scott Motor Car Co., 
had been spun off as a separate corporation. 

Mr. McHvucu. Whereabouts were they located ? 

Mr. Perewie. Berkeley, Calif. They had been spun off 

Senator O’Manoney. I think that 1s a good phrase. I hope the 
members of the staff will remember it, and perhaps the press; the 
company had been spun off. There are a lot of companies being spun 
off by the merger pattern of our times. 

Mr. McHvueu. Will you explain what is meant by that term, “spin 
off”? 

Mr. Prretue. It was a wholly owned subsidiary in the engine busi- 
ness, had been for many, many years, as Mr. Fageol testified, at one 
time had been the source of his engines. We wanted to continue it 
in the engine business. It is still in the engine business. So we 
separated it and gave it to the stockholders as a separate company. 

Senator O’Manonry. What I wanted to get was the mechanical 
explanation of this. What happens? What causes spinning off ? 

Mr. PERELLE. We were endeavoring 

Senator O’Manonry. Forget what you are doing, what you were 
doing, and just. let’s talk mechanics for a minute. What is the dif- 
ference between centrifugal power and force? 

Mr. Prre.ir. If we gyrate things fast enough, things fly off. 

Senator O’Manonrey. Yes, that’s right. 

Mr. Peretitr. Well, I think principally the objective was to spin 
this off as a dividend to the stockholders, and I might add that the 
stockholders of AC]-Brill Co. as such had been almost 30 years 
without a dividend. 

Senator O’Manonry. Well, we are in an economic situation now in 
which powerful centrifugal forces are at play, bringing about a tre- 
mendous amount of concentration, and that concentration is also 
accompanied by the spinning off of small, independent businesses. 
That is really the problem before us, and I am awfully glad you used 
that mechanical phrase. 

Mr. McHuen. Mr. Perelle, what has become of the physical prop- 
erties or assets of the ACF-Brill Co. ? 

Mr. Peretur. The physical property in Philadelphia is now owned 
by the Penn Fruit Co. We sold the property there to the Penn Fruit 
Co., which is a grocery chain. 

: Mr. MclIvueu. These are the properties for the manufacture of 
uses, 

Mr. Prrevue. That’s right, and the machinery has been disposed 
of to many different. buvers. 

Mr. McHver. What has now become of the ACF-Brill Co. ? 

Mr. Peretie. The ACF-Brill Co. as such was converted into cash, 
and that cash has now been employed in other fields, and I believe 
a merger is taking place at the present time of several independent 
grocery chains which will eventually constitute the residue of the 
ACF-Brill Co. 

It may, it probably will, change its name to something more closely 
identified with the grocery business, the food-store business. 
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Mr. McHueu. The ACF-Brill Co. has then not yet been dissolved, 
the corporation ? 

Mr. PereELue. No, it has not. I believe there is a stockholders meet- 
ing called for the 19th of December to pass on the proposed merger 
as well as, I believe, the change in name of the corporation. 

Mr. McHouen. The ultimate effect of this would be that a company 
in the business of manufacturing buses will ultimately end up in the 
retail food business ? 

Mr. Pereiie. That’s correct. 

Mr. McHven. Mr. Perelle, during the period of Brill’s history m 
the bus business, do you know what was the largest number of unit 
buses which it ever sold? 

Mr. PERrE.ueE. No, I don’t. 

ae McHvucu. Can you give us any idea of approximately how 
many 

Mr. Perevie. That happened before my time, Mr. McHugh, and I 
would think it was in the year probably 1946 or 1947, in through 
there. 

Mr. McHvueu. Can you tell the committee about what your annual 
unit sales of buses were during the period that you were president of 
ACF-Brill ? 

Mr. Perevie. That too, would be very difficult. It jumped around a 
great deal. 

At the time that I took over the presidency of the company, the 
company was scheduled to close down for lack of orders. The orders 
that were obtained subsequent to that were quite varied and spasmodic, 
I might say. 

Mr. McHveun. Mr. Perelle, this is a chart which has been submitted 
to this committee which shows some figures. Where it is underlined 
there, does that correctly represent the position of ACF-Brill, would 
you say, in those years? 

Mr. PERELLE. 359, 345, 1,015, 385. 

Mr. McHvex. Would you state the years? 

Mr. PERELLE. 1949 through 1952. 

Mr. McHvucu. And what the figure for each of those years? 

; Mr. Perexxe. 359 for 1949, 345 for 1950, 1,015 for 1951, and 385 
or 1952. 

Mr. McHvueu. Does that include all types of buses? 

Mr. Perevie. All types, yes. 

Mr. McHueu. The ACF-Brill made both city and intercity buses? 

Mr. Perevxe. That’s correct. 

; Mr. ot Would you please explain why the large figure there 
or 1951 

Mr. Peretie. Yes. That was a large military order for buses that 
came in. I believe 1,100 of those were for the military. 

Mr. McHvuen. Besides the commercial bus business then that you 
were doing from 1949 to 1954, you were engaged in making buses for 
the military ? 

Mr. Perevre. That’s correct. 

Mr. McHvueu. About what percentage of your total business would 
you say represented this defense type of work ? 

Mr. Preretie. During those years it was very high. I would say 
75 percent of our business was directly or indirectly military business. 
Mr. McHtcon. And the rest would be normal commercial buses? 

87272—56—pt. 6 —30 


2644 STUDY OF THE ANTITRUST LAWS 


Mr. PrerELLE. Normal commercial bus business. 

Mr. McHvau. Did you do more business in the intercity field than 
the city bus field ? 

Mr. Prreute. I think it was about 50-50. There are some figures 
to show that. I don’t happen to have them, but my recollection 13 
it would be about 50-50. The price of the intercity buses being sub- 
stantially higher than the city type, the dollar volume would be 
roughly the same. 

Mr. McH{uem. Who were the principal customers for the intercity 
type of bus? 

fr. PereLir. Our principal customers were National Trailways 
and Southeastern Greyhound, Florida Greyhound, Tash, people like 
that, Adirondack Stages. 

Mr. McHucn. There have been some figures introduced here this 
morning, Mr. Perelle, concerning the relative position of General 
Motors in the bus field. Do you know approximately what percenta 
the General Motors Co. was doing in the bus business at about the 
time that you got. out of ACF-Brill? 

Mr. Peretie. Oh, yes; I was well aware of the fact that they were 
doing a substantial part of the business, and our ability to get suf- 
ficient bus business to keep us operating at a profit was a very deter- 
ring problem and probably the most important reason that we elected 
to get out of the bus business. 

Mr. McHucu. Had the ACF-Brill Co. sold buses to transit lines 
which were later taken over by the National City Lines Co. ? 

Mr. PERELLE. Yes. 

Mr. McHvueu. Could you tell us where those cities were ? 

Mr. Pereiwe. I believe we had buses in all of the principal cities 
m America almost paralleling Mr. Fageol’s situation. We had buses 
in San Francisco and Los Angeles, Baltimore, Boston, Kansas City, 
St. Louis, all of those places. | 

Mr. McHueu. Did the National City Lines acquire an interest in 
the transit properties in some of those cities ? 

Mr. PERELLE. Yes; they had interests in all of those prior to my 
getting involved in the bus business. I don’t believe there were any 
of them acquired after. 

Mr. McHueu. Did you attempt to sell buses to these transit com- 
panies after National City Lines acquired its interest in them ? 

Mr. Peretie. Oh, certainly. 

Mr. McHuau. What success did you have? 

Mr. Peretite. We didn’t have very much. 

Mr. McHucu. You didn’t get any of the business? 

Mr. Perevie. Generally speaking, I would say we did not get any 
of the business. I couldn’t be 100 percent sure of that, but, by and 
large, that is a correct statement. 

Mr. McHveu. Did you get any of the replacement business? 

Mr. Pere.ie. Repair parts? 

Mr. McHvuau. Repair parts. 

Mr. Prretie. Oh, yes. In all those cases where we had equipment 
on the streets it was necessary for these companies to continue to get 
replacement parts from us, and we did enjoy a considerable volume of 
replacement-part business from these various companies owned and 
controlled by National City Lines. 
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Mr. a ele But they no longer continued to buy any new buses 
from you! 
Mr. Perewyie. That’s right; I think that’s correct. 

Mr. McHvueu. Do you ‘know what the reason for that was? 

Mr. Pereuie. No, I don’t know. Like anything else, it 1s a very 
difficult thing to pin down. 

Standardization being the biggest single objective, I guess, of an 
operator, he from an economic point of view must do everything he 
can to standardize, to keep his equipment uniform and his parts and 
mechanics and overhaul stations and fuel and all that on a standard 
basis. 

Mr. McHveu. What kind of buses did National City Lines and its 
affiliates standardize on? 

Mr. Pere.tr. I think principally it standardized on General Motors 
diesel. We did not make a diesel bus. We only made the gasoline bus. 

Mr. McHuan. National City Lines Transit Co. also used gasoline 
buses, didn’t they? 

Mr. Perewwe. They did at that time, oh, yes; very substantial num- 
bers of them, as a matter of fact. 

Mr. McHveu. And didn’t those properties of National City Lines 
standardize on General Motors’ gasoline-type bus? 

Mr. PERELLE. I can’t answer at question. I don’t believe that the 
competition that we ran into ever was directly against gasoline, I 
doubt that very much. 

Mr. McHvanw. Well, weren’t most of these properties controlled by 
National City Lines actually buying General Motors buses? 

Mr. Pere.ue. Yes; and I think they were substantially all diesel 
buses. 

Mr. McHvueu. Didn’t you know that there were agreements or con- 
tracts between General Motors and the National City Lines requiring 
National City Lines and its subsidiaries to purchase a certain per- 
centage of their requirements from General Motors? 

Mr. Peretxie. Well, I understood that there was such an agreement 
that had been broken up prior to my getting into the business. This 
cease-and-desist order, or whatever it was, took place before I became 
associated with the company, so my information of it is more hearsay 
than anything else, but I did understand that that was a part of the 

icture. | 
. Mr. McHucuH. You entered ACF-Brill in 1949, you testified ? 

Mr. PERELLE. Yes. 

Mr. McHven. I think it was in the same year that the criminal case 
was decided against National City Lines. 

Mr. Preretite. Yes; but it was prior to my coming into the picture, 
ayaa 

Mr. McHuen. Now, besides the interest which National City Lines 
had in various transit companies at the time you became associated 
with ACF-Brill, did you know of any other interests which the Na- 
tional City Lines subsequently acquired in other transit properties 
throughout the United States? 

Mr. PEerELitE. No; I don’t believe so. I don’t think there were any 
acquired that I know anything about after 1950, none that affected 
our business, I don’t believe. 
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Mr. McHueu. Did you have any idea in approximately how many 
cities the National City Lines Co. had interests in transit properties ? 

Mr. Pereuie. No; I didn’t. J knew it was very substantial, but I 
wouldn’t know the total number or the total pattern of that thing. 

Mr. McHvueu. Besides its connection with the National City Lines 
Co. and its subsidiaries, did you know whether the General Motors - 
Corp. had any interest in any other transit systems or transit prop- 
erties in the United States? 

Mr. Perevce. Oh, Greyhound was one of their principal customers. 

Mr. McHvtcu. Did it have some type of interest in the Greyhound 
Co. ! 

Mr. Prere.vie. Here again I am told that way back in the early days 
they had financial interests in the big Greyhound Co., but had divested 
itself of those interests long before I became associated with this 
industry. 

Mr. McHvuen. Was that a stock interest which General Motors had 
in Greyhound ? 

Mr. Preretie. Here again I don’t know the facts of the case. It 
just was a financial interest. 

Mr. McHvueu. Did you know of any stock interests which any em- 
ployees of General Motors Corp. had in any local transit systems 
besides the National City Lines Co. and its properties? 

Mr. Peretie. No. Employees? 

Mr. McHwucu. Any employees of the General Motors Corp. ? 

Mr. PerELLE. No; [ do not. 

Mr. McHwucu. Mr. Perelle, do you think it is economically feasible 
dor a transit company to maintain more than one line of buses? 

Mr Peretir. Yes; I do, very definitely. There are illustrations of 
that in existence today. The town of Wilmington, Del., and the town 
of Chester, Pa., which has the same ownersh?p, I believe the last I 
saw the figures Chester was 100 ACF and Wilmington was 100 percent 
General Motors, owned by the same company, the same operation, the 
saine people, our equipment in one city and General Motors in just a 
neighboring city, so it apparently is quite feasible and economically 
possible to do. So long as you separate these operations, it doesn’t, 
I don't think, make for a complex picture in any way, shape, or form. 

Mr. McHuau. Doesn’t this require the maintaining of duplicate 
warehouses to carry duplicate parts ? 

Mr. Pere.ite. They were separate. The town of Chester and the 
town of Wilmington are close by, and the Chester operations were 100 
percent set up around the gasoline operation, and their facilities, their 
tankage, their parts store, were set up around our equipment, so there 
was no real problem. 

They don’t run all these buses into a central garage every night. 
They try and stock these garages out where they control the routes, 
and therefore the pattern, if this garage or warehouse is set up around 
a particular type of vehicle, presents no problem because they all con- 
centrate, they come back to that one headquarters. It does present 
a little problem in the interchange of equipment in the event of emer- 
gency or breakdown or something, but that is not much of a problem. 

Mr. McHven. Well, isn’t it a fairly serious problem once a transit 
company in a particular city does standardize upon, say, a General 
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Motors bus that you run into problems of trying to convince that 
company to maintain another line involving say duplicate parts? 

Mr. Prerewye. Very difficult, very difficult; that’s right. 

Mr. McHuen. And doesn’t it follow from that that once a company 
like National City Lines under its contracts had become committed to 
the General Motors Corp., it would be extremely difficult 1f not impos- 
sible for another manufacturer to break into that business ? 

Mr. Prretie. That is exactly right. And once they became stand- 
ardized around our equipment, our competitors had equally as much 
trouble breaking in. 

Mr. McHucn. Would you state again, for the benefit of the record, 
Mr. Perelle, just who your principal customers were for intercity 
buses ? 

Mr. Pereuue. The largest customer was Trailways, Dallas, Tex.; the 
second largest customer, I believe, was Southeastern Greyhound; and 
then there were many from there on down. 

Mr. McHveu. Southeastern Greyhound at this time was a part of 
the Greyhound Co.? 

Mr. PERELLE. No; it was not. 

Mr. McHvuceu. An entirely separate company ? 

Mr. Prereuie. An entirely separate company. 

a McHveu. Did you sell intercity type buses to the Greyhound 
Co. 

Mr. PEreie. To the Southeastern Greyhound ? 

Mr. McHveu. No; to the Greyhound Corp. 

Mr. Peretie. Very few, very few. We had a few in there that were 
pe I believe, right in the postwar period, somewhere in 1946 and 
1947, 

_ Mr. McHvueu. About how many would you say you sold? 

Mr. Prerevte. Very few. Again I am only repeating this from 
hearsay from our people, but it was because of our ability to make 
quick deliveries and Greyhound needed these buses, that we were given 
that business. 

Mr. McHvau. In other words, this was a critical period. 

Mr. PERELLE. Critical period. 

Mr. McHucu. They were unable to get them otherwise and you were 
able to supply them in a short time. 

Mr. PERELLE. Yes. 

Mr. McHueu. During your association with the ACF-Brill Co., 
had you attempted to sell buses to the Greyhound Bus Co.? 

Mr. Prere.ie. Oh, yes; yes. 

Mr. McHucu. And you had not been successful ? 

Mr. Peretue. We had never been; no. 

Mr. McHvucu. What was the reason for that? 

Mr. Pereiue. I believe again the Greyhound people were commit- 
ted to a standardization program which they couldn't afford to upset. 

We did have, I believe we had, 100 percent equipment on South- 
eastern Greyhound as an illustration, andl Genera] Motors had not been 
able to break into that group until Southeastern Greyhound merged 
with the big Greyhound Corp., at which time we no longer received 
any business from Southeastern Greyhound. 

Mr. McHuew. When was that, do you remember? 
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Mr. Pere.tte. Approximately 1951, I believe. 

Mr. McHven. Do you know what the reasons were that the Grey- 
hound Corp. standardized upon General Motors buses? 

Mr. Pereuie. I do not know specifically what the reasons were ;‘no. 
I do believe it goes way back to the original financial interests that 
General Motors is reported to have had in the formation of the big 
Greyhound Corp. 

Mr. McHvucu. Now as in the case of National City Lines, do you 
know whether or not General Motors had requirements contracts or 
similar types of contracts with the Greyhound ? 

Mr. Peretz. Not tomy own knowledge, but I am told that they did 
have such a contract. My first experience with it was during the 
war, about 1944 or 1945, at which time we were asked by the Grey- 
hound Corp. to design a bus. 

Mr. McHveun. om were you with at that time, Mr. Perelle? 

Mr. Peretz. Consolidated Vultee. 

Mr. McHuexu. And what were they making then? _ 

Mr. Perette. They were making airplanes. And we did go to 
work and did do a considerable amount of work on a preliminary de- 
sign for a postwar bus for the Greyhound Corp. 

Mr. McHucu. How did Consolidated Vultee get interested in the 
manufacture of buses? 

Mr. PERELLE. We were specifically looking around for some postwar 
peeves which I believe most companies were, and because of our 

ackground and knowledge in fabrication of aluminum, I think it was 
only natural that we thought of manufacturing buses. 

d likewise we had large plant capacities, and large areas avail- 
able. It was just a natural desire to find products postwar. There 
was a pent-up demand for buses. We thought we might avail our- 
selves of that market if we could break into it. 

Mr. McHvueun. Did you first approach the Greyhound Co. to try to 
interest them ? 

Mr. Prretve. I am not familiar with the details of how that came 
about. At that time I was vice president in charge of operations, 
and my job came in mainly in the design and development of the 

roduct rather than contractual arrangements. I believe that the 
reyhound people e4 peur us. 

Mr. McHvuen. And then did you begin plans jointly with Grey- 
hound to design and develop a bus for them ? 

Mr. Prerewwe. That’s correct. 

Mr. McHvueu. How far along did those plans proceed ? 

Mr. Prre.ie. Oh, they only went into the very preliminary stages, 
and at that time again I was informed we dropped the project because 
we found out that there were some sales commitments made by Grey- 
hound to General Motors. 

Whether they were written or otherwise, I don’t know. But they 
would have to have General Motors’ permission to buy these buses 
from us in the event General Motors could not furnish them. 

Mr. McHvuen. Were you told-by Greyhound officials that it would 
be necessary for them to get General Motors’ permission in order for 
them to do business with you ? 

Mr. Pereie. I can’t answer that specifically. That was a little 
out of my bailiwick. | 
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As I say, I was only on the manufacturing and design end, so the 
contractual and sales problems were never any of my responsibility, so 
I don’t know just exactly how or what the details of that were. 

Mr. McHueu. Well, who would have handled the contractual and 
sales problems in connection with this project ! 

Mr. Peres. I think this was handled by a man by the name of 
Mr. Brandt, who has since passed away. He was my particular con- 
tact at that time. 

Mr. McHvuau. That would have been Mr. Brandt who relayed to 
you this information that Greyhound would have to get the permis- 
sion of General Motors in order for them to do business with you ? 

Mr. Pere.ue. Yes. It was about that time we dropped the whole 
project. 

Mr. McHucu. So you dropped the project entirely ? 

Mr. PERELLE. Yes. 

P ae McHvueu. Did Consolidated Vultee then ever go into the bus 
eld? 

Mr. PErEtueE. Oh, yes. Consolidated Vultee bought the ACF-Brill 
Co. from the American Car & Foundry Co. as a postwar project in 
1945 or 1946. | 

Mr. McHvueun. This was subsequent, then, to the times when you had © 
designed this bus for Greyhound? 

Mr. PErexue. Oh, yes. This was actually after the war that they 
bought the ACF-Brill Co. from the American Car & Foundry Co., the 
same block of stock, the same controlling interests that was eventually 
sold to the Allen Co., investment bankers, in New York. 

Mr. McHueu. Mr. Perelle, if the Greyhound Co. had such con- 
tracts with General Motors, why did they negotiate with you, in the 
first place, for you to manufacture a bus for them ? 

Mr. Peretxe. I don’t know. 

Mr. McHueu. Don’t you have any idea? 

Mr. Perecie. Well, I think any operator of buses would like to have 
the advantage, I suppose, of new and improved thinking, new and 
improved designs. 

e were going to apply aircraft techniques to the design of buses, 
and we were going to put an air-cooled motor in this job, which had 
never been done before. It had many appeals from a straight new 
product point of view. I don’t know whether that answers your ques- 
tion or not. 

Mr. McHvuen. Are you saying that they really wanted to avail 
themselves of the advantages of competition ? 

Mr. Peretie. Well, I don’t know whether that is quite right. At 
least, here was a new thought and a new approach to an old problem. 
I think, by and large, an aircraft company could make a substantial 
contribution from a design point of view, having worked in light 
metals all these years and learned a lot about how to fabricate them 
and how to use them. 

One of the big problems on buses is the weight restrictions on these 
i hel and if we could get around some of those weights that are 
inherent in big buses, we would have a great advantage in load- 
carrying capacity. 

: . McHvueu. Do you think, Mr. Perelle, that one of the reasons 
Greyhound may have been negotiating with you was in order to get a 
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yardstick to compare the price which General Motors was charging 
them for their buses ? 

Mr. Pere ie. I wouldn’t know about that. I understand that other 
aircraft companies were also invited to design buses at a competitive 
price. There was probably a great deal of —— 

Senator O’Manoney. Invited by whom? 

Mr. PErevie. By Greyhound. 

Senator O’Mauoney. Will you pardon me, Mr. McHugh, just a 
minute? Do I understand that you are telling the committee that 
your company was invited by Greyhound to design a bus with several 
advantages, including an air-cooled engine, advantages which seemed 
to be possible to develop by reason of the sa of: the-airplane 
industry, and that it would therefore be possible to build a lighter bus, 
to comply with the rules of the road in various cities and States; right? 

Mr. PERELLE. Yes. 

Senator O’Mauoney. Do I understand that the project was aban- 
doned after the preliminary discussion of drawing plans for such a 
bus; is that right, sir? 

Mr. Prerette. We went some beyond the preliminary. We had some 
_ physical development work, just in the very preliminary stages. 

enator O’Manoney. You gave attention to it. What was the 
reason stated to you for the abandonment ? 

Mr. Peretz. The principal reason stated to me was that we would 
be unable to participate in this market, which looked so attractive to 
us, without permission from one of our principal competitors at that 
point, who would become one of our principal competitors. 

Senator O’Manonry. Yes. In other words, your testimony was 
that Greyhound had some sort of a commitment that it couldn’t buy 
such a bus as you were designing unless it first had the permission of 
General Motors ? 

Mr. PereLir. That was my understanding; yes, sir. 

Senator O’Manoney. That is to say, Greyhound was bound, accord- 
ing to your understanding, to give a first call to General Motors. 

as it to build the same type of a bus? 

Mr. Peretz. I don’t know how to answer that, Senator. I believe 
that they had, certainly, the opportunity to design whatever type 
and kind of bus Greyhound wanted. 

Senator O’Manoney. Has an air-cooled engine ever been designe1 
and used on bus transportation ? 

Mr. Prretir. Very few of them. We eventually put some air- 
cooled engines in buses, which are still running, doing, I think, a very 
satisfactory job, but not in any large numbers. 

Senator O’Manoney. Do you think that your design and your plan 
and the new air-cooled engine were mechanically sound developments? 

Mr. Pere.ie. Oh, yes. 

Senator O’Manoney. Economic? 

Mr. Perewie. Oh, yes. 

Senator O’Manoney. I mean, they could be operated at a reason- 
able cost ? 

Mr. Peretitr. Yes. I believe they had some basic inherent ad- 
vantages. 

Senator O’Manoney. Did they have any defects which would call 
for their rejection ? 
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Mr. Pereuiz. None that I know of, Senator. 

Senator O’Manoney. Did Greyhound ever express to you any note 
of rejection of the plans on which you were working ? 

Mr. Peretxe. No. 

eee O’Manoney. What type of engine does Greyhound now 
use 

Mr. Prre.xe. General Motors diesel. They are standardized on 
diesel equipment. 

Senator O’Mauoney. So the Greyhound is standardized on the 
diesel engine produced by General Motors, which had some sort of a 
contract whereby the Greyhound could not use the air-cooled engine 
without the permission of General Motors? 

Mr. Prrevie. That is substantially my understanding of the sit- 
uation, and that is substantially the reason we abandoned the project. 

Senator O’Manoney. Well, that might be interpreted as meaning 
that the power of General Motors was such that it could prevent the 
development of a better engine than the diesel with these bus com- 
panies, whose purchasing policies apparently it controlled. 

Mr. PERELLE. It could be, I presume. I hadn’t thought of it in that 
light, but it could be. 

In entering a bus business, such as we were attempting to do at that 
oint, it was obvious that we didn’t know very much about the bus 
usiness, as such, and we were learning very fast. 

Mr. McHvan. Mr. Perelle, besides the Consolidated Vultee, with 
whom you are associated at that time? You mentioned that another 
aircraft company considered making a bus for Greyhound. 

Mr. Perez. I understand that that was the condition; yes. 

Mr. McHuen. And who was that? 

Mr. Peretz. Douglas Aircraft Co. 

Senator O’Manoney. It occurs to me, Mr. McHugh, that I ought 
to give him an opportunity to interpret a sentence used just a while 
back. I was going to allow it to go without comment. 

You said that when you began to deal with these bus matters, you 
didn’t know very much about the bus business, but that you learned 
very rupley ? | 

Mr. ELLE. That is a comparative statement, Senator. 

Senator O’Manoney. I take it you were not talking about your me- 
chanical understanding? 

Mr. Perewre. That, too. 

Senator O’Manoney. That, too? 

Mr. Peretze. Yes, sir. 

Senator O’Manoney. I thought you were thinking that you weren’t 
aware—vwell, put it in your own words. 

Mr. Pere.r. All users of buses, big or small, Senator, are designers 
in their own right, and that is one of the real serious problems in the 
bus business. 

I started to say to you that we did design and develop a deck and a 
half bus for one of our customers. We did that in our own shops. 

To show you why I say other people are bus designers in their own 
right, Greyhound designed and built in their own shops their own 
deck and a half, which subsequently was turned over for production 
to General Motors. Now, there is a great controversy about who 
designs a bus at this point. 
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Mr. McHueu. Mr. Perelle, do I understand that the Douglas Air- 
craft Co. at that time also was making, entering into plans for design- 
ing, a bus for Greyhound ? 

Mr. PerRew.e. In direct competition with us. 

Mr. McHveu. Did the Douglas Co. also discontinue its plans be- 
cause of the contractual arrangements between General Motors and 
Greyhound ? 

r. PERELLE, I don’t know the reasons, but I do know they discon- 
tinued their plans. 

Mr. McHvueu. Has the Douglas Co. ever manufactured buses ? 

Mr. Prrevue. Not to my knowledge. 

Mr. McHueu. They never, then, went into the field later on? 

Mr. PERELLE. No. 

Mr. McHveu. Did you ever discuss the situation with officials of 
Douglas? 

Mr. PERELuE. No. 

Mr. McHvuen. You just know that the fact was they didn’t manu- 
facture buses later on? 

Mr. Peretie. That’s right. 

Mr. McHvau. Mr. Perelle, is the Greyhound Bus Co. the single 
largest purchaser of the intercity type buses ? 

Mr. a Oh, yes, by far. 

Mr. McHveu. So that if a manufacturer of buses couldn’t get access 
to this market, this would be an extreme deterrent ? 

Mr. Preretie. A very serious deterrent. . | 

The volume alone of their requirements is such as to enable an oper- 
ation to have a great deal of continuity and stability. 

Mr. McHueu. Mr. Perelle, besides the type of commercial practices 
which you have described here, are there any other special advantages 
which the General Motors Corp. enjoys in the bus business because of 
its size? 

Mr. PEreEe. I think there are a great many advantages that flow 
to a large corporation just because it 1s a large corporation. 

Mr. McHveu. In context of this industry, then, would you explain 
that ? 

Mr. Prre.ve. The control of freight on a reciprocity basis is a very 
substantial influence. 

Mr. McHveu. Will you explain what you mean by that? 

Mr. Pere.itr. We didn’t ship a great deal of stuff over the railroads, 
and General Motors, of course, shipped a great deal. 

Mr. McHveu. Do bus manufacturers sell buses to railroads ? 

Mr. Prere.ie. We had several lines that were exclusively equipped 
with our buses. New York, New Haven & Hartford had an exclusive 
line of ACF intercity equipment, Union Pacific did, Southern Pacific 
had substantial freight, Pennsylvania Greyhound had a substantial 
freight. Most of that business has just dried up. 

Mr. McHuaun. Are you saying that the railroads concentrated upon 
General Motors because of the great volume of traffic which General 
Motors did with them ? 

Mr. Prreuie. I wouldn’t know specifically why they concentrated 
on them, but I] am sure it had a great influence on anybody’s judgment. 

Having had a little experience in the railroad business, I know that 
freight is given a great deal of consideration, and who controls freight 
and that sort of thing in placing orders of requirements. That is 
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historical. I think it is the pattern of the railroad industry for many 
years. 

I don’t think anybody has to write letters about it or influence any- 
body. I think it is just a pattern that has developed and has been 
given a great deal of consideration and a great deal of weight and 
influence. 

Mr. McHvuenr. Would you know of any specific cases in which you 
lost orders for buses because of the fact that the railroad preferred 
General Motors because of their freight business ? 

Mr. Peretz. Yes; I know of one specific case that happened in 
my own experience, and that happens to be on the New York, New 
Haven & Hartford, a very small order for six buses, and we lost that. 

Mr. McHveu. When was this? 

Mr. Prereiie. Probably in 1950 or 1951. I was told by our people 
who were handling that job that the purchasing department of the 
New York, New Haven & Hartford Railroad told them that there were 
so many freight cars a week involved in this order, and that he, as an 
individual, wasn’t going to take the responsibility of crossing that up- 

I just recite that as a statement of fact, and I don’t think anybody 
had to put any pressure on anybody to have him realize that there 1s 
a reciprocity problem in this freight picture. 

Mr. McHvuen. And that bus business, then, went to the General 
Motors Corp. ? 

Mr. Perexe. That is the only specific case that I know of. It is one 
that I had some experience with. 

Mr. McHveu. Did you have any other reason to believe that rec1- 
procity plays an important part in this picture ? 

Mr. Beare Just my long background and experience with the 
railroad business. I know that that is the history of it. It can’t be 
otherwise. 

Mr. McHwucu. Did you ever consider associating yourself with any 
railroad company, with any locomotive manufacturer ? 

Mr. PERELLE. You mean personally? - 

Mr. McHveu. Yes. 

Mr. Perevue. Yes; I did. 

Mr. McHvueu. Will you explain the circumstances of that? 

Mr. Pereuie. I discussed the presidency of American Locomotive 
for quite some time, with the people who were responsible for select- 
ing the president of that company. . 

r. McHucnu. You were invited to become president of American 
Locomotive ? 7 

Mr. Perevie. That's correct. I was invited to discuss the possi- 
bilities of becoming president. 

Mr. McHucu. And you decided 

Mr. Pere ie. I want to make it very clear we never got down to a 
specific situation of yes or no on it. 

Mr. McHueu. Did you decide against going ahead with that? 

- Mr. Pereuue. I decided definitely against going ahead with that. 

Mr. McHucu. What was your principal reason ? 

Mr. Perete. Well, I looked into the history of the background of the 
locomotive industry, and had many friends in the railroad business 
who told me that the pattern there was pretty well set and that the 
people whom I talking with, according to them, the volume of busi- 
ness was down and pretty well controlled, I guess. 
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And after looking over subsequent orders and requirements from 
the railroads for various locomotives, I saw the pattern was pretty 
realistic. General Motors controlled about 60 percent of the loco- 
motive business, and the remainder was divided between the three 
other companies, Fairbanks, Baldwin, and American Locomotive, a 
principal deterrent to me in studying further associating with Amert .- 
can Locomotive. 

Mr. McHven. It was your feeling that General Motors shared this 
large volume of the locomotive business to a large extent because of 
the freight situation ? 

Mr. Perevie. It was my feeling that that was very substantially 
true, yes. 

Mr. McHucn. Did you ever have occasion to discuss, Mr. Perelle, 
this question of possible use of freight or traffic as a weapon to get 
other business with any officials of the General Motors Corp. ? : 

Mr. Perevue. No, I never have. 

Mr. McHuau. Were there any other advantages which you can 
describe which you think General Motors Corp. enjoyed in the bus 
field over its smaller competitors? 

Mr. Peretz. Advantages, I don’t quite understand that question. 

Mr. McHueu. Because of its size. Does the General Motors Corp. 
maintain warehouses throughout the United States? | 

Mr. PERELLE. Oh, yes. 

Mr. McHvau. For servicing equipment ? 

Mr. PERELLE. Oh, yes, sir. Wein ACF-Brill also maintained ware- 
houses and parts depots throughout the country. I believe most of 
the larger manufacturers did. 

But that becomes a very expensive problem, and as our volume de- 
creased, we were forced to eliminate, in many cases, those warehouses 
and the personnel involved, as a means of keeping our costs in balance. 

That automatically, I would think, gives a larger corporation with 
the ability to maintain parts depots aid uf scattered thorughout the 
country, just a natural advantage basically. A parts man or an 
operator who has his parts next door is certainly happier than a man 
who i to get them from California or Philadelphia, as the case 
may be. 

Wer. McHvaun. Even though the bus business may be declining then, 
a corporation like the General Motors Corp. wouldn’t be as hard hit 
as you, Inasmuch as It is required to maintain warehouses to service 
its passenger-car business ? 

Mr. Prree. All of its products, bus parts, all of its diesel engines 
that are in the field. They have substantial parts depots and things 
hike that scattered throughout the country, and can spread the burden 
of that cost over a large volume of business, whereas we had to main- 
tain it strictly for the bus business. 

Mr. McHveun. Mr. Perelle, is it necessary to finance a fairly large 
volume of this bus business ? 

Mr. PErrReLtite. We experimented with, that at American Car & 
Foundry-Brill. Yes, financing is a very serious problem in all this, 
and ability to carry that paper isa real financial problem. 

Mr. McHvuecn. Are there any reasons why that is a particularly 
tough problem in this industry ¢ 
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Mr. Perevie. Yes. I think specifically that the industry as a 
whole has been declining for many years, and the earning power of 
these various operations has been going downhill. Very few, if any, 
of the transit companies now are making any money. 

When they are not making money, the banks don’t seem to like to 
Joan you money, and particularly if they have to loan it to you on a 
long-term basis. | 
Most of the paper that I had experience with was quite long-term 
Ly comparison, some of it 7 or 8 years, which is a long financial period 
for bus equipment in a declining revenue mdustry. 

Mr. McHvueu. I understand that it is difficult to get financial insti- 
tutions interested in financing over this long period of time? 

Mr. PEeRELLE. We were never able to get anyone interested in it our- 
selves, and we had to take the job on as a direct obligation of the Brill 
Co., and the Brill Co. was not sufficiently large to handle a great 
volume of that type of financing. 

I think that we handled approximately $5 million at one time, but 
that was about the hmit of our ability to finance. 

Mr. McHvau. Do you know how the General Motors Corp. finances 
any of its bus business ? 

Mr. Pereitie. No; I do not. 

Mr. McHveu. Are you familiar with Yellow Manufacturing Ac- 
ceptance Corp. ? 

Mr. PERELLE. No. 

Mr. McHven. Is the General Motors Corp., because of its size, in 
any better position then to meet this problem of financing ? 

Mr. Pereue. I would think that they were in a substantially better 
position than we would be to work out these financial problems, 

Mr. McHueu. Do you happen to know whether or not the General 
Motors Corp., or its financing company offers more liberal financing 
terms than either you would be able to offer or that you would be able 
to obtain from private banks? 

Mr. Prerevie. I know that they were able to not offer more liberal 
but a longer period of financing than we were able to offer or able to 
arrange, and that is a very valuable thing to the operator, because his 
financing goes into the rate structure. 

You probably know a lot more about those details than I do, but 
that becomes a cost item in his rate pattern, and the longer he can 
stretch out his financing, the better off he is. 

Mr. McHuceu. Would this question of financing be so important 
that in some cases it might determine whether you or General Motors 
Corp. got the business? 

Mr. PERELLE. Oh, yes; very definitely. 

Mr. McHueu. Do you know of any specific cases in which your cor- 

ration lost the business to General Motors because GM offered more 
i heral financing by way of longer period of repayment? | 

‘Mr. Pereuye. I don’t know of any specific cases I could put my 
finger on. There were many cases that we lost because of our inability 
to finance; there is no question about that. 

Mr. McHuanu. You lost that business to the General Motors Corp.? 

Mr. PERELLE. We lost the business. I can’t specifically say it went 
to General Motors. It was just because of our inability to finance it 
that we lost the business. 
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In all cases it doesn’t go to General Motors. There were several 
other competitors that were trying to finance this business probably 
on the same basis that we were, without the ability to raise the money. 

Mr. McHvucu. Mr. Perelle, was ACF-Brill more successful in com- 
peting with the General Motors Corp. when you were attempting to 
obtain Federal Government business than when you were palling to 
these local transit companies? 

Mr. Perewye. Oh, yes; we were very successful. 

Mr. McHucen. How do you explain that ? 

Mr. Perevir. Well, we bid for these jobs competitively, and to a 
specification, and were able to obtain the business. 

Mr. McHvueu. Was the Government satisfied with your product ? 

Mr. PERELLE. We were able to satisfy the Government and make a 
profit to boot. 

Mr. McHuex. How did your price compare with the General 
Motors Corp. ? 

Mr. PERELLE. It was always competitive, always competitive. We 
had no problems in that. 

Mr. Burns. That’s all we have. , 

Senator O’Manoney. Are you ready to present another witness ? 

Mr. Burns. Yes; we have another witness. 

Senator O’Manoney. What will be the schedule now? It is 20 
minutes of 1. There are reasons why I would rather not have an 
afternoon session. 

Mr. Burns. Mr. Green would probably take until about 1 o’clock or 
maybe a few minutes over and we have one other witness, Mr. Butler. 
That is all we have. Wehad four for today. Mr. Bransome won’t be 
here until probably Friday morning. 

Senator O’ManHonpy. Very well. Then will you call Mr. Green? 

Thank you very much, Mr. Perelle. I was very much interested 
in your testimony. 

roceed, Mr. Burns. 

Mr. Burns. Mr. Stanley L. Green of the Southern Coach Manu- 
facturing Co., Evergreen, Ala. Mr. Green, are you connected with 
the Southern Coach Manufacturing Co. of Evergreen, Ala.? 


STATEMENT OF STANLEY L. GREEN, PRESIDENT, SOUTHERN COACH 
MANUFACTURING CO. 
Mr. GREEN. Yes. 
Mr. Burns. And what is your connection with that company ? 
Mr. Green. President. 
Mr. Burns. And what is your financial interest in it ? 
Mr. GREEN. I own about 70 percent of it. 
. Mr. Burns.. Did you organize that company ? 
Mr. GREEN. Yes. 
Mr. Burns. In what year? 
Mr. Green. It was first organized as a partnership in 1941. I 
bought out the partner in 1942. It was made a corporation in 1946. 

r. Burns. Were you in the bus business prior to organizing this 
company ? : 
a i: Cans Yes, sir; I worked for the White Motor Co. and ACF- 

rill. | 
Mr. Burns. And how many years have you been connected with 
the bus-manufacturing business ? 
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Mr. Green. I was in the sales, sir, in both the White and ACF-Brill. 
I was not in the manufacturing end. 

Mr. Burns. Over how man years have you been connected with the 
bus-manufacturing industry ? 

‘Mr. GREEN. Oh, since 1927, about 28 years. 

Senator O’Manoney. I understand that yours is an independent 


compe 2 
r. GREEN. That’s right, sir. 

Senator O’ManHoneEy. You own 70 percent of the stock? 

Mr. Green. That’s right, sir. 

Senator O’Manoney. It is not a company held by any other 
company ? 

Mr. Green, No, sir. 

Senator O’Manoney. And it has no holding company ? 

Mr. GrEEN. Well, we have a little parts company that is a separate: 
corporation, that’s all. 

Senator O’Manoney. Very good, sir. 

Mr. Burns. Now will you tell us what type of bus you make? 

Mr. GreEN. We make what is known as a city transit bus, and that 
has varied somewhat to a suburban bus, short hauls. 

Mr. Burns. And is that bus of the type which is used in the city of 
Washington by Capital Transit? 

Mr. Green. The same type; yes. 

Mr. Burns. The same type bus. Now how much of the bus do you 
build in your own plant? 

Mr. Green. We fabricate and build all of the body and we buy 
engines, transmissions, and power lines, you might say, and we do 
manufacture our own seats and windows that most manufacturers. 
don’t. But we don’t manufacture any of the heavy mechanical equip- 
ment. 

Mr. Berns. And is that practice of buying certain parts for the 
buses also engaged in by other bus manufacturers ? 

Mr. Green. To more or less of an extent. 

Mr. Burns. Is there any particular class of customers that you cater 
to or do you endeavor to sel] to the whole country ? 

Mr. Green. No; we restrict our operations primarily to the South 
and Southwest. We have a few buses in Kansas and Missouri, but. 
very few. | 

Mr. Burns. With which companies do you compete for the type 
of customers that you are seeking ? 

- Mr. Green. Now there is only four, and that is GM, Flxible, and 
Mack that have the heavy-duty buses, and that’s about all we build. 

Senator O’Manoney. You said four. , 

Mr. GREEN. Yes. 

Senator O’Manoney. You named three. 

Mr. Green. GM, Flxible, Mack, and ourselves. 

Mr. Burns. Now, are your buses of the same type which General 
Motors builds for city use? 

' Mr. GREEN. Yes, sir. 

Mr. Burns. And is your bus comparable to the bus made by these. 
other companies, Mack and F]xible? 

Mr. GREEN. Yes, sir. 

Mr. Burns. And what type of engines do you use? 
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Mr. Green. We use 2 or 3 different makes of what is termed a hori- 
zontal engine, an engine that is mounted underneath the floor. That 
is built in diesel by the Cummins Co. of Columbus, Ind., and by 
Fageol Products of Leland. And then in the gas engines, we use the 
Fageol engine and two engines built by Waukesha Engine Co, of 
Waukesha, Wis. : 

Mr. Burns. What is the capacity of your plant? 

Mr. Green. Roughly a bus a day; about 200 a year is our maximum 
capacity. 

Mr. Burns. How do the prices of your buses compare with the 
prices of your competitors’ buses ? 

Mr. Greun. We are usually from 5 to 6 percent lower. 

Mr. Burns. We have a chart which shows—I think we might have 
these charts put in the record. 

Senator O’Manoney. One was put in this morning. 

Mr. Burns, Yes, and this one I think we might put in. It is dated 
November 11, 1955, Percent of Buses (Intercity and City) Built by 
the Various Bus Manufacturers. 

Senatcr O’Manoney. What is the source of the information con- 
tained in that chart? 

Mr. Burns. This is supphed by Mr. Butler of Flxible and it is 
from the Standard Statistics of the Bus Manufacturing Co. He will 
explain it when he takes the stand. 

_ Senator O’Manoney. Very good. 
(The chart above referred to is as follows:) 


rereent of buses (intercity and city) built by the various bus manufacturers, 
1950-55 





1955 
1950 1951 1952 1953 1954 (9 months) 


—— eee. 
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CROWN 63235 ie i or ance get oe No oe oe Leng ee cg Be Ser ee pee res eee 23 9 
——|——_ |__|} —_ | | 
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Mr. Burns. This shows the General Motors percentage of the 
market increased from 1950 to 1955, and it also shows the percentage 
of the market which your company, Southern, had, which shows an 
increase of your percentage of the total market, although the amount 
of buses was not in the same ratio to the total production as was the 
increase 1n percentage. 

Now will you tell us what, if any, problems you have in meeting 
the competition of the General Motors Corp. in the sale of buses? 

Senator O’Manoney. Mr. Burns, if I read this correctly, the South- 
ern Co. increased its bus production from 1.6 percent in 1950, or rather 
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decreased its business from 1.6 in 1950 to 0.5 in 1951, to 0.8 in 1952, 
then increased in 1953 to 2.6, and in 1954 to 3.4, while in the 9 months 
of 1955 dropped off to 1.4, so that the increase of which you are speak- 
ing is the increase between 1950 and 1953 and 1954 respectively. 

Mr. Burns. Yes. 

Mr. Green, in 1951 and 1952, in addition to these buses shown on 
this chart, did you manufacture another type of bus for the Govern- 
ment 

Mr. Green. Yes; we had practically our capacity in Government 
contracts for those 2 years. e built 335 buses, I believe. 

Mr. Burns. And then for 1953, 1954, and 1955, you were buildin 
the transit buses in competition with the General Motors, Flxible an 
Mack transit buses? 

Mr. Green. That’s right, yes, sir. 

Mr. Burns. What problems have you encountered in the sale of - 
buses in competition with the General Motors buses ! 

Mr. Green. I would say that our two problems, one of course is that 
we are a small company, our total assets are around a half million 
dollars, and there were so many people that were so much bigger 
than we were that went out of business, there was quite a feeling 
that we couldn’t last either, and no one wants to buy a bus that is going 
to be an orphan, and I think that has cost us quite a bit of business. 

We have lost some business on our inability to offer any financin 
because we are not in a position to do any financing. We need all o 
our capital for our operations, and that has cost us some business. 

Mr. Burns. Have you had specific instances where you could have 
had the business as far as the quality and price of your bus is con- 
cerned, but lost it to General Motors because you couldn’t get the 
financing for your customers? 

Mr. GREEN. We have been told that that is true. Maybe it was an 
excuse to keep from buying from us, but we have one deal that I think 
that is true—in Corpus isti, Tex., and another in Huntington, 
W. Va., where they told us that they would buy our product if we 
could finance it. 7 

We weren't able to do it, and since that time, I mean for the past 
several years, we simply don’t call on customers, we don’t spend money 
soliciting their business, unless we know that they are in a financial 
position to finance their buses with their local banks. 

Mr. Burns. These instances where you did endeavor to obtain the 
business, do you know whether they did buy GM buses? 

Mr. Green. Yes; they did in both instances. 

Mr. Burns. Do you know the kind of terms or how the GM provides 
them and how it finances? 

Mr. GreEEN. Not specifically. It is generally understood that it is 
about 10 percent cash and 6 years. That possibly is at the rate of 6 
percent simple interest. 

Mr. Burns. Does GM finance through this GMAC? 

Mr. Green. That is my information; yes, sir. 

Mr. Burns. Have you run into any problem because of the time of 
delivery ? 

Mr. Green. Yes. That has been a factor in many cases. 

We-can’t deliver unless it is an unusual case, we can’t carry inventory 
to build many buses, because the inventory to build a bus is 65 percent 

67272—56—pt. 6——31 
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of the sale price, and it doesn’t take but a few buses to build your in- 
ventory to such figures that the small firm can’t carry. 

Once we have had it happen that we would be building some buses 
for a customer who was in a hurry and be able to switch to another 
customer. That has happened maybe 2 or 8 times since we have been 
in business. 

Mr. Burns. And in what way does General Motors make these quick 
deliveries, which you cannot make; how do they get set up to make 
them ? 

Mr. Green. Well, they have customers they are very close to that 
buy in large quantities. 

Mr. Burns. What type of customers are those? 

Mr. Green. Well, we have all been talking about National City, we 
might as well continue, it would be one of them. 

They have the capacity of maybe 10 or 15 buses a day, and I don’t 
think there would be any trouble to get them to switch 10 buses down 
here and get National City delayed 1 day on delivery. I think my 
customers would do that for me, I think theirs would. 

Mr. Burns. You mean if some customer wanted a small order of 
buses on very short delivery, you wouldn’t be able to manufacture 
them in time, but General Motors could switch some buses from an 
order it already had with one of its large customers, and then postpone 
delivery because of its relationship with the large customer ? 

Mr. Green. That has happened; yes. 

Mr. Burns. That has actually happened ? 

Mr. Green. Yes. 

Mr. Burns. So you have lost business on that account ? 

Mr. Green. Yes. | 

Mr. Burns. Now how has the problem of standardization affected 
your ability to sell buses? 

Mr. Green. That has always been a problem which receives more 
consideration in some companies than others. There is certain eco- 
nomical value of having all of the same equipment because it 1s easier 
to teach your mechanics how to maintain one type of equipment than 
another, and it simplifies your parts inventory. How much that 
affects the operating costs, I don’t know. It is exaggerated in a lot 
of instances. 

Mr. Burns. Well, that standardization would not require com- 
panies 1n different cities to use the same type bus, or is it more that the 
company in a single city might feel the need for having a standard 
bus and standard equipment ¢ 

Mr. Green. Well, that is true to this extent. In companies such 
as National City—we are not competitive, but the same thing applies 
to Greyhound. 

They have a central purchasing agency, both of them, I believe, in 
Chicago, where they buy the normal requirements of their mainte- 
nance through that purchasing department, and then ship them to 
these various properties that they have in various garages. 

Mr. Burns. Well, in these cities that you do sel] buses, isn’t this 
problem of standardization just as much present ? 

Mr. Green. It works for us and against us, and we have some orders 
nia ae had our equipment, they liked it and they continued to 

uy It. 

Mr. Burns. To what extent do you get an opportunity to bid for 
business when companies need new buses ? 
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Mr. Green. Each company apparently has their own way of han- 
dling invitations to bid. Most of the municipally owned properties 
send out requests. Some of the privately owned properties send out 

uests for bids 
Others apparently are not interested in what we charge for a bus or 
what we have in it, and that same thing not only applies to us, but to 
Mack and F lxible. ae 

Mr. Burns. Now have you any problems in connection with the 
purchase of the parts that you need for your buses, the parts you do 
get outside ? 

Mr. Green. Of course, we don’t use any parts, we don’t engineer 
any parts on our buses, that are not available to us. There are parts 
that are not available that we could engineer into our buses, if I make 
myself clear. 

Mr. Burns. Well, what type of parts are not available to you that 
you could use ? 

Mr. Green. I was thinking recently in the last year, couple of years, 
3 years, the trend of the city bus business has been toward what is 
commonly termed an air ride in place of a leaf spring. 

That was developed in the bus field by General Motors in conjunc- 
tion with Delco-Remy, which is, I believe, also a General Motors com- 
pany, I am sure it is. 

0, wait a minute, it’s not Delco-Remy, it’s Delco Products, which 
is the shock absorber division, and Firestone Rubber Co., and we tried 
to buy that but it wasn’t salable, they wouldn’t sell it to us, and then 
we designed another one that was built, a combination of General 
Tire & Rubber Co. and Midland people, but recently Firestone has 
notified us that their part of the combination was available to us. 
However, Delco-Remy 1s still not available. We had a letter last week 
stating it wasn’t. | 

Mr. Burns. Do you have any problem in getting torque convertors 
for your buses ? | 

Mr. Green. Well, the only problem is that all of us other than Gen- 
eral Motors buy our torque convertors from Spicer Manufacturing 
Company of Toledo, and they require a larger number of torque con- 
vertors than we can handle. 

In other words, we are more or Jess dependent, we have to stock 
some which we don’t like to do, and then we have to depend on some- 
body else to give them an order that we can tie into either before or 
after. They don’t like to run less than a hundred, and they cost two 
or three thousand dollars apiece. 

Mr. Burns. Are there any other problems that you have in obtaining 
business in competition with General Motors? 

Mr. Green. Well, of course, financing we have already mentioned. 

Mr. Burns. Yes. 

Mr. Green. I would say that that and the standardization and the 
properties that we can’t sell, I mean that are tied up in some way with 
standardization or otherwise. | 

Mr. Burns. And your market then 1s limited to the southern and 
southeastern area of the country, pretty much ? 

Mr. Green. Well, we have this problem. Any time that we sell a 
bus, we must have service representatives, and we are not particularly 
interested in getting an order from Boston for 10 buses and have to 
send a service representative up there in 90 days to be sure it is oper- 
ating all right. We hike to confine it 1n one territory. 
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_ Senator O’Manoney. Can you successfully do that? 

Mr. Green. Well, according to this sheet, no; but we think normally 
we could. 

Senator O’Manoney. Normally you could? 

Mr. GREEN. Yes. 

Senator O’Manoney. And when you say “normally” what do you 
mean ? 

Mr. GREEN. Well, we don’t think that there has been in the last 
4 or 5 years a normal market, sir. 

If you will note these figures, they don’t go back that far, I see, but 
in 1947, 1946, 1947, and 1948 the industry was starving for buses. 
Their manufacture had been restricted for the last 4 or 5 years during 
World War II, and all of them bought very heavily, and buses that 
were bought during that period haven’t yet started being replaced, and 
on top of that the buses in use have been retiring because of the transit 
business being in a decline, to where the buses that they bought previous 
to that have been retired without needing to be a wigs 

And we think that beginning next year probably, and some of it 
is showing this year, that we will get back to a larger replacement. 

Senator O’Manoney. The falling off of bus traffic in cities is affect- 
ing the bus business ? 

r. GREEN. Oh, yes. 

Senator O’Manoney. To what extent, would you say ? | 

Mr. GreEEN. Well, the whole industry, sir, is off. Possibly last 
month it would show 5 percent over a year ago, and that has been going 
on for the last 3 or 4 years to where it is down close to 40 or 45 percent. 

Senator O’Manoney. And why is the industry going down? Is it 
because people are traveling more by other means of conveyance? 

Mr. Green. That in my opinion 1s the main reason, sir. 

Senator O’Manoney. And I assume that the conveyance is the per- 
sonally owned automobile? 

Mr. GREEN. That is true. 

Senator O’Manonery. What do you see ahead for the industry ? 

Mr. Green. I can’t see anything other than about 3,000 units a 
year where it once produced as many as 8 or 10. 

Senator O’Manoney. You produce 200 a year, that is your 


capes 
r, GREEN. That is about what we would like to produce; yes. 

Senator O’Manoney. Do you think that the competitive situation 
is such that a small company like yours, capable of producing 200 a 
year, can continue to exist? 

Mr. Green. Yes. 

Senator O’Manonery. Are you on the tolerance list, as it were ? 

Mr. Green. I don’t know how to interpret that, sir. 

Senator O’Manoney. Well, could you be put out of business because 
of these disadvantages that you have spoken of, the disadvantage of 
financing ¢ 

When a local bank can’t finance your customer and you can’t, that 
is a disadvantage. 

Mr. Green. Yes. 

Senator O’Manoney. It has deprived you of some business. 

Mr. Green. Well, I might answer that in this way: That we are 
now attempting to diversify our operation and get other items than 
bus business to carry our general overhead in case of these lulls or 
valleys, you might say. 


STUDY OF THE ANTITRUST LAWS 2663 


Senator O’Manoney. Are you succeeding ? 

Mr. Green. To some extent. 

Senator O’Manoney. Well, I wish you luck. 

Mr. Green. Thank you, sir. 

Senator O’Manoney. Mr. Burns tells me he has no further ques- 
tions, Mr. Green. 

Mr. Green. Thank you gentlemen very much. 3 

Senator O’Manoney. We are very grateful to you for having 
ge 2 eae Thank you so much. 

r. Burns. Mr. Butler. 

. Senator O’Mauoney. You may proceed. 

Mr. Burns. Mr. Butler, what is your position with Flxible Co., of 
Loudonville, Ohio? 


STATEMENT OF THOMAS P. BUTLER, VICE PRESIDENT, THE 
FLXIBLE CO. 


Mr. Butruer. I am vice president. 
Mr. Burns. And how long have you been connected with that 


ty ig ? 
r. Butter. About 25 years. 

Mr. Burns. What products do they make? 

Mr. Butter. Well, principally buses, some other products, but that 
is the major part of our business. 

Mr. Burns. And what type of bus do they make? 

Mr. Burier. We make both intercity and city type coaches, sir. 

Mr. Burns. Have you always made both types, or have you recently 
taken on one of those types? 

Mr. Butter. In 1953 we took over the manufacture and sale of 
Twin Coach, that being the first time we were in the transit end of the 
business. 

Mr. Burns. And what were the circumstances and the arrange- 
ments under which the Twin Coach operation were taken over, that is, 
manufacture of buses ? 

Mr. Butter. Well, the urban bus business, or the transit bus busi- 
ness, had been declining and getting very spotty in the year or two 
prior, 3 or 4 years prior to 1953, and the Twin Coach Co. thought 
that perhaps we would be interested in getting over and getting into 
the transit business without having to start from the ground up, and 
add that to our intercity business and make what, to them, was not a 
good business any longer, a satisfactory line to keep in operation. 

Mr. Burns. And at that time, what was the status of your business 
in the intercity type of bus? 

Mr. Butter. It was getting also more spotty for an entirely differ- 
ent reason than the transit business was, in my opinion. 

Mr. Burns. And how much of the bus does your company manu- 
facture ? 

Mr. Butter. We manufacture the body, we buy component parts, 
axles, wheels, brakes, engines, transmissions, and so forth. 

Mr. Burns. And from whom do you get these parts that you pur- 
chase on the outside? 

Mr. Butter. Timken for axles, Westinghouse for brakes, engines 
we get from Fageo] Motors, Cummins, some from the Buick Motor 
Co. We have used some Chevrolet, and we have used some GM diesels. 

Mr. Burns. Now, with respect to the intercity type of bus, have 
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there been any changes in the nature of the operating companies since 
you first went into this business in the early 1930's? | _ 

Mr. Burier. Yes, there have been very great changes. 

Mr. Burns. Will you tell us what those are? 

Mr. Butter. Primarily a reduction of the total number of opera- 
tors in the United States by mergers, until, I would say, now there 
are perhaps not over about. a tenth as many individual operations in 
the United States on intercity buses as there were 15 or 20 years ago. 

Mr. Burns. Well, now, before these companies began to merge, 
what was the market situation for these bus manufacturers ¢ 

Mr. Burter. Well, the market supported a number of more manu- 
facturers than are in business today. 

Mr. Burns. And to what extent has the change in method of oper- 
ating the bus companies affected the number of manufacturers in the 
industry ? 

Mr. Butner. Well, the control of purchasing 1s centered in a lot 
fewer places, and as a consequence the larger and more aggressive 
companies are able to obtain it, the smaller companies have less chance. 
By “smaller companies,” I mean us, too. 

Mr. Burns. Over the years from 1936 up to 1951, what was the 
maximum number of buses, intercity buses, that your company built in 
any one year ¢ 

Mr. Butirr. I think about between eight and nine hundred. 

Mr. Burns. Did this competitive picture change any after the war, 
in intercity buses ? 

Mr. Butter. In intercity buses? 

Mr. Burns. Yes. 

Mr. But.er. Only to the extent that there were a great number of 
mergers immediately after the war. 

Mr. Burns. And how did that affect the number of companies 
making intercity buses? 

Mr. Burrer. Well, I don’t know that it affected the number of com- 
panies particularly that were making intercity buses, if you want to 
confine it tointercity. Most of the companies who made intercity buses 
are still in business in some manner. 

Mr. Burns. What was the nature of your competition for intercity 
buses with the General Motors Corp.? 

Mr. Butrer. Well, they, of course, are the principal competitor and 
always have been, so far as we were concerned, in the intercity buses. 

The fact that General Motors has a virtual monopoly, perhaps is the 
word, on the Greyhound business, makes it possible for us to obtain 
some business or helps to make it possible because of their tie-up with 
Greyhound. The Trailways Cos. would prefer, everything else being 
equal, not to have to deal with General Motors, I would say, that is my 
opinion, anyhow, because of their tie-up with Greyhound and their 
direct competition with Greyhound. 

Mr. Burns. And do you sell to Trailways? 

Mr. Butier. Yes, we do. They are our largest customer. 

Mr. Burns. Do you sell buses of the same type which Greyhound 
uses ? 

Mr. Butter. Well, it is hard to say the same type. We sell Trail- 
ways buses that they use in competition with the buses they buy from 
General Motors. 
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Mr. Burns. Just what did you take over from Twin Coach when 
you took over their transit bus business ? 

Mr. Butruer. We took over their inventory, their tools, their engi- 
neering drawings, and some of their personnel, their key personnel. 

Mr. Burns. Have you found that the competition in the city transit 
coach business is ditferent from the type of competition you had in the 
intercity bus business ? : 

Mr. Burier. As far as we are concerned, we have found it very 
different; yes. 

Mr. Burns. And would you tell us what the problems are that you 
have encountered in the city bus business ¢ 

Mr. Burter. Well, our problem, boiled down to one sentence, is: 
General Motors. That is our really only competition, serious com- 
petition. Mr, Green’s company is, in some instances, but nationwide, 
ae and other places, they are many times the main competition, 

Mr. Burns. Will you tell us some of the problems you have run into 
in competing with GM? 

Mr. Burier. Long-term financing, which we cannot match. 

’ Mr. Burns. Will you tell us just how that affects you, the financing ? 

Mr. Buturr. The bus operators, by and large, are not strong finan- 
cially, they haven’t been making money, although many of them have 
been, let’s say, breaking even. 

Therefore, when they need financing, and by the term “financing,” 
I mean, say, 10 percent down and 6 or 7 years, the only way that paper 
can be handled is for the manufacturer, the strength of the manufac- 
turer’s name, on the paper with the bank. In our case, we can’t handle 
a lot of those deals because of our size as compared with GM. 

Mr. Burns. Does GM do that through banks or through its own 
financing division, GMAC?¢ 

Mr. Bur er. I couldn't answer positively, but it 1s my understand 
ing they use GM AC. | 

Mr. Burns. Do you know of any specific instances where you have 
lost business to GM because they were able to offer better financing 
terms than you could 4 

Mr. Butter. Yes; there have been specific instances. I can’t tell you 
the case offhand, but we have had cases where we had the order and 
were unable to finance it, and it was ultimately turned back and they 
bought GM. 

Senator O’Manonry. When you do carry on financing operations, 
what is your source? 

Mr. Burier. Over the past vears, mostly GMAC, which is a divi- 
sion or a wholly owned subsidiary, I guess, of General Motors. We 
have used others. We have used banks also, but in a number of trans- 
actions, I would say back over the last 10 or 15 years, most of them 
have been handled through GMAC. 

Senator O’Manoney. Most of it has been handled by GMAC? 

Mr. Burier. Yes. 

Senator O’Manonry. If GMAC didn’t handle it, what would be 
your position ? 

Mr. Burier. We have had instances where GMAC turned down 
deals that we offered them, and they were in turn sold by General 
Motors and financed by them on the deal, sometimes on even longer 
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terms than we would have been able to get for the customer. As I 
say, I can’t recall at the moment the specific operations, but the rec- 
ords are in our files. 

Senator O’Mauoney. To what extent have your financing deals 
been handled through local banks ? 

Mr. Butter. In the last couple of years, a large percentage of them. 
Practically all of the intercity coaches that we sell to Trailways are 
financed through banks in the area in which the coaches operate. 

Senator O’Manoney. At large percent ? 

Mr. Butter. Yes, in the last couple of years. 

Senator O’Manonery. How largea percent? 

Mr. Butter. Of all of the finance deals in the last 2 years, I would 
say that 75 percent, or more, of them have been handled by local banks 
on intercity coaches. It is not true of transit coaches. 

Senator O’Manoney. What is the trend of the source of financing ? 
Some of the other witnesses this morning seemed to give me the idea 
that it was becoming more and more difficult for our local banks to 
finance such projects. 

Mr. Burier. I think it is definitely becoming more difficult. I 
might qualify that and say that with the very large operations, such 
as Chicago, which is our largest individual buyer of transit coaches, 
they finance through the Harris Trust Co. in Chicago. That kind of 
operations, or some of the other very large cities, can usually get the 
proper terms of financing by a bank in their city. 

I would say that the medium and smaller cities have much more 
difficulty in doing that, and also, we are now beginning to find in going 
further than the low downpayment and the long term to some of the 
cities asking for the lease of equipment rather than the outright pur- 
chase, which presents an even more difficult problem of financing, as 
far as we are concerned. 

Senator O’Manoney. So that we have a situation which tends to 
concentrate at least this portion of the banking business in the larger 
communities and with the larger banks and financing companies. 

Mr. Butier. I would say so; yes, sir. 

Mr. Burns. In connection with this GMAC financing, where you 
were unable to obtain terms liberal enough to make the sale, and GM 
took the order for its bus division, was that financed through YMAC? 

Mr. But er. It is my understanding they have a finance company 
handling the truck and coach division, called YMAC, Yellow Manu- 
facturing Acceptance : 

Mr. Burns. And that provides more liberal terms for financing 
sales of General Motors buses than GMAC provides for outside com- 
panies like yours? 

Mr. Burier. Very definitely. 

I might add, however, that the GMAC division of General Motors 
was primarily set up for passenger cars and not the truck and bus. 

Mr. Burns. Now, in endeavoring to sell your buses, do you negoti- 
ate with the managers, the general managers, of transit companies? 

Mr. Butier. Ordinarily our contacts are mainly with the manage- 
ment, ves; the active management 

Mr. Burns. Have you found any situations where the general man- 
agers were interested in your buses but the buses were purchased from 
General Motors? 
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Mr. Butuer. Yes, sir; we have. 

Mr. Burns. Can you tell us any of the problems you have encoun- 
tered of that nature ! 

Mr. Butter. You mean specific instances ? 

Mr. Burns. Well, any specific instance or any general problems 
that you had. 

Mr. Butier. Well, we have had a number of times every indication 
from the active management of several different large properties in 
the United States, relatively large, that they, after, in some cases, try- 
ing out demonstrators, and so on, on their properties, had recom- 
mended our coach for purchase, and in several instances substantial 
orders have been reversed by somebody on up in the active manage- 
ment of the companies, in both privately owned and municipally owned 
operations. 

Mr. Burns. Have you any idea as to the reasons why the judgment 
of the manager was not accepted in those instances? 

Mr. Butter. We get very unsatisfactory answers in most cases, I 
would say. It is just they excuse themselves, they say, “Well, we put 
in the recommendation for this coach, but the board of directors de- 
cided otherwise.” For what reason, we never can put our finger on it. 

Senator O’Manoney. This seems to mean that the operators who 
actually carry on the operation of the buses and the transit companies 
were pertectly satisfied with your product and were ready to use it 
onan ee recommended it, but that it was turned down at a higher 
level ? 

Mr. Butier. That’s correct. 

Senator O’Manoney. And that higher level, was it in the commu- 
nity where the operating office was, or outside, so far as you know? 

Mr. But er. Well, the higher level referred to that I am thinking 
«bout was the board of directors in 3 or 4 cases that I have in mind. 
Where the influence came from on the board of directors, I couldn’t 
say. 

Senator O’Manoney. It might be well, Mr. Burns, to look into the 
boards of directors of these various companies and see what inter- 
connections they may have. 

Mr. Burns. In the course of endeavoring to find out reasons why 
you would lose that business, has there been any reference made to the 
situation of the local bankers who are represented on the boards of 
directors of some of these transit companies ? 

Mr. Butter. Yes; that very frequently happens that the local bank- 
ers have representatives on the board of the transit companies. 

I recall one instance where the general manager of one of the large 
companies in the United States told me himself that they were in 
the market for buses, he presumed they would buy GM buses, and 
that they would buy them without having to come to him a recom- 
mendation. He made the statement, “They will just go to my bank- 
ers. 

Mr. Burns. They will just go to his bankers? 

Mr. Butter. That is what he said. 

Mr. Burns. And was he interested in your bus, as far as the quality 
and price was concerned ? 

Mr. Butter. Yes; he was interested, I would say. 

Mr. Burns. But he said there would be no use trying to sell them? 
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Mr. Burier. He made the remark it wouldn’t make any difference 
what we showed him or had, they wouldn’t come to him to get the 
buses. 


Mr. Burns. They wouldn’t come to him to let him buy the buses? 
Mr. Butuer. That’s right. : 
Mr. Burns. Do you run into the problem of specifications set by 

any of these companies in endeavoring to sell them buses? 

Mr. Buruerr. Yes; we do. 

Mr. Burns. Will you describe what that problem is? 

Mr. But er. That is one of the devices best used to determine the 
specific bus they want. to buy. Any company of size that places orders 
for more than 10 buses at the time usually sends out invitations to bid. 

In the invitations to bid, they specify everything from the shape of 
the tread on the tire, on up through, depending on how specific they 
want to be about what kind of a bus and whose bus they want, and in 
that manner it is possible to just write the specifications, so before 
they go out you know who is going to get the business. 

A competitor trying to meet the specifications that are written 
around a specific bus would be out of the picture on price if he had to 
make all the changes required to meet those specifications. 

Mr. Burns. You mean the specifications that appear in the request 
for bids fit some particular manufacurer’s bus and equipment, and 
do not fit any others? 

Mr. Burier. In some cases, in many cases, that 1s correct. 

Mr. Burns. Have there been bids that you can tell us, just for pur- 
poses of illustration, which were due to the nature of the specifications, 
where the GM bus would fit it but your bus would not? 

Mr. Burter. Yes, sir. 

Mr. Burns. Will you give an illustration ? 

Mr. Borier. That is usually what happens. 

Mr. Burns. What kind of a situation would that be, what kind of 
equipment would be asked for, which your company doesn’t make or 
doesn’t sell ? 

Mr. Butter. Qh, it wouldn’t necessarily be equipment. It might be 
measurements, the height of the window sill from the cushion or the 
number of inches from the first step to the second. There are a lot of 
things that might be mere details on the surface, on paper, but to try 
to make your bus match those specifications would be something else 
again. 

"Senntt O’Manoney. Do I understand from this answer that these 
differences in specification might be such as had no real effect upon the 
efficiency of the operation of the bus? 

Mr. Butter. In our opinion, that’s correct. For example, we think 
that there are certain advantages to having the engine underneath 
amidships as some other manufacturers have. General Motors engine 
is in the rear across the back of the coach. 

If they specify that the engine must be in the rear across the back of 
the coach, if they insist on holding to that specification, you won’t get 
any place with a bus such as ours, for instance, with the engine under- 
neath. 

Senator O’Manoneyr. There might be some difference of opinion. 

Mr. Burrier. Sure, that’s right. 

Senator O’Manoney. Based on mechanical reasons. 

Mr. Butter. That’s right. 
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Senator O’ManoneEy. While one or the other of those spacings 
would provide for more efficient operation, might 1t not? 

Mr. Butter. That’s correct. 

Senator O’Manoney. My question to you was prompted by your 
recitation of the number of inches between the seat and the window. 
Would that have anything to do with the operation or the comfort of 
the traveler ? 

Mr. Burier. Yes; there could be arguments that there are. There 
could be reasons why they would specify that, for instance, and they 
do. That was not one out of the air. 

They specify sometimes a certain distance from the seat to the 
window ; for certain reasons some operators think it is better to have a 
high window so the kids can’t get their arms out, and so on. 

Senator O'Manoney. 1 vot the impression from what you said that 
some of the specifications were matters of trivial detazl. 

Mr. Butter. No, I was trying to make the point that while it doesn’t 
look like much of a difference on paper to try to change the bus, if 
our bus has 16 inches from the seat to ‘Nie window level and Mr. Green’s 
bus has 1714, it looks like, oh, what is an inch and a half, but if they 
had to meet that 1714, it is quite a change in engineering, tooling, and 
so on. 

Senator O’Manonry. Well, I suppose that the purchaser of a bus 
has as much reason to desire a particular kind of design or a particular 
number of inches in a step as a housewife might desire for the fashion 
of the curtains she wants to put up in her living room. 

Mr. Butter. That’s right. 

Mr. Burns. Is there anything in your experience to indicate that 
any specifications were prepared in such a way to favor the General 
Motors bus? 

Mr. Butter. Oh, yes, definitely. Lots of them will tell you they 
wrote the specifications because that is the kind of a bus they want. 
They wrote it specifically because they want the General Motors 
bus. Maybe for the reasons that the Senator mentioned, we don’t 
know. 

Senator O’Maioney. Why go to the trouble of asking for competi- 
tive bids if they knew the specifications would admit only a particular 
car ¢ 

Mr. Butter. Sometimes we wonder why, but in many instances 
they have to ask for competitive bidding, municipally-owned opera- 
tions particularly. 

Mr. Burns. Publicly owned, municipally owned systems. 

Now is the problem of time of delivery of orders one in which you 
are met. by the particular ability of General Motors to compete? 

Mr. Butter. Yes, we are. 

Mr. Burns. In what way does that affect you? 

Mr. Butter. Oh, on any large orders. We are not a sufficiently 
large company to carry the high inventory that is required, and our 
suppliers, our major suppliers such as Spicer and Timken, particu- 
larly those two, axles and transmissions or torque converters require 
about 5 to 6 months from the time we place an order with them until 
we start to get delivery. Therefore, any large order that we get 
we have to require at Jeast 6 months to start delivery. 
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Mr. Burns. And how does General Motors have the advantage in 
that respect? Do they also purchase from Timken ? 

Mr. Butuer. They do. 

Mr. Burns. They also purchase from Timken and Spicer, do they 
not ? 

Mr. Butter. Spicer up until recently. They are not using Spicer 
torque converters right now. 

Mr. Burns. And how do they have an advantage if they are also 
buying from the same supplier you are? 

Mr. Burter. Well, I don’t think they get the stuff any quicker 
from the supplier than we do. They probably are large enough to 
go out and inventory and have that on order in inventory, and we 
are not. 

Mr. Burns. Does it require much money tied up in order to keep an 
inventory of those parts on hand? 

Mr. Butter. It is the equivalent of about $12,000 a bus, the things 
that you have to buy. 

Mr. Burns. You have before you a chart dated November 11, 1955, 
“Percent of buses (intercity and city) built by the various bus manu- 
facturers.” Was this something that was prepared by your company ? 

Mr. Bot er. That’s right. 

sot Burns. And will you state the source of the statistics on this 
chart ! 

Mr. Butter. These are from the Automotive Manufacturers Asso- 
ciation monthly reports. 

Mr. Burns. What type of engines do you use in your buses ? 

Mr. Butier. We use Cummins, the type gasoline, diesel, and so 
forth, or make of engines. We use both gasoline and diesel and 
propane, all] three. : 

Mr. Burns. Have you ever used any General Motors diesels in 
your buses ? 

Mr. Burier. Yes, sir. 

Mr. Burns. Will you tell us to what extent you have used them 
and on what occasions ? 

Mr. Butter. Well, we have used them only in our intercity coaches, 
and to a rather limited extent, because we cannot buy them directly 
from the electromotive division that manufactures them at GM, or the 
GM truck and coach division. We must buy them, you might say, 
bootleg style through the dealers. 

Mr. Burns. Does General Motors sell diesel engines through 
dealers ? 

Mr. Burier. Yes; we have been able to buy engines through their 
dealers with some difficulty. 

‘ Mr. PUENG In what way have you had difficulty in buying from 
ealers ? 

Mr. Butter. We have had experience with placing the orders with 
dealers, and if the truck and coach division finds out where he is going 
to resell those engines, they just don’t ship them to him on one pretext 
or another. 

Mr. Burns. And have you endeavored to purchase them directly 
from the General Motors Corp. truck and coach division? 

Mr. Butrier. We have endeavored to purchase them directly from 
the manufacturer of the engines, that is, the General Motors Diesel 
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Division, which is not the same as GM Truck and Coach. It is a 
separate division. 

{r. Burns. And have you been able to buy them from the Diesel 
Division of General Motors? 

Mr. Burirr. No, sir; they have evidenced willingness to sell us, 
but on further investigation they declined to do so. 

Senator O’Manoney. Have they given any reason to the company 
for such declination ? 

Mr. Butter. Yes; I recall one reply. We have asked them period- 
ically over the years to sell them to us. One of the replies was that 
their business was so heavy that they couldn't take on any additional 
responsibilities for deliveries. 

In one or 2 other times they have said they have taken it up and it 
was a matter of company policy that they did not want to sell the coach 
to us because it would make them lable to open the thing for sale for 
others. I don’t remember if that is the exact phraseology, but that is 
the gist of it. 

Denator O’Manonry. Did you ever discuss free enterprise with 
them | 

Mr. Burier. I beg your pardon ? 

Senator O’Manonry. Did you ever discuss free enterprise ? 

Mr. Butter. With them ? 

Senator O’Manionry. In the attempt to make such purchases. 

Mr. Butter. No. 

Mr. Burns. I show you a letter dated April 27, 1950, from KE. P. 
Crenshaw, assistant general sales manager of GMC Truck and Coach 
Division, addressed to the Flexible [sic] Co. Is that one of the com- 
munications that you just referred to? 

Mr. Butzer. Yes; it is. 

Mr. Burns. And will you read the text of that into the record ? 

Mr. Bout er (reading) : 

Referring to our phone conversation on the 270-cubic inch @MC engines for 
your 25-passenger coaches. 

This has been discussed with the management and they do not wish to permit 
the sale of GMC engines for original equipment on other makes. If we were 
to release them to one manufacturer, we may have to offer them to all others. 

Sorry we are not able to serve your needs. 

This particular letter is with regard to the gasoline engine, I think, 
rather than the diesel. 

(The letter above referred to in its entirety is as follows:) 

GMC Truck anp CoacH Division, 
GENERAL Motors Corp., 
Pontiac, Mich., April 27, 1950. 
Mr. G. F. Crow, 


Vice President, Flezible Co., 
; Loudonville, Ohio. 


DEAB Mr. Crow: Referring to our phone conversation on the 270-cubic inch 
GMC engines for your 25-passenger coaches. 

This has been discussed with the management and they do not wish to permit 
the sale of GMC engines for original equipment on other makes. If we were to 
release them to one manufacturer, we may have to offer them to all others. 

Sorry we are not able to serve your needs. 

Best wishes. 

Yours very truly, 
FE. P. CRENSHAW, 
Assistant General Sales Manager, Motor Coach Division. 
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Mr. Burns. I have a letter dated January 3, 1952, from the Great 
Lakes Diese] Co. of Cleveland, Ohio, signed by Dick Cook, sales engi- 
neer, addressed to the Flexible [sic] Co. Will you read that into 
the record ? 7 

Mr. But er (reading) : 


Subject Acknowledgment of Flexible Purchase Order No. 417785. 

Dear dR. CASNER: This letter is to acknowledge receipt of the subject purchase 
order cuvering the General Motors diesel power unit. Specifications are in 
proper order. Shipment will be made about January 16, 1952, as required. 


(The letter above referred to in its entirety is as follows:) 


GREAT LAKES DIESEL Co., 
Cleveland 13, Ohio, January 3, 1952. 
Subject: Acknowledgment of Flexible Purchase Order No. 41775. 
Mr. R. H. CASnNer, 
The Flezible Co., 
Loudonville, Ohio. 

Deak Mr. CaSNER: This letter is to acknowledge receipt of the subject pur- 
chase order covering the General Motors diesel power unit. Specifications are 
in proper order. Shipment will be made about January 16, 1952, as required. 

Thank you. 

Most sincerely, 
Dick Cook, Saies Engineer. 


Mr. Burns. Who are the Great Lakes Diesel Co. ? 

Mr. Burier. Great Lakes Diesel is a dealer in Cleveland, Ohio, a 
dealer for diesel engines, according to the letterhead. 

Mr. Burns. Now I show you another letter dated January 21, 1952, 
from the Great Lakes Diesel Co. to Flexible [sic] Co. Does that refer 
again to an order with respect to diesels ? 

Mr. Butter. Yes, but it looks like a different order than that one. 
It is a different number: 


Subject : Acknowledgement of Flexible Purchase Order 42117 and 42185. 


Deak Mr. Casn_er: This letter is to acknowledge receipt of the subject purchase 
orders covering GM diesel power units. The subject orders and your previous 
purchase order No. 41775 has been amended to specify the SAE No. 1 flywheel 
housing and a SAE No. 1 to SAE No. 3 flush adaptor ring per discussion with 
Mr. R. D. Neiderhiser on January 14, 1952. 

Due to the housing and adaptor change, engines will be delayed somewhat 
beyond required delivery dates. We will expedite all possible. 


(The letter above referred to in its entirety is as follows :) 


GREAT LAKES DIESEL Co.,. 
Cleveland, Ohio, January 21, 1952. 


Subject : Acknowledgement of Flexible Purchase Order 42117 and 42185. 


Mr. R. H. CASNER, 
The Flezible Co. 
Loudonville, Ohio. | | 7 a 

DEAR Mr. CasSneER: This letter is to acknowledge receipt of the subject purchase 
orders covering GM diesel power units. The subject orders and your previous 
purchase order No. 41775 has been amended to specify the SAE No. 1 flywheel 
housing and a SAE No. 1 to SAB No. 3 flush adaptor ring per discussion with 
Mr. R. D. Neiderhiser on January 14, 1952. 

Due to the housing and adaptor change, engines will be delayed somewhat 
beyond required delivery dates. We will expedite all possible. 

Thank you. | 

Most respectfully, 

Dick Cook, Sales Engineer. 


Mr. Burns. So your company had placed an order with this dealer 
for the purchase of some diesel engines ? 
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Mr. Butuer. Yes, apparently so. 


Mr. Burns. And I show you a letter dated February 8, 1952, from 
paras Lakes Diesel Co. to Flexible Co., and I ask you to read the text 
of that. ; 


Mr. Butter (reading) : 


Subject : Purchase Orders Nos. 41775, 42117, 42185. 


DEAR Mr. CASNFER: In accordance with our recent telephone conversation and 
by direction of the Detroit Diesel Engine Division of General Motors Corp., we 
are returning herewith the subject purchase orders. 


(The letter above referred to in its entirety is as follows :) 


GREAT LAKES DIESEL Co., 
Cleveland, Ohio, February 8, 1958. 
Subject: Purchase Orders Nos. 41775, 42117, 42185. 
Mr. R. H. Casner, 
The Flexible Co. 
Loudonville, Ohio. 

DEAR Mr. CASNER: In accordance with our recent telephone conversation and 
by direction of the Detroit Diesel Engine Division of General Motors Corp., we 
are returning herewith the subject purchase orders. 

Yours very truly, 


CHARLES N. RINI, 
For Dick Cook, 
Sales Engineer. 

Mr. Burns. Do you know why the Detroit Diesel Division of Gen- 
eral Motors directed this dealer to refuse your order ? 

Mr. Butter. No; Iam not sure whether there was any further infor- 
mation on this particular case. 

Mr. Burns. I show you a memorandum from your file, Intercom- 

any Correspondence, the Flxible Co., dated January 29, 1952, to 

r. T. P. Butler from R. H. Casner. This last letter was dated Feb- 
ruary 8, about 10 days after this memorandum. Was that from one 
of your employees directed to you? 

Mr. Butter. Yes; that is from our purchasing agent. 

Mr. Burns. Mr. Casner is the individual referred to on these letters 
from Great Lakes? 
~ Mr. Butter. That’s correct. 

Mr. Burns. And what is his position with the company ? 

Mr. Butter. He is vice president. in charge of purchasing. 

Mr. Burns. Will you read the text of that memorandum into the 
record # 

Mr. Butuer (reading) : 


I received a telephone call from Dick Cook, of Great Lakes Diesel, this after- 
noon wherein he opened the conversation by saying that— 

“JT am afraid I have bad news for you. Apparently your customer who was 
intending to receive equipment from you which was powered with a GMC diesel 
engine has dropped the information in such a way that it got back to General 
Motors. I just received a telephone call from the Detroit office stating that orders 
had come down direct from Mr. Wilson who had a meeting with other officials 
in Chicago that we were not to deliver any engines to the Flxible Co. as they 
are competitors of ours.” 

I asked Mr. Cook if he would confirm this in a letter at the time he returned 
our three orders for engines, and he said that he would. He stated that he was 
very sorry he could not fulfill the orders as originally planned but since the 


arders came directly froin headquarters, they of course would have to forego this 
»ysiness. 
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(The letter above referred to in its entirety is as follows:) 
INTERCOMPANY CORRESPONDENCE 


THE FLXIBLE Co., 
Loudonville, Ohio. 
To: Mr. T. P. Butler. 
From: R. H. Casner. 
Date: January 29, 1952. 
Subject: Conversation with Dick Cook at Great Lakes Diesel regarding orders 
for GMC diesel engines. 


I received a telephone call from Dick Cook, of Great Lakes Diesel, this after- 
noon wherein he opened the conversation by saying that— 

“I am afraid I have bad news for you. Apparently your customer who was 
intending to receive equipment from you which was powered with a GMC diesel 
engine hus dropped the information in such a way that it got back to General 
Motors. I just received a telephone call from the Detroit office stating that 
orders had come down direct from Mr. Wilson who had a meeting with other 
officials in Chicago that we were not to deliver any engines to the Flxible Co. as 
they are competitors of ours.” 

I asked Mr. Cook if he would confirm this in a letter at the time he returned 
our three orders for engines, and he said that he would. He stated that he was 
very sorry he could not fulfill the orders as originally planned but since the orders 
came directly from headquarters, they of course would have to forego this 
business. 

RHCasner :ds 


Senator O’Manoney. What was the date of that? 

Mr. Butter. That is dated January 29, 1952. 

Senator O’Manoney. January 29, 1952? 

Mr. Butter. Yes. 

Senator O’Manoney. That is the 29th of January 1952? 

Mr. Butter. Yes. 

Senator O’Manoney. The letter of February 8, 1952, which you 
previously identified dealing with purchase orders 41775, which was 
the order concerning which the letter of January 3, 1952, was written 
to Mr. Casner by Mr. Cook saying that the specifications were in proper 
order and shipment would be made about January 16, 1952, as required. 
It dealt also with purchase orders 42117 and 42185, which accordin 
to the letters you ident fied were the yaa orders mentioned by Dic 
Cook, sales engineer, in his letter to Mr. Casner of January 21, 1952. 
This letter contained in the closing paragraph the sentence: 


We will expedite all possible. Thank you. 


The letter of February 8, 1952, from the Great Lakes Diesel Co., 
was signed by Charles N. Rini, not by Dick Cook. As indicated here, 
it was signed by Charles N. Rini for Dick Cook, sales engineer, and 
this is the letter consisting of one sentence conveying the information 
that “ y direction we are returning herewith the subject purchase 
orders,” these three orders that were cancelled. 

So that the memorandum you have now read into the record, an 
intercompany memorandum from R. H. Casner, the recipient of these 
three former letters, an associate in your company, to you, in which 
he describes the conversation which Dick Cook at the Great Lakes 
Diesel regarding orders for GMC diesel engines, this is dated January 
29, 1952, is that, in your opinion, the conversation which brought 
about the writing of the letter of February 8? 

Mr. Butter. I am not too familiar with those, Senator. These 
particular letters were pulled from our files by the FBI about a year 
ago, for what reason we don’t know, and there may have been other 
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correspondence and so forth in there that they didn’t pull. I just 
brought the correspondence they pulled out and made copies of and 
took some. 

Senator O’Manoney. We have this order of procedure, No. 1, Jan- 
uary 3, an acknowledgment of the order and specifications were in 
proper order; No. 2, dated January 21— 

We will expedite all possible— 

No. 3, dated February 8— 

In accordance with our recent telephone conversation and by direction of the 
Detroit diesel engine division of General Motors Corp., we are returning herewith 
the subject purchase orders. 

This is signed by Rini for Cook. This refers, you see, to a tele- 

hone conversation, a recent telephone conversation. 

The memorandum from Mr. Casner to you dated January 29, 1952, 
which was only 10 days prior to the letter of February 8, 1952, return- 
ing your orders tells you: 

I have received a telephone call from Dick Cook, of Great Lakes Diesel, this 
afternoon wherein he opened the conversation by saying that “I am afraid I have 
bad news.” 

Do you assume as I do that this is the same conversation to which 
Mr. Rini referred in his letter to Mr. Casner returning the orders ? 

Mr. Butter. I presume it would be. 

Senator O’Manoney. And all of these four exhibits were taken 
from your files by the FBI ? 

Mr. Butier. That’s right. 

Mr. Burns. I show you a letter dated May 14, 1952, from Reynolds 
Truck & Sales Co. to General Motors truck and coach division, which 
refers to order for certain engines. 

Senator O’Manoney. Mr. Burns, before you complete that question 
I don’t believe I asked Mr. Butler or I don’t believe you asked Mr. 
Butler when the FBI took these papers. Did you testify about a 
year ago? 

Mr. Burns. They produced the papers about a year ago. 

Mr. Butter. I think that’s right. That is, these particular papers. 
Some of them he has were as recent as a couple of weeks ago. 

Mr. Burns. Then there is a letter which I will show you dated 
July 30, 1953, from the General Motors coach and truck division to 
the Reynolds Truck & Sales Co. referring to the letter of May 14 and 
signed by Philip J. Monaghan, general manager, that reads in part 
as follows: 

GMC truck and coach division carries an inventory of truck diesel engines for 
the production and sale of its heavy duty trucks and for replacement in its heavy 
duty trucks for service purposes. In the normal course only 6.3 percent approxi- 
mately of our truck diesel engine requirements are sold for service purposes and 
your share of these engines available for service, based on deliveries of heavy 
duty trucks, would normally be 1 over a period of a year. 

We regret, therefore, that we cannot accept your orders for truck diesel engines, 
which we are returning herewith. 

And then I show you a letter dated August 1, 1953, from Reynolds 
Truck & Sales Co. to Flxible Co. stating: 

Attached are true copies of correspondence that we hold in our files. In the 


interim we have made many phone calls and sent numerous letters as to when 
delivery of these engines would be made. This is the first reply of any nature. 
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Now, will you tell us what that incident is that 1s referred to in this 
series of three letters? 
(The three letters above referred to in their entirety are as follows: ) 


REYNOLDS GMC Co., 
Akron, Ohio, May 14, 1958. 
GMC TruUCK AND COACH DIVISION, GENERAL Morors Corp., 
Pontiac, Afich. 
GENTLEMEN: Pursuant to your request, we are hereby confirming the following 
parts orders. These are firm orders and are not subject to cancellation. 


Quantity Part No. Part name 


Our order No. 997-B__..--.-..----- 2222-202 { vi Mae Sans l. 
Ship 20—June 1, 1953; 


Ship 20—July 1, 1953. 


Ourorder NO. 908-Be 2c .ccaceve ccteccSuussccamevncedunudeece 17 5186035 | Engine. 
Ship—June 1, 1983. 

Our order No. 1007-B__.-. 2-0 ee eee nee 14 5186935 Do. 
Ship—July 1, 1953. 

Our order No. 1008-B..- 2-2. eee eee ee eee eee ee eee 13 5186935 Do. 


Ship—Aug. 1, 1953. 


Notre.—P lease ship by Norwalk Truck Lines. 
Very truly yours, 
(Signed) DovaGias B. CAMPBELL, 
Parts Manager. 





GMC Truck & CoacH DIVISION, 
GENERAL MorTors Corp., 
Pontiac 11, Mich., July 30, 19353. 
Mr. MIKE REYNOLDS, 
Reynolds Truck Sates Co., Akron, Ohio. 


Drag Mr. REYNOLDS: Your purchase orders Nos. 998B, 1007B, and 1008B for 
quantities of 17, 14, and 13, respectively, for part No. 5186935, truck diesel 
engines, have been referred to me. 

GMC Truck & Coach Division carries an inventory of truck diesel engines 
for the production and sale of its heavy duty trucks and for replacement in its 
heavy duty trucks for service purposes. In the normal course only 6.3 per- 
cent, approximately, of our truck diesel engine requirements are sold for service 
purposes and your share of these engines available for service, based on de 
liveries of heavy duty trucks, would normally be one over a period of a year. 

We regret, therefore, that we cannot accept your orders for truck diesel 
engines, which we are returning herewith. 

Yours truly, 
(Signed) Pum J. Monacnan, 
General Manager. 
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REYNOLDS GMC Co., 
Akron 7, Ohio, August 1, 1953. 
THE FLXIBLE Co., 
Loudonville, Ohio. 
(Attention: Mr. Wade Young.) 

GENTLEMEN: Attached are true copies of correspondence that we hold in our 
files. In the interim we have many, many phone calls and sent numerous let- 
ters as to when delivery of these engines would be made. This is the first 
reply of any nature. 

Very truly yours, 
WALTER S. REYNOLDS, President. 

Mr. Butter. Well, this is a General Motors dealer in Akron where 
we placed orders for some 471 GM diesel engines and, after a long time 
trying to get deliveries, we received the letter, a copy of the letter 
that you read. 

Mr. Burns. Why was it that Reynolds sent you this correspondence 
that it had received from GMC Truck and Coach ? 

Mr. Burter. Well, I thought there might be something, I think 
I asked for this correspondence to be sent, and probably Casner, our 
purchasing agent, got it for me, because I couldn’t believe that Gen- 
eral Motors knew that this kind of a thing was going on down in the 
lower echelons, and I thought that if we had our specific case, that 
it wasn’t hearsay or something else, that we might be able to go 
higher up in the organization and maybe get that policy reversed. 

If I recall, this stuff was maybe sent back to somebody in General 
Motors, but nothing ever came of it. We still have to buy them 
through dealers. 

Mr. Burns. I show you a document dated July 30, 1953, a conver- 
sation with Louis Delamarter, Grand Rapids Coach Co., regarding 
471 GMengines. Is that a document from your files? 

Mr. Butier. Yes, sir; I think so. 

Mr. Burns. And whois Mr. Delamarter ? 

Mr. Burier. My understanding is that Mr. Delamarter is a transit- 
bus operator in some town up in Michigan and, in addition to operat- 
ing transit buses, he buys used buses and reconditions them for resale. 
He was a friend of one of our sales managers and we thought perhaps 
through him we could obtain some GM engines which he said he had. 

Mr. Burns. Will you read that memorandun, please? 

Mr. Butier (reading) : 

Mr. Delamarter advised me over the phone today that he does not purchase 
engines either from General Motors Truck and Coach or direct from the Detroit 
Diesel. His source of supply is the Overseas Division of Detroit Diesel. The 
engines that he has in this country actually came from Mexico. 

The reason for the surplus of 471 diesels is that the extreme drought in lower 
‘Texas and Mexico has required the farmers to go deeper for their irrigation 
water and the 471 engine was not satisfactory; they had to go to the 671 dieset. 

Mr. Delamarter says that he already has the Overseas Division’s permission 
to sell these engines to us but that he cannot afford to antagonize the Truck 
and Coach Division, or their central regional sales manager, Mr. Ed. Lewis (x) 
because between Lewis and Crenshaw they assist Delamarter in the sale of 
used equipment. 

Mr. Burns. Who is Crenshaw? 

Mr. Burier. Crenshaw is the sales manager of GM Bus Division. 

Mr. Burns. Go ahead. | 
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Mr. But er (reading) : 


I believe you are familiar with the fact that he purchases used Greyhound 
coaches as well as equipment from other operators and then sells it, not only 
in this country but for export. 

When Delamarter mentioned the fact that he was negotiating a sale to the 
Fixible Co. to Crenshaw, Crenshaw blew up, but after they talked a little bit 
Delamarter asked him why he objected to selling the 471 engines to Fixible 
for use in a 29-passenger bus when his Coach Division did not even build a bus 
competitive to Flxible. Crenshaw told Delamarter that the Flxible Co. was 
into a big deal and that the 471 engine would only be the beginning; it wouldn’t 
be long before we would be purchasing the 671 engine, which, of course, Crenshaw 
would like to avoid. 

Delamarter told Crenshaw, ‘Well. after all, I can always sell them to another 
dealer that I’m acquainted with and he can in turn sell them to Flxible.” Cren- 
shaw said, “You ought to be smarter than to do that.” 

I asked Delamarter about the price of the unit and of course we couldn’t pin- 
point that over the phone without a bill of material. He tells me they have con- 
verted quite a few of these engines for installation in aerocoaches in Mexico, and 
also on his own property. He did tet] me that a complete power unit with radi- 
ator, everything necessary to start to run, including the clutch, sold for $2,800. 
He compared this price to dealers in the States who are selling a comparable in- 
dustrial unit and stated these domestic dealers were getting $4,600 for the same 
equipment. 

The engines that Delamarter has come equipped with a No. 5192246 flywheel 
housing, and the flywheel is equipped for a 14-inch clutch similar to the regular 
truck installation. I could not remember the SAB identification of our housing. 
but Delamarter is going to bring prices with him to the Los Angeles meeting and 
I am going to bring our bill of material so that we can compare and arrive at 
some price. 

To facilitate douhlechecking back here, the engines in the industrial form are 
known as the 4031C stationary engine, or induStrial engine. 

Delamarter says that these engines are the C engine as indicated by the above 
number. 


Mr. Burns. Why did you want to get these GM diesels? 

Mr. Butter. Well, we have sold a number of GM diesel-powered 
coaches to certain operators who have a lot of diesel equipment, the 
471 diese] having the same pistons and a lot of parts in it that the 671 
has. We sold, for instance, perhaps, some of these diesels when we 
finally got them to Greyhound. They prefer, of course, the GM diesel 
in the Greyhound organization. I don’t know whether that is what 
we were after for this particular order or not, but it was for 29-pas- 
senger buses. 

Mr. Burns. Were any of your customers able to buy any diesels, 
GM diesels, for replacement purposes ? 

Mr. Burier. Yes, sir; they did frequently. 

Mr. Burns. Will you explain why it is that the customers were able 
to buy GM diesels for replacement purposes and you had difficulty 
buying for original-equipment purposes ? 

Mr. Butter. I presume GM, after the bus is sold and the customer 
has it, they might as well sell him an engine, but if they sell it to us 
in the first place, we might be competition on a deal. 

Mr. Burns. Have your customers had any difficulty in buying the 
GM diesel for replacement ? 

Mr. Butter. No; not that I know of. 

Senator O’Manoney. Mr. Butler, I wanted.to ask you 1 or 2 more 
questions. I wanted to be certain of my understanding of the state- 
ment that you made in response to one of Mr. Burns’ questions when 
he submitted to you these copies of letters from the Reynolds GMC 
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Co., 463 Locust Street, Akron 7, Ohio, signed by Douglas B. Camp- 
bell, Phihp J. Monaghan, and Walter S. Reynolds. 

The first of these letters dated May 14, 1953, was an order from 
Reynolds Truck, a firm order for certain parts; the second was a let- 
ter signed by Mr. Monaghan, general manager of GMC Truck and 
Coach Division at 660 South Boulevard, East Pontiac 11, Mich., stat- 
ing that the order for truck diesel engines could not be accepted. This 
was a denial of the firm order originally given; and the third letter, 
dated August 1, 1953, was a letter from Mr. Reynolds, directed to the 
F lxible Co. for the attention of Mr. Wade Young. This was the cov- 
ering letter which apparently transmitted the other two to which I 
have referred. He says in this letter: 

Attached are true copies of correspondence that we hold in our files. In the 
interim we have made many phone culls and seut numerous letters as to when 
delivery of these engines would be made. This is the first reply of any nature. 

Now you made an explanation of the last letter which I understood 
to mean that in your opinion Mr. Reynolds was in effect saying that 
the pEper brass had canceled this order. Do I understand you cor- 
rectly ¢ 

Mr. But.er. I think this letter probably did not come with these 
two. This letter would be in our file because this is addressed to the 
FIxible Co. Well, he must have sent these both then. 

Senator O’Manoney. And what was the conclusion that you ex- 
pressed to Mr. Burns? 

Mr. Butter. When you asked me why we had these letters? 

Senator O’Manoney. Yes. 

Mr. Buruer. I think that I asked our purchasing department, Cas- 
ner or one of them, asked this man Reynolds to give us copies of the 
thing so that I would have something specific, it wouldn’t be just 
hearsay that we would try to get them and he turned us down, and 
this man Reynolds, as I recall, was rather provoked by the situation 
and he wanted to sell these. 

After all, this is a big chunk of business for a little dealer, 14 or 17 
engines at $3,000 apiece, and the thought he had some nice business, 
so he was very unhappy at having the order turned down, and there- 
fore didn’t mind giving us a copy of the actual correspondence. 

Senator O’Manoney. It was illustrating, was it not, the practice 
which you have previously described of orders for GM products hav- 
ing been aoeeated by the lower echelons which later on were overruled 
by the upper echelons ? 

Mr. Butirer. Frankly, if I hadn’t seen this letter here, I wouldn’t 
believe that they did this. If somebody had told me the general man- 
ager of GM took the trouble to write and turn down an order for some 
single dealer, I would have had to have proof that he did it. 

Senator O’Mauoney. I was remembering a sentence in the memo- 
randum from Mr. Casner to you. This went into the record together 
with the three letters covering a certain order that. you were placing 
with the Great Lakes Diesel regarding orders for General Motors en- 
aines, and Mr. Casner was explaining to you that he had bad news 
by telephone from Dick Cook and then this quotes the conversation, 
what Dick Cook had said, it contains this sentence: 


I just received a telephone call— 
this is Mr. Cook speaking— 
from the Detroit office. 
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Again, I say this is Mr. Dick Cook speaking, Dick Cook of the Great 
Lakes Diesel Engine Co.: 

I just received a telephone call from the Detroit office stating that orders had 
come down direct from Mr. Wilson who had a meeting with other officials in 
Chicago that we were not to deliver any engines to the Flxible Co. as they 
are competitors of ours. 

Now I assume that there are many Wilsons in the General Motors 
Co., but when this conversation by Mr. Cook says the orders had come 
down direct from Mr. Wilson, I am inclined to believe that only one 
Mr. Wilson was in the mind of Mr. Cook when he talked to your Mr. 
Casner, namely, the present Secretary of Defense. 

Have you anything else? 

Mr. Burns. That is all today. 

Senator O’Manoney. The committee will stand in recess, after 
thanking Mr. Butler for his testimony, until tomorrow morning at 10 
o'clock. 

(Whereupon at 2: 10 p. m., the subcommittee adjourned to reconvene 
Thursday, November 17, 1955, at 10 a. m.) 
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THURSDAY, NOVEMBER 17, 1955 


Un itep States SENATE, 
SUBCOMMITTEF ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:15 a. m., in room 
424, Senate Office Building, Senator Joseph C. O'Mahoney presiding. 

Present: Senator O’Mahoney (presiding). , 

Also present: Joseph W. Burns, chief counsel, Malcolm Mecartney, 
assistant counsel, Jesse J. Friedman, economic consultant. 

Senator O’Manoney. Mr. Burns, are you ready to proceed ? 

Mr. Burns. Yes, Senator. 

In October 1953, General Motors acquired the Euclid Road Ma- 
chinery Co., of Cleveland, Ohio. This company specializes in the 
manufacture of heavy-duty, earth-moving, off-highway equipment. 
Its products include extra-heavy-duty motor vehicles (ranging in 
weight from 20 to 50 tons), self-loading motorized scrapers, and load- 
ers. In addition, it makes aircraft tractors designed to tow large 
bombers. Its products are used in mining operations, construction of 
dams, highways, airports, et cetera. Prior to the merger, Euclid was 
the leading company in the field of off-the-highway heavy-duty motor 
vehicles, its principal product. Its annual sales were approximately 
$50 million. 

Prior to the acquisition, Euclid purchased engines for its products 
from both General Motors and the Cummins Engine Co., Inc., of 
Columbus, Ind. Cummins is the largest independent manufacturer 
of diesel engines in the United States. Euclid was its largest single 
customer. Since the acquisition by General Motors, Euclid’s pur- 
chases from Cummins have dropped about 75 percent. 

This acquisition has the characteristics of both conglomerate and 
vertical integration by merger. By this transaction General Motors 
purchased one of the principal customers in the field, and as a result 
was in a position to preempt—and in a very large measure already 
has preempted—the market represented by this customer. At the 
same time it illustrates the extension of General Motors’ activities into 
a new field. It is in this area of conglomerate and vertical mergers 
that the statute—section 7 of the Clayton Act—does not provide clear 
guides for either business or enforcement officials. Whether this 
merger violates section 7 is not free from doubt. A study of this 
acquisition may provide useful factual information for consideration 
of this particular phase of the problem. 

The frst witness we will ails Charles Raymond Boll, vice presi- 
dent, sales, Cummins Engine Co. 
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Senator O’Manonry. Mr. Burns, your statement takes us back to 
the facts which have already been developed in this hearing with 
respect to the manner in which General Motors has become the greatest 
manufacturing company in the world. 

As I recall it, its expansion into the field of manufacturing diesel 
engines was begun by the acquisition of a small company, am I right! 

Mr. Burns. The Winton Co. and the Electro-Motive Co. 

Senator O’Mauoney. And thereby it proceeded by the use of the 
talent which it had and the money which it had to create the greatest 
of all of the diesel manufacturing, locomotive manufacturing com- 
panies, which is a division now. 

Then the next step was expansion into the field of making transit 
buses. Here the same pattern was followed, was it not? 

Mr. Burns. Yes; also intercity buses, both types. 

Senator O’Manoney. By transit, I meant both. And there again 
the expansion began by purchase of an interest in the customer who 
would buy the product; did it not? 

Mr. Burns. Yes, I believe that is so—the purchase of engines for 
the use in buses and trucks of the Yellow Coach. 

Senator O’Mauoney. And now you are proceeding to produce evi- 
dence to indicate that there is another expansion in the making into 
the field of the manufacture of heavy duty 

Mr. Burns. It is referred to as earth-moving machinery. 

Senator O’Mauoney. Earth-moving machinery; yes. I notice in 

our statement “off-the-highway heavy-duty motor vehicles.” This 
is earth-moving machinery in which General Motors have never before 
been engaged ? 

Mr. Burns. That’s correct. 

Senator O’Manoney. Now General Motors has acquired what was 
the leading company in the manufacture of this heavy-duty earth- 
moving machinery. 

Mr. Burns. In one phase of it, this company was the leading com- 
pany in the manufacture of the heavy-duty motor vehicles, the dump 
trucks that they used, and General Motors was not in that field at all. 

There are, of course, many other types of equipment which are used 
in off-the-highway construction which Euclid was not making at the 
time. 

Senator O’Manonry. It must be apparent from these revelations, 
these factual revelations, that the merger movement in this country 
is producing a centralization of our economic system over which the 
peowe of the United States as a whole have no effective control, except 

y the method which has heretofore been attempted of creating a 
multitude of boards and commissions. But these latter often become 
vague and uncertain in their actions as administrations change and 
as appropriations by Congress change. As a result, the people, and 
particularly the business interests of small companies which are taken 
over, are at a loss to know what the rule of economic behavior is, or 
what is good and what is bad. 

Mr. Burns. I think this particular transaction may well illustrate 
for the benefit of the subcommitte the need for more definite proce- 
dures for passing in advance on the desirability of the mergers, at 
least at certain levels, where a large part of important industries is 
affected. 
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Senator O’Manonery. Well, there will be much discussion about 
what the proper remedy is before we reach that stopping place in our 
hearing. 

What we have developed, and I think this cannot be doubted, is that 
economic concentration is proceeding at a pace which must alarm 
everybody who believes in local contro] over business and the preserva- 
tion of real opportunity for free enterprise, because enterprise cannot 
be free if the consistent growth and expansion of a few large units 
1S aa arate to continue. 

all your witness. 
Mr. Burns. Mr. Boll. 
Mr. Boll, what is your position with the Cummins Engine Co., Inc. ? 


STATEMENT OF CHARLES RAYMOND BOLL, JR., VICE PRESIDENT 
(SALES), CUMMINS ENGINE CO. 


Mr. Bott. Mr. Burns, I am vice president of sales of the Cummins 
Engine Co. 

Mr. Burns. Where is the Cummins Engine Co. located ? 

Mr. Bouu. It is located in Columbus, Ind. It is about 40 miles south 
of Indianapolis. 

. Burns. Now, would you tell us a little about the company’s 
background, when it was founded and what type of products it 
manufactures ? 

Mr. Bott. Cummins Engine Co. was founded in 1919. Various 
models of heavy-duty diese] engines of a relatively slow rotative speed 
were manufactured during the period of 1918 to 1932. 

In 1932 the first of a line of high-speed lightweight diesel engines 
was produced commercially. These engines rapidly gained acceptance 
throughout the world and many types of applications, and they were 
among the first diesel engines ante e fora ications in mobile equip- 
ment, such as over-the-highway trucks and uses, Shovels and cranes, 
off-highway haulage equipment for construction, earth moving, and 
mining. 

Mr. Burns. When did you first develop the type of high-speed 
engines that were used in trucks and buses? 

r. Botu. The first units were sold commercially in 1982. 

Mr. Burns. And how large a company is your company in this field 
of diese] engines? 

Mr. Botu. In 1954, our gross sales were $59,200,000, approximately. 

Mr. Burns. What type of equipment uses the engines which your 
my er makes ? 

. Botz. These high-speed diese] engines are used for applications 
in over-the-highway trucks, buses, construction equipment, mining 
equipment, in logging equipment, ships, genera] power units such as 
sawmills, and so forth, generator sets—that type of general applica- 
tion. Our plant is located in a city of about 20,000 people, and we 
empiey 3,000. 

r. Burns. Would you, in order that we may understand the nature 

of the industry in which you operate, give us the names of the com- 

anies with which you are in competition in the manufacture of these 
iesel engines, and their location ? 
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Mr. Botx. The principal competitors of the Cummins Engine Co. 
in the diesel engine line are Caterpillar Tractor Co., the General 
Motors Corp. 

Mr. Burns. Where is the Caterpillar Tractor Co. located ? 

Mr. Boru. Peoria, Ill. General Motors Corp., Detroit—Diesel Divi- 
sion in Detroit; Waukesha Motors Co., of Waukesha, Wis.; Hercules 
Motors in Canton, Ohio; Buda Engine Division of Allis-Chalmers, 
and in certain of their products in certain lines of engines, Interna- 
tional Harvester of Chicago, Ill.; and the Mack Truck Co., New 
York City. 

Senator O’Mauoney. Allis-Chalmers Buda Engine Division is in 
Harvey, Ll. ? 

Mr. Bou. Yes, sir. 

Mr. Burns. Can you tell us approximately the position of your 
company in this field of diesel engines in relationship to these com- 
petitors? Do you have any figures or any information as to where 
you stand in the industry ? 

Mr. Boru. It is rather difficult to say. It depends a lot on the par- 
ticular industry involved. 

For example, in the highway trucking industry, according to the 
best figures that we have available, registration figures during the 
first half of the year, we register at about half of the diesel engines 
that were sold in that field. No such figures, however, are available 
for the other fields in which we sell. 

Senator O’Mauoney. I might ask a question this way. Can you 
give us the relative strength of these companies on the basis of their 
capital stock or assets? How do they rank? 

Mr. Bou. No, sir, I am afraid I can’t, because take International, 
for example. They have many assets that are for entirely other pur- 
poses than producing diesel engines. I would have no way of taking 
that portion out of the total. 

Senator O’Manoney. I don’t want you to segregate the particular 
divisions. Allis-Chalmers has other divisions, too. How large is 
the Caterpillar Tractor Co., for example? How is it rated? Is ita 
$500,000 company ? 

Mr. Bott. I don’t know. I can’t answer that. I do know that they 
are one of the top folks in their industry. 

Senator O’Manoney. Well, these are not small babies. 

Mr. Botu. No, sir; none of them. 

Senator O’Manoney. They are all big companies. 

Mr. Bou. Yes, sir. 

Senator O’Manoney. Mr. Burns, I think it would be well to supply 
that information from Moody’s or Standard and Poor’s. 

Mr. Burns. Now, this 50 percent of it, did you say, over the high- 
way 

Mr. Botu. Yes. 

Mr. Burns. Does that include all of the companies, General Motors, 
International Harvester, Mack Truck, registration of trucks having 
your diesel engines, amounting to about 50 percent of the total? 

Mr. Bou. Yes. 

Mr. Burns. And which of these companies are independent engine 
companies, not part of a very large corporation manufacturing other 
products? 
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Mr. Bout. Well, there are two. One of them is Waukesha and the 
-other 1s Hercules. 

Mr. Burns. And what is your position in the industry with respect 
to those independent companies? 

Mr. Bow. Our gross sales are higher than either of those. 

Mr. Burns. Does your company make any products other than 
diesel engines? 

Mr. Bou. No, sir; we manufacture only diesel engines. We do not 
build either gasoline engines or the end item in which the engine is 
used. 

Mr. Burns. Huns your company’s sales been increasing or decreas- 
ing, take since the war as an example? 

Mr. Boru. Our annual gross sales have increased—I happen to have 
a figure here for 1950 which was about $42,800,000 gross sales for the 
year 1950, to 1954, which was $59,184,000. I do not have a figure 
for 1946. 

Mr. Burns. In your particular field, diesel engines, you have been 
able to compete successfully with these larger corporations which 
have diesel divisions? 

Mr. Boru. Yes. 

Mr. Burns. Among your customers, have you sold to the Euclid 
Road Machinery Co., Ine. ? 

Mr. Bou. Yes, sir. 

Mr. Burns. Can you tell us when you first began to sell to them ? 

Mr. Botu. The best records that we have at our plant, we sold the 
first engines to Euclid Road Machinery Co. in 1936 in any kind of 
volume. There may have been 1 or 2 prior to that time, but basically 
it was 1936, and we are continuing to sell them today. 

Mr. Burns. What type of products did Euclid make? , 

Mr. Bou. Well, in general they manufacture heavy off-highway 
haulage equipment for mining and construction. It is basically 
earth-moving equipment, specializing in so-called end dump trucks 
which are heavy dump trucks, rubber-tired. also manufacturing some 
units known as loaders which are elevating loaders to load equipment, 
similar to the haulage equipment they build, and in more recent years 
scrapers, crawler tractors. 

Mr. Burns. We have been advised that as of October 1, 1953, 
Euclid was acquired by the General Motors Corp. I would like to 
ask you some questions with respect to the period prior to that date. 

Can you tell us, do you have any knowledge, as to whether Euclid 
was making these three different types of equipment throughout this 
period since 1936, when you have been selling engines to them, 
or did they develop different products as they went along? 

Mr. Bouu. Well, I am sure theirs was a process of continuing de- 
velopment, and I cannot state exactly what they were building in 1936. 
I know that one of their important products was the so-called end 
dump trucks and that type of equipment. — 

Mr. Burns. Do you know how long they were making these loaders 
or scrapers ? | 

Mr. Box. No, sir, not exactly. The scrapers, one model, has been 
built for quite a number of years. Several other new model scrapers 
have been brought out within the last 3 or 4 years, I would say, maybe 
2 years. 
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Mr. Burns. I would like you to tell us, if you can, the names of 
the companies with whom you competed in the sale of the products 
which it was manufacturing. Can you give us the names of some of 
those companies and their location ? 

Mr. Bouti. Well, actually I am sure that Euclid is much better quali- 
fied to give you those names than I am, Mr. Burns. I can outline some 
of the folks who we sell engines to who are in a similar type of business 
and, of course, are undoubtedly competitors of Euclid. 

Mr. Burns. Well, would you list those? 

Mr. Boutu. Those are the Dart Truck Co., Kansas City, Mo. 

Mr. Burns. What kind of products do they make which are com- 
petitive ? 

Mr. Botx. Dump trucks. 

Mr. Burns. They makethe dump trucks. All right. 

Mr. Botyv. Mack Truck Co., Allentown, Pa., dump trucks; Le- 
Tourneau-Westinghouse Co., Peoria, scrapers; Caterpillar Tractor 
Co., Peoria, scrapers; International Harvester Co., scrapers; Ken- 
worth Motor Truck Co., dump trucks; M-S-R Co. of Flora, Miss., they 
build a power unit for scraper use; White Motor Co., their autocar 
division builds end dump trucks; the Eimco Corp., Salt Lake City. 
builds a very small crawler tractor at the moment; the Wagner Tractor 
Co., out at Portland, Oreg., build a line of rubber-tired tractors. Wool- 
ridge Manufacturing Co., at Sunnydale, Calif., are a manufacturer of 
scrapers, and to a small degree, Peterbile Motors Co., at Oakland. 
build some dump trucks used in construction work; Oshkosh Motor 
Truck of Oshkosh, which builds dump trucks. 

Mr. Burns. Does your company sell engines to all these companies 
you have just named ? 

Mr. Botx. With the exception of Caterpillar; yes. 

Mr. Burns. Do any of these other companies also make engines 
themselves? 

Mr. Bou. Yes. 

Mr. Burns. Which ones make engines, and are they diesels or 
other types? 

Mr. Botu. The LeTourneau- Westinghouse Co. has a division that 
manufactures gasoline engines, but they are not in horsepower sizes 
for their equipment. Caterpillar, of course, manufactures their own 
engines. International Harvester Co. manufacture their own engines 
for certain types of equipment, but they do not manufacture higher- 
speed engines for this mobile type of equipment. White Motor Co. 
manufacture their own gasoline engines, do not manufacture diesel 
engines. 

Mr. Burns. Have you any information as to the position of Euclid 
in the industry as far as these dump trucks are concerned? Is it one 
of the larger companies in that field ? 

Mr. Botu. There is no factual information along that line, but they 
are generally regarded as one of the top people in the field. 

Mr. Burns. And what type of engines have you sold to Euclid: prior 
to October 1953? 

Mr. Botz. You mean horsepower range? 

Mr. Burns. Well, was there any different type you sold to them for 
different kinds of equipment? 
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Mr. Boitz. No. They used our standard line of engines. We sold 
engines ranging from 150 horsepower up to 300 horsepower, and in 
a few cases some 400-horsepower units. 

Mr. Burns. Were those used in all of the different types of equip- — 
ment which they made at that time? 

Mr. Bot. Pretty generaly; yes. 

Mr. Burns. I mean they used your engines for the trucks and the 
loaders, the scrapers, the tractors? 

Mr. Botxi. Yes; what they call a four-wheel scraper. 

Mr. Burns. Will you tell us what the practice was in the sale by 
Euclid of its equipment to customers prior to 1953 insofar as the 
equipment of the engine that was used ? 

Mr. Boutu. Mr. Burns, I would prefer that you get that information 
from the Euclid folks. 

Mr. Burns. What I meant is this: I understand that in this type of 
very heavy equipment, that the customer frequently designates the 
engine that he wants put into it, that it is not like buying an auto- 
mobile complete with the engine, that in this type of equipment it is 
customary for the customer to designate the engine which he wants 
to be put into the equipment he is buying, that is what I am interested 
in knowing. That is the practice. 

Mr. Bou. That’s right. 

Mr. Burns. Was that the practice as far as sales by Euclid was 
concerned ! 

' Mr. Bow. To the best of my knowledge, that is correct; yes. 

Mr. Burns. Was it a general practice for the customer to do that, 
or was it only on special occasions that the customer would designate 
the type of engine? 

Mr. Boru. I would say it was probably a general practice. 

Mr. Burns. Do you know whether that is the practice in the trade 
generally, with other companies that make this type of equipment 
for the customer, to designate the engine he wanted ? 

Mr. Bou. It varies with some of the manufacturers. In general, 
most of these folks we have talked about, that is true. In the case of 
Caterpillar, for example, they furnish only their engine. 

Mr. Burns. But in the case of some of these other companies that 
you mentioned, these large companies, they would sell the equipment 
and install whatever engine the customer asked for ? 

Mr. Boru. That’s correct. 

Mr. Burns. In your sales effort, did you approach only the manu- 
facturers of the equipment, or did you also endeavor to sell your 
Pees at least through advertising to the purchasers of the equip- 
men 

_Mr. Bouu. Well, it is pretty general in this industry that the sales 
effort and advertising be pointed toward both. In other words, cer- 
tainly in our case, an attempt was made to sell our product to the 
ultimate purchaser, as well as the manufacturer who uses it in the 
equipment that he builds. 

Mr. Burns. And what types of purchasers buy this sort of equip- 
ment; construction companies ? 

Mr. Botx. Yes; contractors, mining companies. 
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Mr. Burns. And do those purchasers usually have fairly compe- 
tent information as to the qualifications of the different products that 
they are buying? 

Mr. Botu. Oh, I think so; yes, sir; they have pretty adequate engi- 
neering staffs. | 

Mr. Burns. And the equipment is purchased to do a particular job 
which the contracting company or the mining company has to accom- 
plish? 

Mr. Bouu. Yes. 

Mr. Burns. So that the purchasers know a much what kind 
of power they need to do the job, or they will find that out before they 
purchase the equipment ? 

Mr. Bout. Yes. 

Mr. Burns. Do you know whether Euclid equipped its products 
whee engines other than the Cummins engines? This is prior to Octo- 

er 1953. 

Mr. Bout. Do I know whether they did equip them ! 

Mr. Burns. Yes. 

Mr. Bout. Yes; they did. They had available General Motors en- 
gines prior to 1953, and also sold to a lesser degree one other make of 
diesel engine. 

Mr. Burns. Is there any problem in fitting your engine, as com- 
pared to any other engine, into the equipment which Euclid made 
prior to October 1953? | 

Mr. Bou. To the best of my knowledge, it was nothing other than 
normal engineering and application problems that you might have, 
as long as the horsepower requirements were within the horsepower 
range of our engines, generally. 

Mr. Burns. So if the customer decided to purchase Euclid equip- 
ment, being satisfied that that was the type of equipment, he was then 
free to choose your engine or a General Motors engine, and that could 
be installed without any difficulty ? | | 

Mr. Botu. In general. 

There was one model, as I recall, that had too low a horsepower 
requirement for anything that we had. 

Mr. Burns. After Euclid was acquired by General Motors, were 
there any changes in design of the equipment which Euclid made? 

Mr. Boru. That is a difficult question to answer, because there are 
continual design changes in any sort of an industry such as theirs or 
ours, that are in process. ‘There were several new models brought out. 
Does that answer your question ? | 

Mr. Burns. In any of the new models that thev brought out, were 
the designs such that only the General Motors diesel could be used 
without changes necessary, to accommodate any other type of engine? 

Mr. Bor. To the best of my knowledge, the new designs were de- 
signed around the General Motors engine. There has been a change 
in one model just recently, where they are working to install our 
engine in that particular machine. 

Mr. Burns. What type of products did they come out with, after 
the acquisitions, which were designed around the GM engine? 

Mr. Bott. Mr. Burns, I would prefer you ask them that question. 
I am afraid that I don’t have all the facts at hand on that one, the 
models and products, and so forth. There have been quite a number 
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of new products that they brought out in the crawler-tractor lines 
and additional scrapers. 

Mr. Burns. I didn’t intend to ask for any of the details. I am 
interested in any problems which have been created in the sale of your 
engines to people who purchase Euclid equipment, when the equip- 
ment has been designed primarily for use with a GM diesel. 

If someone who “previously had been using Cummins engines and 
Euclid equipment wished to purchase one of these newly “desiened 
models, ould d he have any problem in having your engine installed 2 

Mr. Bout. These new models that are designed around the General 
Motors engines, he would, of course, have a problem. It could be, 
that for a quantity purchase, our engine would be installed. 

Mr. Burns. What would it take to make, to adapt the equipment 
so that it could use the Cummins engine? 

Mr. Boui. Pretty much a redesign of the engine and sell portion of 
the unit. 

Mr. Burns. Would it be fair to say that with respect to these newly 
designed pieces of equipment, the customer who wanted delivery at 
the price placed on it, the price tag on it, would be better off to take 
the equipment with the GM diesel rather than have a changeover to 
accommodate the Cummins diesel ? 

Mr. Bouxy. State that again. Would he be better off—— 

Mr. Burns. Would you read it, please, Mr. Reporter. 

(The question was read.) 

Mr. Burns. By “better off” I mean financially. Would it be cheap- 
er for him to take the equipment the way it had been built rather than 
have it adapted to include the Cummins diesel ¢ 

‘Mr. Boi. That would depend upon the price placed on that piece 
of equipment by the manufacturer, in this case, Euclid, and I do not 
know what that price would be. 

Mr. Burns. Is any of this equipment purchased at the time when 
speedy delivery is desirable for the purchaser ? 

Mr. Botu. Yes; I would say that the contractor who, quite often— 
several men bidding on the same job—cannot know whether he is 

going to A the job or not until the bid is placed; then he quite often 

has need for a fast deliver y. 

Mr. Burns. If a contractor needed fast. delivery and picked some of 
this Euclid equipment designed for the GM diesel, would he be delayed 

in getting delivery if he had asked to have that modified to use the 
Cummins engine? 

Mr. Bout. I would think so; yes. 

Mr. Burns. So that in those instances he might be required to take 
the equipment as it was rather than wait for the changes for the in- 
stallation of the Cummins engine. 

Do you know to what extent Euclid builds and stocks this type of 
equipment so as to have it ready for delivery when an order comes? 

Mr. Botu. No, sir; I really do not know. I have no real way of 
knowing what equipment they do handle and have in inventory, fin- 
ished equipment. 

Mr. Burns. Do vou know to what extent they stock Cummins en- 
gines to have them available for speedy delivery ? 

Mr. Bout. They do stock Cummins engines at their plant in Cleve- 
Jand, Ohio. 


Mr. Burns. Do they have more than one . plant? ? 
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Mr. Bou. No; not to the best of my knowledge. 

Mr. Burns. at is the practice for the distribution of this type 
of equipment by Euclid? Is it sold direct to customers or is it sold 
through dealers? 

Mr. Bott. It is sold through dealers. | 

Mr. Burns. Did Euclid have its own dealers before October 1953? 

Mr. Boutu. Yes, sir; they did. 

Mr. Burns. Is it customary for dealers to keep any of this equip- 
ment on hand or was it the custom to order it after a customer had 
placed an order? 

Mr. Botx. I cannot answer that; I really do not know. 

Mr. Burns. You are not familiar with that phase of it? 

Mr. Boux. No. 

Mr. Burns. Do you sell your engines through distributors as well 
as directly to these companies that manufacture equipment ? 

Mr. Bou. Yes, sir. 

Mr. Burns. And in this particular field, are those engines used for 
replacement purposes in this heavy equipment ? 

Mr. Boru. Yes; they are. 

Mr. Burns. Is there any system for servicing your engines in 
places where large quantities of the equipment are used ? 

Mr. Bout. Yes, sir. We maintain our own distributors and dealer 
sales and service organization throughout the country. We do have 
service facilities available. 

Mr. Burns. There is one point I want to make sure that we have 
inthe record. On this equipment which has been recently designed for 
the use of the GM diesel, is that completely new, are those completely 
new products or were they designs of products, redesigns of prod- 
ucts, which had previously been made by Euclid ? 

Mr. Box. Both, to the best of my knowledge. 

Mr. Burns. And would the installation of the Cummins diesel add 
to the cost of that particular piece of equipment? I am talking about 
the equipment which was designed for the GM diesel. 

Mr. Bout. I think I can best answer that by saying that it is our 
opinion that the engine prices are competitive. What charges might 
be put on for special engineering or that sort of thing, of course, is 
up to the manufacturer, the one who prices the equipment. 

Mr. Burns. Well, now, these other customers whom you have listed 
making this heavy type of equipment, are their products designed so 
that they can take either Cummins or GM engines or any other make? 
Are they designed so that they can? The customer is free to select 
the engine he wishes to be installed ? 

Mr. Borx. In general, that is correct. There are probably two cases 
where that might not be possible. 

Mr. Burns. Now, has Euclid produced any entirely new products 
since the acquisition which it did not produce before the acquisition! 

Mr. Botx. Yes; they have. 

Mr. Burns. Will you tell us what kind of equipment they have 
produced ? 

Mr. Boru. It is rather difficult for me to know the timetables and 
so forth, and most of what information we have is from the printed 
literature and that sort of thing. But they have produced or are 
introducing their crawler-tractor line, and a line of so-called overhung 
engine scrapers. 
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Senator O’Manonry. Were there crawler tractors before ? 

Mr. Bouu. Pardon? 

Senator O’Manonry. Were crawler tractors manufactured before? 

Mr. Bouu. By Euclid? 

Senator O’Manoney. By other companies? 

Mr. Box. Yes, sir; by other companies; yes, sir. 

Senator O’Manonry. It is a common implement in the trade? 

Mr. Botu. Yes, sir. | 

Senator O’Manoney. And the other product, what was that? 

Mr. Bout. An overhung engine scraper, so-called. 

Senator O’Manonry. Such scrapers are not new; are they ? 

Mr. Bou. No, sir. 

Senator O’Manonry. So that since the acquisition by General 
Motors of Euclid, it has gone into the production of two new imple- 
ments ! 

Mr. Bott. Either that or they are planning to go into the produc- 
tion. I do not know whether thes are in production now on both of 
those equipments or not, full production yet. 

Senator O’Manonry. Then, let us say what you do know, they have 
gone into the planning of these two? 

Mr. Bot. Ves: that is right. 

Senator O’Manoney. All right. 

Mr. Borns. Do you make engines which are suitable for use in 
those types of equipment which you Just mentioned ? 

Mr. Bou. Yes, sir; we build engines in the same horsepower range. 

Mr. Burns. Do you know whether the sales price of Euclid equip- 
ae Sa been changed since it became part of the General Motors 

orp. 

Mr. Botz. It is my understanding that prices have been increased. 

Mr. Burns. Has the price of your Cummins diesel engine increased ? 

Mr. Bot. No, sir. | 

Mr. Burns. Have they gone down ? 

Mr. Bouu. As a matter of fact, on August 15 we did make a reduc- 
tion in the price of our engines. 

Mr. Burns. At my request did you bring with you statistics showing 
the total unit sales to Euclid from 1950 to the end of October 1955, 
and the dollar sales figure during the same period ? 

Mr. Botu. Yes, sir; I did. 

Mr. Burns. Will you tell us for each of these periods the unit, total 
unit, sales annually to Euclid ? 

Mr. Bouu. This is the information that you requested. Unit sales 
for 1950, according to our records, are or were 1,046; for 1951, 1,283; 
for 1952, 1,460; for 1953, 1,285; for 1954, 677; and for 1955 through 
October, 331. 

Mr. Burns. Will you give us the total dollar value of those sales for 
the same periods. 

Mr. Boz. The dollar value of sales to Euclid or Euclid division of 
General Motors of Cummins engines was in 1950, $3,125,000—Do 
you want these rounded off ? 

' Mr. Burns. You might as well give the exact figures since you have 
them. 

. Mr. Bouu. For 1950, $3,125,189.97 ; 1951, $3,912,696.65 ; 1952, $4,778,- 
417.17; 1953, $4,529,737.69; 1954, $2,489,842.36; and in 1955 through 
September, $1,054,606.57. | 

67272—56—pt. 6 —33 
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Mr. Burns. Those figures would seem to indicate that in 1954, the 
first full year Euclid was part of General Motors, your sales dropped 
about 50 percent from 1952, and that in this year they have dropped 
again another 50 percent or about, so that they are now about 25 
percent of what they were in 1952; that is approximately the per- 
centage of the drop ? 

Mr. Botu. Yes; that is about the ratio. 

Mr. Burns. The subcommittee is interested in information with re- 
spect to the effect of mergers on competition, and I would like to ask 
you about another merger in this business to ascertain what effect that 
had on your business. 

I refer to the Allis-Chalmers Co. 

We have been advised that the Allis-Chalmers Co. acquired the Buda 
Co. Are you familiar with that situation, that that is the fact, that 
there was an acquisition ¢ 

Mr. Bouu. Yes, sir; that. was in 1953. 

Mr. Burns. What did Buda make? 

Mr. Bott. Buda manufactured diesel and gasoline engines as well 
as a line of some railroad equipment and forklift trucks. 

Mr. Burns. Did you sell your products in competition with Buda? 

Mr. Botu. Yes, sir. 

Mr. Burns. Did you have a customer called LaPlante-Choate ? 

Mr. Bott. Yes, sir. 

Mr. Burns. What did they manufacture ? 

Mr. Bott. They manufactured, so far as the use of our engines was 
concerned, a scraper, the overhung engine type. 

‘ Mr. Burns. Were they also taken, acquired by the Allis-Chalmers 
o. ? 

Mr. Bot. Yes; they were purchased by Allis-Chalmers in, some 
time in late 1952. 

Mr. Burns. Now, prior to the acquisition of LaPlante-Choate, they 
purchased engines from your company ? 

Mr. Bot. Yes, sir. 

Mr. Burns. After they were acquired by Allis-Chalmers, did they 
continue to purchase from your company ? 

Mr. Botx. Only for a matter of a month or so, and after that time 
they replaced our engines entirely with Buda engines manufactured 
by their own division. 

Mr. Burns. So that one of the results of that merger was that. your 
company lost access to the market of the LaPlante-Choate Co.? 

Mr. Bow. We lost that manufacturing account; that is correct. 

Mr. Burns. Now, another subject that this subcommittee has been 
examining into is the bus industry. 

Do you make engines that are used in intercity or city transit buses? 

Mr. Bouu. Yes, sir. 

Mr. Burns. Have there been any customers in the bus industry to 
whom you previously sold and to whom you no longer sel] ? 

Mr. Bott. Yes, two that I recall immediately. One of them was 
the White Motor Co., who manufactured city-type coaches. The 
etd was ACF-Brill, who manufactured over-the-highway-type 
coaches. 

Mr. Burns. Did you supply a substantial part of those companies’ 
requirements of engines? 
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Mr. Bots. Both of those companies used our engines for their diesel 

coaches, : 
_.-Mr. Burns. Did that amount to a substantial quantity of business 
annually ¢ 

Mr. Botu. Yes; it was. 

Mr. Burns. And those companies have stopped making buses, have 
they? ... | 

Mr. Bou. Yes, sir. 

_ Mr. Burns. And so you lost that source of business? 

Mr. Boi. That is right. 

Senator O’Manonry. Any further questions, Mr. Burns? 

Mr. Burns. I do have a couple of questions. 

To what extent has your company been a developer of the diesel for 
use in the type of products that you have made? 

Mr. Bouu. We have certainly been one of the early manufacturers 
of these higher speed lighter weight diesel engines for mobile equip- 
ment. 

We have continually increased the horsepower ratings of these 
engines through supercharging and now through more advanced 
design of exhaust gas turbo chargers, which has brought the horse- 
power ratings up, the size of the unit down. 

'. - Mr. Burns. Now, did you make the diesels for trucks—I will put 
it this way: When did you first start making diesels for use in trucks, 
highway trucks? | 

Mr. Bouu. The first of these units that we manufactured of the high- 
speed line in 1932 commercially were used either in 1932 or 1933 for 
installations in highway trucks. 

Burns. Do you know when General Motors first produced 
diesels for use in trucks? 

Mr. Bout. No; not exactly. The best of my knowledge is it was 
considerably later than that date, however. 

Mr. Burns. Now, with respect to the type of engine you sold to 
Euclid, this heavy-duty motor vehicle, did you do any pioneering or 
development of that type of engine? 

Mr. Bouu. They were similar engines and, to the best of my knowl- 
edge, the first of the diesel engines used by Euclid on a commercial 
basis were our diesel. a ae | 

Mr. Burns. Do you know when Euclid began using GM diesels in 
its rae Spear: 

Mr. Botx. Quantity use by Euclid of General Motors engine was, 
to the best of my knowledge, either at the closing portion of World 
War IT or immediately after the end of the war, 1945-46. 

Mr. Burns. And prior to that time, the various products which 
Euclid developed used principally Cummins engines? 

Mr. Boutu. Yes, sir. 

Mr. Burns. Have you made any recent developments improving 
the performance of these diesels ! 

r. Bott. Of our engines now ? 

Mr. Burns. Yes. 

Mr. Box. Yes, sir; we have. 
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Mr. Burns. Will you just tell us briefly the benefits to be achieved 
from these improvements? 

Mr. Boui. Well, we have brought out and commercially marketed 
2 smaller sized engines in the 150- and 175-horsepower range. 

We have applied a system of exhaust-gas turbo charging which 1s 
relatively new in our industry ; it is not a new idea, but it is new in our 
industry in the type of engines that we manufacture to our line ef 
engines in the 250- and the 800-horsepower range. 

Mr. Burns. What are the benefits which result from these changes 
in the design that you have discussed ? 

Mr. Bort. Well, technically the turbo charger enables you to in- 
crease the horsepower output of the engine, increase the engine rating, 
and to improve the efficiency of the engine since it makes use of energy 
in exhaust gas which you normally throw away, to supercharge the 
engine. 

Mr. Burns. Do you know whether anybody else is making that type 
of diesel engine at the present time? 

Mr. Boutu. Yes, sir; they are. 

Mr. Burns. Do you know which companies are doing that # 

Mr. Bott. Buda Co. has one; Waukesha has some. 

Mr. Burns. All right; that is all. 

Senator O’Manoney. Mr. Boll, I would like to ask you I er 2 
questions. 

Mr. Bou. All right, sir. 

Senator O’Manoney. This business in which you are engaged, is it 
a national or a local business ? 

Mr. Botu. I presume you mean are the products used nationally 
or locally ? | 

Senator O’Manoney. That is right. 

Mr. Boty. Well, those products are certainly used nationally and 
actually worldwide. 

Senator O’Manoney. You ship them all over the Nation? 

Mr. Boutu. Yes, sir. 

Senator O’Manoney. How is the market now as compared with 
what it was immediately after the war? 

Mr. Bouu. The market for our product has increased considerably 
since the end of the war. Los 

Senator O’Manoney. And the market likewise has increased for 
your competitors; has it? 

Mr. Bou. Yes, sir. 

Senator O’Manoney. What is the cause for that increased market! 

Mr. Bout. Well, one has been a general increase in the economy of 
the Nation, more construction equipment, for example, being required. 
There is more potential sale for marine engines, and our various other 
types of applications. 

There are more requirements for highway trucks and, through the 
use of some of our newer products, we have opened up fields which 
were not available to us before because we did not have an engine 
suitable for those particular requirements. 

Senator O’Manoney. Roadbuilding, for example, has expanded; 
has it not? 

Mr. Bott. Yes. 

Senator O’Manoney. Do you make farm machinery ? 

Mr. Bott. No, sir. 
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Senator O’Mayoney. You donot. You cannot give us any measure 
then | 

Mr. Bou. No. 

Senator O’Manoney. Of what has happened to farm machinery? 

Mr. Bott. No. 

Senator O’Manonry. You make mining machinery as well; do you 
not? | 

Mr. Bott. We manufacture nothing but the engines, Senator. 

Senator O’Manoney. Nothing but the engines? 

Mr. Boi. Nothing but the engines. 

Senator O’Mayonry. What would you say are the fields in which 
increased activity demands the use of these heavy engines such as you 
manufacture, roadbuilding, for example, that has increased since the 
end of the war; has it not? 

Mr. Bou. Yes, sir; it has. 

Senator O’Manoney. Yes. 

Mr. Bout. In our particular case, because of the type of engines 
that we make in the markets that we specialized in, it 1s the over-the- 
highway trucking industry and the construction industry and the min- 
ing industry which represents a considerable increase in potential. 
-A]l others have gone up, too, however. 

Senator O’Manoney. During the war your engines were made and 
sold to the Government; were they ? 

Mr. Bou. Yes, sir. 

Senator O’ManHoney. You had a Government market as well? 

Mr. Bou. Yes, sir. 

Senator O'Mainongry. How many States in the Union would you 
say are using Cummins engines? 

Mr. Bott. You mean State governments or just geographical areas? 

Senator O’Manoney. No; geographical areas. 

Mr. Bou. Oh, every State. 

Senator O’Manoney. Every State? 

Mr. Bou. Yes. 

Senator O’Mauoney. There are approximately how many contrac- 
tors with whom you make contact to sell your products? | 

Mr. Bouu. That is kind of a difficult one for me to answer because 
our sales contact is basically handled through our distributor organ- 
ization, so it is difficult for me to give you a number. 

However, I can say this: That I feel that our distributor organiza- 
tion is in contact with all of the major contractors in the country. 

Senator O’Manoney. Now if the Government should undertake a 
broad-scale highway program and the States should undertake new 
programs for the building of toll roads and the like, and if the Inte- 
rior Department should undertake to rebuild the roads and the na- 
tional parks which suffered greatly durmg the war and during the 
Korean conflict, that would mean new business for this particular kind 
of heavy-duty machinery, would it not? 

Mr. Boi. Surely. 

Senator O’Manoney. So that the outlook ahead for this sort of 
business is good or bad? 

Mr. Boru. The outlook at the present moment is good. 
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Senator O’Manoney. And has there been any change of recent 
sheeaa Me the position of any of these companies competitively in the 
market. 

Mr. Bot. I am afraid I don’t understand that question. 

Senator O’Manoney. Well, you gave us at the beginning of your 
testimony a list of the companies with which you were competing. 
Has there been any change among them? Surely you have an idea as 
to which are your biggest competitors and which are not. 

Mr. Boru. Sure. You are speaking of a change in the engine com- 
panies themselves. 

Senator O’Manoney. That’s right. 

Mr. Botu. Their position. 

Senator O’Manoney. That’s right, because that is what you are 
making: engines. : 

Mr. Boti. Yes. Sir, that really should be the subject of a studv 
of some of the gross sales of these companies and so forth, and it is 
very difficult for me to know of some of these companies that build a 
variety of products, but there has been no significant change in my 
opinion in the production, output or position in the market of folks 
such as Caterpillar and General Motors and ourselves. 

As far as diesel engine manufacturers are concerned, we are prob- 
ably in the very top brackets. 

Senator O’Manonry. Well, you are speaking now of the area in 
which you compete ? 

Mr. Bou. Yes. 

Senator O’Manoney. There has been a falling off in the engine sales 
to buses? 

Mr. Bouti. That is right. 

. Senator O’Manonry. Because that industry has fallen off, you are 
not excluding that. Has the change in the activity of your company 
as shown in the paper that. you submitted here, which shows a substan- 
tial decline in sales since August 1953, has that been in your mind an 
indication of a permanent change or is it only a temporary trend ? 

Mr. Bo.tr. You are referring to a change with this one account: 
Euclid? 

Senator O’Manoney. Yes. 

Mr. Boti. I think that that is a permanent change. 

Senator O"Manoney. You think that is a permanent change. You 
sone expect to do as well with Euclid in the future as you did in the 
past ¢ 

Mr. Bouu. No, sir. 

Senator O’Manonrey. But you do expect to compete with the other 
companies? 7 

Mr. Bor. Yes, sir; being in the sales department we are going to do 
everything we can, of course, to sell them all we can. 

Senator O'Manoney. Certainly. Thank you very much. 

The committee will stand in recess for 10 minutes. 

(A short. recess was taken.) 

Senator O’Manonry. Are you ready to proceed, Mr. Burns? 

Mr. Burns. Yes, Senator. The next witness is Raymond Q. Arm- 
ington. Mr. Armington, I understand that you have prepared a 
statement, and you may start to read it, and we will question you as 
we go along. We have certain questions that we want to ask you. 
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Senator O’Manoney. Are there additional copies? 

Mr. Burns. Yes; we have copies. 

You are at present the general manager of the Euclid division of 
General Motors? 


STATEMENT OF RAYMOND Q. ARMINGTON, GENERAL MANAGER, 
EUCLID DIVISION, GENERAL MOTORS CORP., ACCOMPANIED BY 
ROBERT A. NITSCHKE, ATTORNEY 


Mr. ArmMINGTON. Yes, Sir. 

Mr. Burns. And you were formerly president of the Euclid Road 
aoa Co., which was acquired by General Motors in October 
1953 

Mr. ArmIncTon. Yes, sir. 

Mr. Burns. Would you describe for us the type of products used 
in your company ¢ 

. ArMinGTON. Yes. I would like to go ahead with this state- 
ment if I may. 

Mr. Burns. I said you may, but we will stop you to ask questions 
as you go along. 

Mr. ArminctTon. In order to better understand our industry, and 
in particular the place which Euclid has in it, I would hike to review. 
its early history and background and also tell you something about 
its products. | 

The earth-moving equipment industry is a product of modern times. 
Within the memory of most of us here, earth had to be moved with a 
horse-drawn shovel. A man with a horse and scraper on a 1,500-foot 
haul could load and carry approximately 114 cubic yards of earth per 
hour, whereas, today the largest Euclid twin-engine, self-propelled 
scraper and pusher can haul over 250 cubic yards. Thus, 1 man and 
a machine can now do about the same amount of work that it used 
to take over 160 men and 160 horses. Today’s mining operations from 
Labrador to the Tropics, our roadbuilding programs, construction of 
airports and power dams and flood-control projects would not be pos- 
sible without the earth-moving machinery industry which produces 
annually approximately $1 billion worth of machinery. 

Senator O’Manoney. May I interrupt you to confirm your state- 
ment by saying for the record that when I first went West, I found 
it to be the practice in several mining communities for the chamber 
of commerce to take a day or two off each month, and on these days 
the members of the chamber of commerce would get their shovels and 
go out and help the county to build its county roads to the mining 
area. That, of course, isa thing of the long-dead past. 

Mr. ArmincTon. Well, then you really know the background of this 
industry, because that is where it started. 

Senator O’Manonry. Yes; I have lived through it. I have seen it 
grow, and I have seen the effect it has had upon the economy of the 
United States and upon the free enterprise of the individuals of the 
United States. 

Mr. Arminaton. It has been a very exciting and interesting devel- 
opment. 

Senator O’Manoney. I am sure it has. 

Mr. Arminaton. The principal earth-moving machine is a crawler 
tractor. Prior to 1952, Euclid did not make this piece of equipment. 
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It did, however, manufacture huge off-highway rear-dump trucks, 
rubber-tired bottom-dump trucks and self-propelled scrapers, all of 
which are used for the transport haulage of earth, rock, coal, and 
ore. Actually, so large are these trucks that they are classified as 
being in the construction industry rather than as commercial trucks. 

I would like to show you some photographs typical of these ma- 
chines and their use. The first photo that I would like to show you 
is of a rear-dump machine that we make; that is one of the higher 
volume items that we manufacture, principally used for hauling rock, 
iron ore, limestone, things of that nature. 

Senator O'Manoney. In what State was that. taken ? 

Mr. ArmMInctTon. I will have to look at. the back. 

Senator O’Manonety. This apparently was taken at the Bhakra 
Dam in India. 

Mr. ARMINGTON. We have them all over the world, so I wasn’t sure 
just where this was taken. 

er O’Manoney. When was that truck sold to a contractor in 
India ¢ 

Mr. Armincton. I don’t know. It would be within the last few 
years, but I don’t know the exact date. 

Senator O’Manoney. Well, were you selling trucks to contractors 
in India before August 1953 ? 

Mr. Armineton. Oh, yes; yes. We have had a very good export 
volume since 1945. 

oe O’Mauoney. You have been an international operator since 
1945 

Mr. ArminctTon. Yes. sir. 

Senator O’Manonry. That is to say, you have been engaged in inter- 
state and foreign commerce. 

Mr. ARMINGTON. Yes, sir. 

Now the next photo I would like to show you is our bottom dump 
line. These units usually operate in fleets and usually are used to haul 
dirt. I emphasize that to indicate the difference between dirt and 
rock. Dirt is a free flowing material which can pass through the 
bottom of the hauling unit. 

Senator O’Manoney. This is from a dam in Switzerland. I was 
hoping that you would get some of the beauties of mountainous Wyo- 
ming. 

Mr. Armineton. Well, I hope we have one there. I am not sure. 
There are many units that have operated in Wyoming. There have 
been many very interesting projects in Wyoming during that last 
few years, and Enclids have played an important part, I am sure, in 
all of them. 

This is the Euclid loader and this picture was taken on the Penn- 
sylvania Turnpike. This shows the Euclid loader loading dirt into 
Kuclid bottom dumps. The Euclid loader is a high-volume produc- 
tion unit, can Joad as high as a ton of dirt a second. Records of 1,200 
tons an hour average are quite frequent with that machine, excavation. 

The next photo I would like to show you is our 1514-yard scraper. 
That was taken, I believe, near Louisville, Ky., building a plant site. 

Next I would like to show you a picture of our twin-power scraper. 
This picture was taken on the New York Thruway. You will note 
there is an engine on the back driving the rear wheels as well as the 
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engine on the tractor on the front driving the front wheels. That was 
an exclusive development by the Euclid organization back in the late 
1940's. 

Senator O’Manonry. Now you are showing us a series of pictures 
of the equipment manufactured by Euclid. 

. ARMINGTON. Yes, sir. | 

Senator O’Manoney. Which it would be impossible for the com- 
munities which desire to benefit from dams or roads, such as these 
ni were used upon, to have built in their own communities, is 
it not 

Mr. Armincton. I don’t believe I quite follow that, Senator. 

Senator O’Manoney. Well, it woulkl be altogether impossible, 
would it not, for the small towns and counties 

Mr. Armineton. Oh, to build it by themselves. 

Senator O’Manoney. To build it by themselves, that is the big 
change that you are telling us about, 1s it not ? 

Mr. Armineton. I am not sure that is completely true. I think it 
is substantially true, but you take this twin power scraper, it could 
be used on pletely small projects. Now a contractor, it 1s true, 
would have to— 

Senator O’Manoney. But the manufacture of it is a national 
business. 

Mr. Armineron, Qh, definitely, definitely. 

Senator O’Manonry. There is no doubt about that, is there? 

Mr. Armineton. No doubt, but the point I wanted to try to de- 
velop in answer to your question was that this machine 1s a one-man 
dirt mover and that one man could get out with this machine and 
work on a small job. 

Senator O’Manoney. I am delighted that you are telling us this 
and making this exhibit, because it is proving the point which I have 
been trying to preach for 20 years as a Member of the Senate, namely 
that our economics have become a national concern. They are no 
longer a local concern. 

And if they are to be regulated in the public interest at all, they 
have got to be regulated, if we are to have a free Government, by 
the free government of the people of the United States. 

If they are not so regulated in the public interest, then they will 
be regulated by the private groups that succeed in getting control of 
more and more of the economy. I dont’ ask you to answer that. I 
am just making an observation. 

Mr. ArRMINGTON. Well, sir, I am just a manufacturer, and that is 
Just the machine tools for moving dirt that have been used by a smal] 
contractor effectively. 

Senator O’Manoney. That’s right, and I am delighted that you 
have been here this morning. I am going to ask you to leave these 
pictures with the committee as a permanent exhibit. You will do 
that, will you not ? 

Mr. ARMINGTON. Oh, certainly, sir. 

The next picture I would like to show you is a log hauler. This 
is operating in British Columbia, a relatively new development. 

Senator O’Mauoney. What do you mean, the log hauler is a new 
development ? 

Mr. ArminatTon. For the Euclid division, a relatively new develop- 
ment. 
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Senator O’ManHoney. When you say “relatively” what do you mean ? 

Mr. ArMINGTON. Within the last few years. 

Senator O’ManoneEy. Since 1953 or before $ 

Mr. Armincron. We were working on that prior to 1953. We 
were working on it prior to that, but most of the progress has been 
‘made since then. 

Senator O’Manoney. Producing or designing ? 

Mr. Armincron. Attempting to promote in the area, but the 
progress has been made relatively since that date. 

The next photo I would like to show you is a coal hauler. This 
is used in strip mining coalfields, bituminous coalfields, in the Middle 
West. It hauls 50 tons, up in that area. 

Senator O’Mauoney. I have seen bigger ones in Wyoming. 

Mr. ArmMinGcToN. The next photo is an experimental machine that 
was built in the early fifties. It is a rubber-tired bulldozer, 300 horse- 
at We have been experimenting with that now for about 5 years. 

e have not yet produced it in production. 

Senator O’Manonery. There are bulldozers and bulldozers. 

Mr. Armineton. That’s right. The next one is a smaller rubber- 
tired bulldozer. Again it is the same type of development. We have 
been working on it for about 5 years, but have not yet gotten it to the 
point that we can sell it commercially. These pictures that I have 
shown you up to this time are products that were developed prior to 
Euclid’s acquisition by General Motors. I would like to now show 
you some pictures of products that have been developed since that time. 
This is a small 7 Sant scraper on the New Jersey Turnpike. The next 
one I would like to show you is a 12-yard scraper. 

Senator O’Manonry. Is this one of the new products? 

Mr. Armineton. Yes, sir. All of these products now have been 
developed since Euclid was acquired by General Motors. 

Senator O’Manonry. Was that New Jersey scraper one of the new 
products? 

Mr. Armincton. Yes, sir. That one was operating in New Jersey, 
the last one. This one is in Minnesota on a highway project. 

Senator O’Manonry. This is a 12-foot scraper ? 

Mr. Armincron. Twelve cubic yards, sir. 

Senator O’Maiuonry. That can certainly tear the dirt away, can’t it? 

Mr. Armincron. These two machines that I have just shown you, 
the S-7 and S-12, 7-yard and 12-yard capacity, represent improve- 
ments over machines that have been previously built by other 
manufacturers. 

I would like next to show you our S-18 scraper. This is working on 
a parking lot, grading a big parking lot for some factory. I don’t 
know where it is located. This again represents an improvement over 
the scraper built by other manufacturers. 

I would next hke to show you a picture of our twin-power seraper. 
again a new machine developed completely since Euclid was acquired 
by General Motors. This was taken on the Indiana Turnpike. Push- 
ing that scraper is the new Euclid TC-12 crawler tractor. 

This is the Euclid TC-12 twin-power crawler tractor. Now, all of 
these new machines developed since acquisition of Euclid by General 
Motors have been developed entirely since that time. Not a line was 
on paper prior to Euclid’s acquisition. 
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Senator O’Manoney. This is an utterly new crawler. 

Mr. ArmMIncTon. Yes, sir. 

Senator O’Manoney. In what respects does it differ from the 
previous crawlers ? 

Mr. Armincron. Made by previous manufacturers? There are two 
engines. The tractor is made in two halves. There is a transmission, 
a quick-shifting transmission hydraulically operated, a torque con- 
verter. Each half can be maneuvered separately as compared to the 
other half, making it possible to turn the tractor on a dime. It can 
move forward at full speed and be reversed almost immediately. It is 
extremely maneuverable. That is, as far as functions are concerned. 

And then as far as power is concerned, it is I would say at least half 
again as big as the largest tractor that has even been made, and approx- 
imately twice as big as tractors that were in production prior to 
Euclid’s acquisition by General Motors. 

Senator O’Manoney. How much does it weigh ? 

Mr. ArMINGcTON. It weighs about 28 tons. 

Senator O’Manoney. I would like to see that dime it turns on. 

Mr. ArMINGTON. It is extremely maneuverable, sir, more than any 
other tractor on the market. 

That completes the display of our models, sir. 

The Euclid Road Machinery Co. was formed in 1931. Its business 
had been carried on formerly as a department of the Euclid Crane & 
Hoist Co. My father had an active part in starting the parent com- 
pany in 1907. After graduating from MIT in Boston, he came to 
Cleveland to teach at Case Institute. He soon wished to get experi- 
ence in industry and became associated with manufacturers of over- 
head traveling cranes and hoists. 

In 1907, he led in the organization of the Euclid Crane & Hoist Co. 
to produce overhead traveling cranes and electric hoists. 

round 1915, he constructed a crawler tractor. While it was never 
commercially successful, I well remember its being used on a farm 
near our home. He soon found that the project was far too big to 
be undertaken by an organization as small as the Euchd Crane & Hoist 
Co. which employed less than 100 people. Crawler tractors, with 
their continuous chain track rather than rubber-tired wheels, are a 
very complex and difficult piece of machinery to manufacture. Con- 
sequently, the development was abandoned. 

My older brother, Arthur, joined the company in 1917 as factory 
manager. Having followed father’s crawler-tractor experiment, 
Arthur became keenly interested in the tractor field. He constructed 
several wheel tractors which, of course, were much simpler than a 
crawler tractor. And again this development was abandoned as it 
soon became obvious that it was too large a business for a small com- 

any. 
The tractor industry was developing rapidly in the early twenties. 
Arthur, still having a keen interest in the tractor field, saw that if he 
could not make the crawler tractor, there was still the possibility of 
developing equipment to be used with tractors. A small one-half 
cubic yard drag-type scraper was developed. This was followed by 
a 114-yard wheel scraper. Even these limited developments were not 
easy. The company simply did not have the financial resources to 
place experimental scrapers in the field, bring them back into the plant. 
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when failures occurred, again send them out into the field and go 
through the long development program necessary to perfect them. 

I well remember, sir, one evening at home in our kitchen, my brother 
Arthur in a very heated conversation with my father. Father said, 
“There is no more money, you have lost money long enough, we are 
going to stop this.” 

Well, Arthur pleaded, and finally father said, “Well, you can have 
$10,000 more on this development.” ‘That is how close this develop- 
ment was to being abandoned. 

But somehow or other the program was fought through and the 
scrapers became well accepted by the contractors using them. 

Euclid’s sales experience soon proved that we could not hope to 
distribute our limited line diroigh a dealer organization established 
to handle our products alone. It was necessary to cooperate with one 
tractor producer and his respective dealers rather than attempting to 
set up our own dealers. This plan of working with a single manu- 
facturer’s dealer organization proved to be a successful one. 

Mr. Burns. Will you tell us what the name of this other manufac- 
turer was, whose dealers you used ? 

Mr. ArMINcToN. Caterpillar Tractor Co. 

Mr. Burns. And how ong did you continue to sell your products 
through the dealers who also handled the Caterpillar tractors? 

Mr. ArmiNcTon. This is an estimate on my part. I would think 
about 6 or 7 years. 

Mr. Burns. About what dates would that cover? 

Mr. Arminaton. I would think from perhaps 1927 to 1933. I may 
be off a year or two on that. 

Mr. Burns. Then did you give up entirely using the Caterpillar 
dealers? 

Mr. ArmINGTON. Yes, sir. That develops later in this discussion, 
the reason why that had to be done. 

Mr. Burns. Go ahead. 

Mr. Armincron. The company developed rapidly through the late 
twenties and into the early thirties. The equipment Euclid was build- 
ing actually made the tractors much more useful to the buyer. I am 
sure that it resulted in the tractor sales volume being increased. 

In the early thirties, volume became very slow and the need for 
additional markets was great. The situation was pretty rough. I 
remember at that time, I was relatively new at the organization, my 
job was factory manager, but I also acted as purchasing agent and 
cost clerk. That continued for a couple of years. That is how we 
were working through that 1932 Saad. 

In trying to solve this desperate need for volume, the possibility of 
building a line of self-powered dirt haulers was visualized. Earth 
handling at that time was done either by ight-duty, high-speed high- 
way dump trucks or by very low-speed crawler tractors pulling wagons 
or scrapers of the type that Euclid was then manufacturing. The 
possibility of building a high-speed, heavy-duty, rubber-tired naling 
unit as a complete integrated off-the-road truck or machine was a 
daring undertaking for the small Euclid organization. 

Again, if I might just elaborate on that, the first self-powered 
Euclid was a Chevrolet truck with the chassis shortened and a heavy 
axle put under it, semitrailing a hopper from an old Euclid crawler 
wagon that had rubber tires mounted on the rear of it. Well, it 
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. wasn’t any good, but we kept on with it until we got somewhere. The 
lack of finances made the undertaking very difficult. 

We required new types of tires, much larger low pressure tires 
than then available, new powerful engines, new transmissions and 
new equipment designs—many of which were provided by companies 
panel aveer than Euclid, with the financial and engineering ability 
to develop these components. Above all, during 1933 to 1938, stall 
depression years, it required a great deal of perseverance and long- 
range courage for tire, engine, and transmission companies to put up. 
development money. The market was small; the equipment had 
growing pains; each sale wasastruggle. | - oe 

During the early thirties, the organization had difficulty paying its 
debts and was forced to borrow money, using a large part of its 
accounts receivable as security. 

As the self-powered hauling unit became accepted in the field, it 
became competitive to crawler tractors. It was apparent that it could 
not be sold through the crawler tractor dealer organization through 
which Euclid had formerly merchandised its products. ‘That answers 
vour question. 

This made it necessary to develop an entirely new system of selling. 
New dealers were appointed wherever satisfactory ones could be found, 
and in many areas the company resorted to direct selling to customers 
in those areas where it was impossible to get interested and capable 
dealers. 

Volume dropped off in late 1937 and a number of our customers 
found it impossible to keep up with the payment of their notes which 
had been given in payment for the equipment. Since we had borrowed 
money on these notes, it was necessary for us to repurchase them from 
the banks. The company was unable to do this and a creditors’ com- 
mittee was formed in late 1937 to take over management of the com- 
pany and try to solve the problem. 

I remember that very well. I had been in charge of the factory at 
that time, and when we fell into that jam, I became the general 
manager; I soon had a boss, and it was simply no fun answering the 
telephone and trying to tell people why you could not pay your bills; 
I remember it very well, and I did not sleep very well. 

It is an interesting thing. The creditors’ manager, who was very 
cooperative, made the remark to me at the time that he thought that 
tractors, that self-powered units, were too big a job for such a small 
company as we were, and that we would be much better off if we 
could drop that tractor end of it and just stay with trailers and the 
smaller type of products. 

Be curtailing every possible expense, including a severe cutback 
of the development program, the company was able to pay all of its 
obligations in about 2 years. The creditors’ committee was dissolved 
and the company once more returned to our ownership. 

During that period I acted really as general manager, but under the 
supervision of the representative from the creditors’ committee who, of 
course, was actively responsible for what happened. 

By the end of World War II, the company had built up a large 
unfilled-order position and deliveries were so slow that drastic action 
was needed. At this time, we employed about 300 people. Our net 
worth was approximately $3 million. The company decided to under- 
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take a major expansion program, and, to finance this, borrowed heavi 
from local banks. By 1948, the plant had been doubled in size. It 
doubled again in size successively in 1950 and 1952. Volume increased 
just about proportionately. 

During 1946, the company borrowed $114 million, or approximately 
one-half of its net worth. This was reduced in 1947 and 1948—— 

Senator O’Manoney. When was that last borrowing? 

Mr. Arminoton. In 1946, Senator. 

Senator O’Manoney. 1946. 

Mr. ArminetTon. This was reduced in 1947 and 1948 but increased 
again in 1949, this time up to $2 million. 

This loan was completely repaid in 1950. 

In further expansion in 1951, the borrowimg reached $6 million; 
in 1952, $614 million; in 1953 it reached a peak of $6,800,000. By 
1952, the net worth had grown to approximately $16 million; the 
employment was then 1,526 people. 

Senator O’Manoney. So the picture you have is that at the end 
of World War II, with a net worth of approximately $3 million you 
employed 300 people. You borrowed heavily from local banks; you 
doubled in size by 1948, and you doubled again in 1950 and again in 
1952? 

Mr. Arminaton. Yes, sir. It was a very rapid expansion. 

Senator O’Manoney. Making a very rapid expansion. 

Your volume was increasing all the time so that while it was nec- 
essary for you back in 1946 at the end of World War II to borrow 
one-half of your net worth, you were able to pay that back in 1947 
and 1948; your volume increased in 1949, and this time you borrowed 
$2 million; that you repaid in 1950; then you expanded further in 
1951 when your borrowing had reached $6 million; in 1952 you bor- 
rowed up to $614 million; and in 1953, $6,800,000; all the while your 
net worth was increasing, and in 1952 it had grown to a $16 million 
corporation employing not 300 people as it did at the end of the war, 
but 1,526. 

Mr. ARMINGTON. Yes, sir. | 

Senator O’Manoney. That is a dramatic story of the increase in 
size of an independent company borrowing from local banks. | 

Mr. ARMINGTON. Yes, sir. 

Even though the percentage of borrowing to net worth had dropped 
from 50 percent to 42 percent, 1t was becoming increasingly difficult 
to get out of debt. 

It continued to be difficult to get aggressive dealers since the com- 
pany’s sales were usually made to specialized users such as the mining 
and quarry industry or to contractors who had large projects. There 
was little continuous market. 

I want to emphasize that much of our growth came only through 
the need for our equipment on large major earth-moving projects such 
as earth-fill dams, contracted by the Corps of Engineers and Bureau 
of Reclamation, or specific roadbuilding or airport-construction pro- 
grams, al] of which were inaugurated by various governmental agen- 
cies, or mining and industrial projects such as furnishing copper, coal, 
iron ore, and such raw materials. The company was dependent, to a 
large extent, on big, specialized sales. : 
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I would like to clarify that a little. In 1953 the average number of 
machines sold by each of our dealers was 23 machines. One-third of 
our dealers in 1953 sold 81 percent of our machines. Sometimes a 
complete year would go by in a dealer’s territory where he had no big 
project, and he would not even sell one machine. 

Our principal product, off-highway cue trucks, are specialized 
machines. Only 1,500 are produced annually by 7 main suppliers. 
This is comparatively less than 1 percent of the over 1 million highway 
trucks built annually in the United States. 

Mr. Burns. Would you give us the names of those seven suppliers 
who produced those off-highway dump trucks? 

Mr. Armincton. Well, Dart Truck Co., Mack Truck, Kenworth 
Truck, LeTourneau-Westinghouse, Caterpillar, through their asso- 
ciation with the Athey Products Co., who made trailers for use with 
them; International Harvester, and Allis-Chalmers. 

Mr. Burns. Go ahead. 

Mr. Armincton. With such a limited volume commercially, it was 
most difficult to support development work in other lines of earth- 
moving equipment and even in our own limited field of wheeled 
machines. A new off-highway model may require as much as 3 years’ 
field usage before all mechanical problems are solved and the product 
can be sold commercially. 

Actually that again is off the cuff. That was a very conservative 
statement because many times it would take as much as 5 years, and 
some of the more complicated machinery I have seen it took as long 
as 10 years for a company to get it developed. 

For these machines must work in rock and over rough roads, at both 
slow and high speeds, and in al] climates and altitudes. 

You just cannot put out 1 or 2 machines in this game and get them 
perfected. You have got to put a large number of them out under a 
variety of circumstances and work them over several years to actually 
get a product that is trouble-free to the buyer. 

With such a product in such a market, the number of sales trans- 
actions possible per year in the average dealer territory was quite 
small, as I mentioned. 

The need for our getting into the crawler tractor field, with a gen- 
eral line of products to support product research and a more complete 
sales organization, became more and more obvious to us. 

At this point, I should describe briefly the competitive situation 
which Euclid was facing in the earth-moving equipment industry as 
it reached the years 1952 and 1953. Euclid was one of the smaller 
companies in the industry with about 5 to 6 percent of the business. 

Senator O’MaHONEY. That is an overall] statement ? 

Mr. ArmMINnGTON. That is an overall statement of the earth-moving 
industry, sir; a billion-dollar industry, where we were doing about 
$50 million. 

Senator O’Manoney. That reminds me that in your earlier testi- 
mony you said the Euclid Road Machinery Co. was formed in 1131, 
and then you told about the building of the crawler tractor, and you 
told about the building of the scrapers and the like, and your struggles 
in doing that. 
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Were there other companies operating at the same time, doing the 
same thing? 

Mr. Armineton. Yes. 

Senator O’Manoney. Do you want to give us the impression that 
the Euclid Road Machinery Co. was the pioneer in the tractor or in 
the scraper? 

Mr. Armineton. I would like to give the impression that we were 
the pioneer in the high-speed, self-powered, heavy-duty haulage in- 
dustry off-the-highway, of course; in other words, that market. that 
fell between the slow-speed crawler tractor and wagon and the high- 
speed dump truck. I feel our company was decidedly the pioneer in 
that area. 

Senator O’Manonry. What was Caterpillar doing all this time? 

Mr. ArMineton. That takes us back to the early thirties, sir. 

Senator O'’ManHoney. Yes. 

Mr. ArminGron. Caterpillar during that period—we were then out 
of the Caterpillar dealer organization—their salesmen were telling the 
customers that this rubber-tired equipment. could not get through the 
wet materials, and it just was not practical, and it would soon be 
abandoned. I remember that very well. That was in the early years. 

As the years progressed they recognized it, and Caterpillar pro- 
ceeded to build bottom dump machines in the late thirties, as I recall 
it, early forties. 

Senator O’MaHoney. Were there any other companies that were 
developing similar material] ? 

Mr. ArMINGTON. Yes, sir. I recall very well that the Allis-Chal- 
mers Co. produced a bottom dump earth hauler, I imagine about 1935. 
and built a few of them; they called it their Spade Ace. 

They abandoned it in a few years because they did not think that 
it was worth while going ahead with it. 

Senator O’Manonry. You had competitors all during this time? 

Mr. ARMINGTON. Yes, sir. 

Senator O’Manoney. Did you not? 

Mr. ARMINGTON. Yes, sir; but they did not stay with it. 

In the rear-dump field we had Mack, White, International Har- 
vester, and Hug. In the bottom dump field we also had Koehring: 
we had competitors during that. era, but they did not seem to follow 
through. It is very difficult 

Senator O’MaHoney. You mean on off-the-highway ? 

Mr. ARMINGTON. On this development, on this specialized field. It 
takes a lot of effort to get the products trouble free, sir. 

Senator O’Manoney. Yes; that is what I wanted to understand. It 
was not clear to me whether you were talking of a field in which you 
were practically working alone. : 

When you speak of your specialized machines, I take it you meant 
machines in which your company was really doing the only real work, 
or were you? 

Mr. ArmincTon. I was thinking more in terms of the end product 
that these large dams and large earth-moving products—these ma- 
chines were not produced in large volume, sir. I call them specialized. 
It 1s not like a crawler tractor, where there are thousands of them 
built m a year. 
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Senator O’Manonery. Did you have any competition in the building 
of those machines for construction of dams? 

Mr. ArMINGTON. Some, but the competitors never made any real 
progress against us; they did not follow through. 

Senator O’Manoney. Then you wish us to understand that in the 
field of certain of these machines, you had a practical monopoly so far 
as earth-fill dams were concerned / | 

Mr. ARMiNGTON. We were able to do better than our competitors in 
that period. 

senator O’Mauonety. Then you did have competitors in the field ¢ 

eA Armincron. Well, they made repeated efforts to get in, but the 
held 

Senator O’Manonry. But you said they did not follow through. 
Did they or did they not? Did you have competitors all the time or 
not’ Idonot know; Iam just trying to find out. 

Mr. ArMiINGToN. Yes, sir. We had competitors on and off during 
the early period. We had one competitor for a while, then another, 
and then another. There was somebody always in there trying to 
get the business. 

Senator O’Mauoney. Well, the Corps of Engineers and the Bureau 
of Reclamation and the contractors that worked under them did not 
have ee ae upon you alone for this type of machinery during this 

riod ! 

Per. ArRMINGTON. There was other equipment available, but—— 

Senator O’Manoney. That is all Tam trying to find out, sir. 

Mr. ArMincron. All right, sir. 

Mr. Burns. Senator, may I ask a question about those figures ? 

You said that there were 1,500 off-highway dump trucks produced 
annually by seven main suppliers, and then you gave us the names of 
seven companies other than your own. How many did you company 
make annually ¢ 

Mr. Armincton. Well, that varied over the years. This is Just an 
average figure to compare the size of this specialized industry as 
compared to the main truck industry. 

Mr. Burns. What percentage of this particular specialized market 
were you making ? 

Mr. Armineton. I would say we were on an average 50 percent or 
better on that, because if you would take all of the—the entire off-the- 
highway haulage market, then we were able to do better than 50 
percent. 

Mr. Burns. What percentage of your total business was in this 
off-the-highway haulage market ? 

Mr. ArMinaTon. I would say substantially all of it up to 1950. 

Mr. Burns. Up to 1950 substantially all of your business was in this 
field in which you had 

Mr. ArMINGTON. Yes, sir. 

Mr. Burns. Fifty percent or better of the market? So that this 
1,500 was produced by the other suppliers and you produced 1,500 or 
more, so that there would be about 3,000 units in that industry; is that 
what you mean? 

Mr. Armincton. No; I do not.think that is the meaning. 

Mr. Burns. Well, the sentence is only 1,500 are produced annually 
by 7 main suppliers, and you named 7 companies, excluding your own 
company, and we want. to make sure we have the figures correct. 

-B4 











OT 272—56— pt. 6 


2708 STUDY OF THE ANTITRUST LAWS 


Mr. Armineton. That would be the complete industry in a very 
narrow segment, in the rear dump segment. 

Senator O’Mauoney. I think you will want to change that sentence, 
to be fair to you. 

Let me point out what we are discussing here. Will you look at 
page 8 

Mr. Arminaton. Yes, sir. 

Senator O’Mauoney. The top paragraph: 


Our principal product off-highway dump trucks are specialized machines. 
Only 1,500 are produced by 7 main suppliers. 


Mr. ARMINGTON. Yes, sir. 

Senator O’Manoney. I understood you to mean by that that of 
your principal product, off-highway dump trucks, only 1,500 are pro- 
duced annually by the whole industry. 

Mr. ARMINGTON. Yes, sir. 

Senator O’Manonry. And you named seven suppliers. 

Mr. ArmIncTON. Yes, sir. 

Senator O’Manoney. Then when Mr. Burns asked you to identify 
the 7, you named 7 companies, but not your own. The companies you 
named were Dart Truck, Mack Truck, LeTourneau- Westinghouse, 
Caterpillar Tractor, International Harvester, Kenworth Motors, and 
Allis-Chalmers. If your testimony stands that way—— 

Mr. Arminoron. I will have to make it eight. 

Senator O’Manonry. You would have to make it eight or else you 
are excluded. 

Mr. Armineton. Allright. Let us make it eight. 

Senator O’Manoney. What do you want to do with 1,500? Are 
you going to double that to 3,000 now $ 

Mr. Arminaton. We will have to leave it eight and leave it 1,500. 

Senator O’Manonry. You will have to leave it 1,500? 

Mr. ARMINGTON. Yes, sir. 

Senator O’Manoney. Then do you want us to understand that of 
the 1,500, you were producing 750? 

Mr. ARMINGTON. No,sir; we were producing more than that. 

Senator O’Manonry. How many were you producing ? 

Mr. Arminaton. We varied in production over the years. 

Senator O’Manoney. Well, suppose you look up the facts and alter 
the naragraph to fit the facts—— 

Mr. Armineaton. All right, sir. 

Senator O’Manoney. As you want us to understand it. We will 
give you that time. 

Mr. Armineaton. All right, sir. 

Senator O’Manoney. Proceed with the rest of your statement. 

Mr. Burns. May I ask you this question: Did you have as much as 
75 percent of the market in this particular type of dump-truck 
business ? 

Mr. Arminaton. In certain years, I am quite sure we did. I think 
that is where we are getting into trouble here. This is not tied down 
toacertain year. I think we have got to do some research work on it. 

You see the whole thing altered from years to year, and think that 
we must get additional information together to clarify this question. 

Mr. Burns. But you were the leading company in this field and pro- 
ea nee from 50 to 75 percent annually of the total production 
mn that neld. ‘ 
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Mr. Arminaton. If we take the rear dump field alone, the rear 
dump trucks alone, your statement is correct, sir. But if you take 
the overall haulage field, I think it would be nearer the 50 percent. 

Mr. Burns. I don’t know what you mean by “overall haulage field.” 

Mr. ArmineTon. By that I mean the whole thing, I mean log haul- 
ing and all the different specialized off-highway haulage fields that 
come into play. 

Mr. Burns. I see. So that is taking haulage as one of the types of 
earth-moving equipment. You refer later to 5 or 6 percent of the 
business for the entire earth-moving industry. 

Mr. Armineton. That is correct. 

Mr. Burns. Including many products that you did not make at all. 

Mr. Armineton. Yes; that’s right. 

Mr. Burns. So your 50 percent would be of all of the haulage equip- 
ment that you made and 75 percent or more would be the dump trucks? 

Mr. ArmincTon. Just the plain dump truck, rear dump truck. 

Mr. Burns. Rear dump truck. 

Mr. ArminetTon. That is exclusive of bottom dump too, you see. 
You have got that problem in there. 

Mr. Burns. What was the relationship of your position in the bot- 
tom dump trucks to the remainder of the industry ? 

Mr. Armincton. That varied as the years progressed again. Cater- 
pillar came into the bottom dump field aad: made serious inroads in 
that field, particularly after 1945. 

Mr. Burns. But it is clear, is it not, that your principal production 
where you did 90 percent or more of your business was in this field 
of dump trucks where you had as high as 75 percent annually of the 
total business. 

Mr. ARMINGTON. Yes, sir. 

Senator O’Manoney. I am inclined to say, Mr. Burns, I think the 
statement is more confused now than it was. Let’s read the whole 
paragraph: 

Our principal product, off-highway dump trucks, are specialized machines. 


There is no misunderstanding the meaning of that sentence. It 
means that your principal product was off-highway dump trucks; does 
it not? 

Mr. ARMINGTON. Yes, sir. 

Senator O’Manoney. Then yousay: 


Only 1,500 are produced annually by 7 main suppliers. 


You want to change that to 8 now, and you still stay with 1,500. 

Then the next sentence: 

. This is comparatively less than 1 percent of the over 1 million highway trucks 
built annually in the United States. 

So you see I cannot understand why, in answer to Mr. Burns, you 
should suddenly come to talk about over-the-road haulage. You were 
talking about specialized machines and then you are talking about 
over-all haulage machines, and that paragraph is more confused 
than it was at the beginning, so please go over it again, will you? 
Get your figures and tell us how many of these machines you did 
produce. 

Mr. Armineton. We will check into that. 
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Senator O’Manoney. Either you are a big one or you are a little one. 

Mr. ArmMinctTon. Shall I proceed while that is being checked on ? 

Senator O’Manoney. Yes, please, unless Mr. Burns has some other 
questions. 

Mr. Burns. Go ahead. 

‘Mr. Armincron. At this point, I should describe briefly the com- 
petitive situation which Euclid was facing in the earth-moving equip- 
ment industry as it reached the years 1952 and 1953. Euclid was one 
of the smaller companies in the industry with about 5 to 6 percent of 
the business; in the dump-truck field, in which Euclid pioneered, it 
was one of the major producers with approximately 50 percent of the— 
I will have to specify now—off-the-highway haulage business; but 
this was In a very narrow segment of the market. In contrast to the 
1,500 dump trucks produced annually, almost 50,000 crawler tractors 
were produced annually, and for this much larger market, Euclid had 
no product and therefore did not participate. 

Mr. Burns. Were there other products in this total business that 
you have referred to in which you had 5 or 6 percent, besides crawler 
tractors which you did not make? 

Mr. Armineton. I don’t know that I am completely clear on what. 
you mean. 

Mr. Burns. You were in a particular business and vou were increas- 
ing rapidly in size and sales, and that business was selling this off- 
highway haulage equipment, principally rear-dump trucks. Now 
you are referring to some total business of which you were a very small 
seoment. What was this total business that you are referring to? 
What products did it make that you did not make? 

Mr. Armineton. Oh, the complete earth-moving industry, crawler 
tractors, scrapers, motor graders. 

Mr. Burns. Would you include bulldozers ? 

Mr. Arminoton. Oh, yes; that goes with crawler tractors. 

Mr. Burns. Were there several products in this earth-movin 
business that you did not make but which other companies did make! 

Mr. Arminecron. How is that again, sir ? 

Mr. Burns. Were there several products used in the earth-moving 
business which other ocmpanies made which you did not make? 

Mr. ArMINGToN. On, sure; many products. 

Mr. Burns. Well, is it your point that you wanted to get into the 
manufacture of all these other products ? 

Mr. Armincton. Well, the point that I am leading up to in this is 
that our distribution problem was a difficult one. 

Mr. Burns. With your dump trucks? 

Mr. Armincton. Well, our distribution problem, that was our major 
problem, sure. The problem is how could we get first-class dealers 
when we were only competing in 5 or 6 percent of the total field, that 
was our problem. 

Mr. Burns. You were increasingly successful in the business in 
which you were engaged up to that time; were you not? 

Mr. ArmMiInGton. That’s right. We were able to keep our product 
out ahead, and we were quite successful. 

Mr. Burns. Then from 1946 to 1952, a period of 6 years, you had 
Increased your net worth over 500 percent, from 3 million to 16 mil- 
Jion; is that right ? 
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Mr. ArmincTon. That’s right, sir. 

Mr. Burns. And I assume that was based on increasing sales. Do 
you have the figures of total sales for that period ? 

Mr. ARMINGTON. Yes;I do. 

Mr. Burns. Would you mind letting us have those. In what form 
do you have them # 

Mr. Armineron. Well, they are just on scratch paper. 

Mr. Burns. Why don’t. you read them by years into the record $ 

Mr. ArmineTon. I could read them in round numbers. 

In 1945 the net sales were $10 million; in 1946, $17,500,000; in 1947, 
$32,800,000; in 1948, $31,200,000; in 1949, $22,700,000. 

Mr. Burns. What was that figure in 1949? 

Mr. ARMINGTON. $22,700,000 in 1949; 1950, $31,400,000; 1951, $53 
million; 1952, $33 million. | 

Mr. Burns. Thirty-three million ? 

Mr. Arminaton. Yes, sir. After that it was only a part of the year 
in 19538, and then we were acquired by General Motors, and I don’t 
have that information here. 

Mr. Burns. What were the figures in the 2 years since you were 
acquired by General Motors? 

Mr. ArmincTon. I don’t have that information with me. 

Mr. Burns. I think we were given a figure by General Motors for 
the dollar volume of Euclid division’s sales from October 1, 1953, 

7 vee is the date of acquisition, through September 30, 1955, $108,- 
62,651. 

Now, most of this increase from 1945 to 1953 was in this field in 
which you specialized, the dump-truck business, was it not? 

Mr. Armineron. That’s right, sir. 

Mr. Burns. As you had been increasing your plant facilities, was 
the purpose of increasing it in order to have more facilities for pro- 
ducing this type of equipment ? 

Mr. Armineron. Yes, plus, of course, the plans for continued ex- 
Pen of product development as indicated by this rubber-tired bull- 

ozer that we showed you pictures of. 

Mr. Burns. So that you were increasing the size of your plant, you 
were borrowing money to do that, and were making more and more of 
these dump trucks throughout this period ? 

Mr. ARMINGTON. Well, the volume was substantially rear dumps 
and it fluctuated as shown by these figures. 

For instance, in 1952 our volume was 33 million; in 1948 it was 31 
million; in 1947 it was 32 million. 

Mr. Burns. Was a lot of war business involved in that 1951 figure? 

Mr. Armineron. I think there probably was, I don’t recall definite- 
ly. I would assume that that was a factor probably both directly and 
indirectly, most indirectly. 

Senator O'Manonry. If I understand your explanation now, it is 
this. In the whole industry of earth-moving equipment, you were a 
very small company. : 

Mr. ARMINGYION. Yes, sir. 

Senator O’Manoney. You were doing not more than 6 percent. of 
the entire business. 

Mr. Armincton. That's right. 
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Senator O’Manoney. Of earth-moving equipment, because your 
efforts were practically confined to the production of off-highway 
dump trucks. In this particular field your sales amounted at the time, 
1951-52, to about 50 percent of the total production, which was only 
1,500 annually. 

Mr. ArminctTon. I would like to have the opportunity of recheck- 
ing that 1,500 figure and trying to see if we can’t develop it by years 
so that it provides more definite information. 

Senator O’MaHoneEy. You have used it twice here. You used it first 
on top of page 8 and then you used it the second time on the top of 
page 9 in the sentence in which you say: | | 


In contrast to the 1,500 dump trucks produced annually, almost 50,000 crawler 
tractors were produced annually. 


For this much larger market you said: 
Euclid had no product and therefore no business. 


Mr. ARMINGTON. Yes, sir. 

Senator O’Manoney. That is why it comes about that you can tell 
us that you were one of the smaller companies in the whole earth- 
moving equipment because you were producing only about 50 percent 
of the off-the-highway dump trucks that were produced by the whole 
industry. That amounts to what your statement is, doesn’t it? I 
have tried to sumamrize it as I understand it from reading and listen- 
ing to you. 

Mr. ArMINGTON. I would like to correct that 50 percent to say off- 
the-highway haulage and not limit it to dump trucks. 

Senator O’Mauoney. Off-the-highway haulage ! 

Mr. ARMINGTON. Yes, sir. 

Senator O’Mauonry. And that would necessarily make you change 
the 1,500 dump trucks to include the off-the-highway haulage. 

Mr. ArMINGTON. Sir, I would like to have the opportunity of re- 
viewing the 1,500 and tying it into definite years if we can develop 
the information, because this statement of 1,500 was only put m here 
to show the contrast between the approximate size of this dump-traek 
industry and these other big industries. 

Senator O’Manoney. You may have that opportunity; we have no 
objection to that at all. 

Mr. Armineton. I would like to just explain one more thing. I 
have never been completely clear on this classification of these sta- 
tistics, and I believe they come from certain governmental depart- 
ments, and I think there is some confusion even there in the origination 
of those statistics. 

Perhaps I shouldn’t have put this in here, but I did want to 
indicate the contrast between the small dump-truck industry and the 
big highway-truck industry on one hand and the small dump-truck 
industry and the big crawler tractor market on the other hand. 

Senator O’Manoney. I understand that. We are agreed, however, 
on this, are we not: That you intend to say that bv the years 1952 and 
1953 you were one of the smaller companies doing only 5 or 6 percent 
of the whole business. 

Mr. ArMINGTON. Yes, sir. 

Senator O’Manonry. And that there was a much larger market 
for which you were producing no equipment of any kind, and you 
wanted to get into that. 
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Mr. ARMINGTON. Yes, sir. 

Senator O’MaHonry. Because you say in the next paragraph: 

On the other hand, by 1852, each of Euclid’s principal competitors were in 
the off-highway truck field. 

That was your field ? 


. ARMINGTON. Yes, sir. 
Mr. O’Manoney. And then you say: 


It seemed to me that for Euclid to grow and succeed in its business, it had to 
get into the crawler tractor field. 

Mr. ArmincTon. Yes, sir. 

Senator O’Mauoney. I think we understand one another now as to 
what the position was. | 

Mr. ArminctTon. Yes, sir. 

Mr. Burns. I think it would be useful if we are going to obtain 
those figures from records, to let us have the total production that they 
have made of each of these types of equipment separating them. 

Senator O’Manoney. Oh, by all means. 

Mr. Burns. So we know which are the dump trucks, how many 
are rear dump trucks, how many are bottom and the other types of 
equipment. d also to the extent that they have that information 
available, how that compares with the rest of the industry both in 
units and percentage. 

Mr. Arminoton. Shall I continue, sir? 

Senator O’Manoney. If you please, but produce this material. 

Mr. ArMINGTON. We will develop it. 

Mr. Burns. There is one more thing I would like to make sure 
I understand. During the time that you increased these sales from 
10 milhon to 50 million annually, your plant had redoubled in size 
in 1948, in 1950, and 1952, so that your capacity in 1952 and 1953 
was about 8 times what it was in 1946. 

Mr. ArmincTon. No. 

Senator O’Mauoney. The net worth had doubled. 

Mr. Armincron. Again, those were just general statements. You 
have the exact mathematics here on the sales now from what I have 
given you, so you can get it from there. 

Mr. Burns. But on page 6 you pointed out that there was a major 
expansion program and that the plant doubled in size in 1948, dou- 
bled in 1950, and doubled in 1952. 

Mr. ArmincTon. Yes, sir. 

- Mr. Burns. Does that mean that the plant—— 

Mr. ARMINGTON. Square footage size; yes. 

Mr. Burns. So it was about 8 times as large in 1952. 

Mr. Arsanaton. Floor area, that’s right, sir, and volume increased 
almost as much proportionately. Actually, there are so many peaks 
and valleys in this thing that it is pretty hard to work it back. 

Actually, in my own figures in developing this, I based it on 1944, 
which, as I recall it, was the sales volume nearest seven and a half 
million dollars. It comes out a little bit nearer in the mathematics. 

Mr. Burns. One further question with respect to 1952 and 1953 
before you proceed. At that time what was the outlook for the con- 
tinued sale of these heavy-duty dump trucks in the market ? 

Mr. ArRMINGTON. In what year, sir? 
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Mr. Burns. In 1953, at the time of this merger. 

Mr. Armincron. Our competition is increasing, but the outlook for 
the industry remained good. 

Mr. Burns. Was there evidence of large roadbuilding and construc- 
tion activities which would continue to require the type of equipment 
which you were selling ?¢ 

Mr. ArmincTon. There was a great deal of talk along that line. 

Mr. Burns. And the prospects were for an expanding, rather than 
for a contracting, market ? 

Mr. Armineron. I would think so, in keeping with the growth in 
the economy generally. Shall I continue? 

Mr. Burns. Was there any special type of equipment involved in 
this 1951 year where you had the 53 million of sales? Was there war- 
time equipment involved there which wasn’t repeated in 1952? 

Mr. Armineton. I don’t think to any substantial degree. There 
was an order for tow tractors to pull heavy airplanes in the picture 
in one of those years, but I don’t recall just what year it was in, but 
I would say no substantial business that is not part of our regular 
line. 

Mr. Burns. Were there scrapers? When did you begin to make 
the scrapers ? 

Mr. ArmMINGTON. They came in to a small degree, in 1950 and 1951, 
as I recall it. 

Mr. Burns. And your plant was equipped to manufacture scrapers ! 

Mr. ArMINcTON. We were just getting started in those years. 

Mr. Burns. You hadn’t done much, but you did have the equipment. 
You were actually in production. 

Mr. ArminetTon. You can use substantially the same equipment used 
on the other products. 

Mr. Burns. And the loaders, were those in production? How long 
were those in production prior to—— 

Mr. Arminaton. I think they were introduced shortly after the war, 
about 1945. 

Mr. Burns. These figures, just to continue with this dump-truck 
business, these figures we have with respect to the 2 years since the 
acquisition of 108 million which, divided, would be approximately 
54 million, although it may not have been in proportion, was the bulk 
of the sales in those 2 years also in this dump-truck business? 

Mr. Armincron. There was an increasing percentage of scrapers 
in that period, and of course the new products came into play also in 
more recent months of that period. 

Mr. Burns. During this period up until September 30, about what 
proportion of your total sales was still in this dump truck off-the- 
highway business which was your principal product prior to the 
merger ¢ 

Mr. Armineton. I think I would have to develop that information 
for you. I can’t—— 

Mr. Burns. Would you add that to the other statistics you are 
going to supply? | 

Mr. ArmMINGTON. Yes, sir. 

Mr. Burns. With respect to the loaders, were there other companies 
manufacturing them prior to the merger? 
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Mr. Armincton. There was one company that did some experi- 

mental work or rather produced some small quantities of them, but I 
don’t think they were very successful with it. 

| Mr. Burns. Did your company have practically 100 percent of the 

loader business ? 

Mr. ArRMINGTON. It was a very specialized business; yes. What 
little there was of it, we had most of the volume. I think it might be 
well to explain why we were ever building loaders in the first place. 

Mr. Burns. Go ahead. 

Mr. ArmincTon. If that is in order here. 

Mr. Burns. Yes. 

Mr. ARMINGTON. We found that our bottom-dump dirt hauler was 
a very efficient tool. The limitation in the machine was getting the 
_ dirt put in the wagon, and we conceived of this idea of improving the 
old-fashioned elevated grader which is a side boom loader, bringing 
it up to date and making it a modern heavy-duty tool, that we could 
. get the dirt placed in the wagons economically enough so that it would 
. broaden the usefulness of the bottom-dump dirt hauler. 

Actually the company had made practically no profit on loaders 
over the years. The main reason for bringing out the loader was to 
incréase the sales of the bottom-dump dirt hauler, and it was also very 
good as an advertising tool because it was so spectacular with its ton- 
a-second loading capacity. 3 

The loader in itself has been an unprofitable item for Euclid Road 
Machinery Co. 

Mr. Burns. But it did help to increase the sales of the —— 

Mr. Armincron. Bottom dumps. 

Mr. Burns. Bottom-dump trucks. 

Mr. ARMINGTON. Yes, sir. 

Mr. Burns. All gy ae will you go ahead then with your statement? 

Mr. Armineron. A comparison of Euclid’s net worth in 1952 with — 
the net worth of the three major crawler tractor manufacturers is 
listed as follows. Do you want me to name the companies? 

Mr. Burns. Yes, please. 

Mr. Armincton. Allis-Chalmers, $188 million; International Har- 
vester, $680 million; Caterpillar Tractor Co., $152 million; Euclid, 
$16 milhon. 

Senator O’Manoney. Let me intervene there to say that according 
to your previous statement Euclid, with a net worth at this time, 1952, 
of $16 million, had grown more than 5 times in 6 years. Your original 
statement of net worth was $3 million in 1946. 

Mr. ARMINGTON.: Yes, sir. 

Senator O’Manoney. So that in 1952 you had grown to $16 million, 
indicating that you were a small manufacturer engaged in a profitable 
business. Proceed. 

Mr. Burns. May I ask one question, Senator? You make the state- 
ment: 


By 1952 Euclid’s principal competitors were in the off-the-highway truck field. 
Do you mean that they were gradually getting into this business 
when they had not been in it previously ? 


Mr. ArMINGTON. I don’t think that we can simply tie this down to 
off-the-highway trucks. 
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I think you have got to look at the whole earth-moving industry, 
because the dealers that are selling Euclid off-the-highway trucks are 
also the type of dealer that would be selling all the rest of this billion 
dollars’ worth of business. 

Senator O’Manoney. But, Mr. Armington, Mr. Burns is just ask- 
ing you for an explanation of your sentence. 

Mr. Armincton. Oh, I am sorry; I didn’t get the point then. 

Senator O’Manoney. Read the sentence. Look on page 9. 

Mr. Burns (reading) : 

On the other hand, by 1952, each of Euclid's principal competitors were in the 
off-highway truck field. 

Mr. ARMINGTON. Yes, sir. 

Mr. Burns. I am asking whether these principal competitors were 
gradually getting into the field prior to 1952 when they had not been 
previously in it. 

Mr. Arminaton. That’s right. 

Mr. Burns. Who was in the field in 1952 that had not been in it 
previously, or at least had not been continuously in it but by 1952 had 
gotten into the field? 

Mr. Arminceton. Allis-Chalmers was entering the field, Interna- 
tional Harvester Co., they are all entering it. It is true that Cater- 
pillar had been in it for years, but it is a matter of the aggressiveness 
with which they push the products, the new products that they 
develop. 

Mr. Burns. But Caterpillar was much larger than you throughout 
the time that you were growing in competition with them ? 

Mr. Armineton. Much larger in what way do you mean ? 

Mr. Burns. You put them down here to show that they have so much 
more net worth than you had? 

Mr. Armineton. That’s right. 

Mr. Burns. But you said that although they were a competitor of 
yours, nevertheless you had been able to continually increase your 
business successfully in competition with Caterpillar. 

Mr. Armincton. Well, because they had not yet gotten aggressively 
into all of the products that we were manufacturing. They were just 
getting into the fringes of it. 

The Caterpillar rear-dump machine is a combination of their bot- 
tom dump and scraper tractor pulling a rear-dump Athey rock wagon. 
They had not up to that time, as a matter of fact still have not, built a 
rear-dump machine that is exactly as our type of machine. 

It is just a different approach to that yard of material to be moved. 

Mr. Burns. You say that it seemed to you that in order to grow it 
was necessary to get into the crawler-tractor field. What was there 
about the crawler-tractor field that made it necessary that you get into 
that one rather than any of the other products which your competitors 
were making? 

Mr. ArMINGTON. Caterpillar were selling their bottom-dump haulers 
and selling their scrapers in volume against us, and they were putting, 
I would guess, 10 times as many salesmen in the field as we were; so it 
was a very difficult and competitive situation. 

Senator O’Manoney. Would I be correct in drawing this conclu- 
sion from your testimony: That by 1952 you had come to the conclu- 
sion that unless you expanded into the crawler-tractor field your com- 
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petitors who were expanding into your field would be taking more 


- of that business, and therefore you had to go into their field ? 


Mr. Armineton. That was the problem that we were facing, but, of. 
course, we were unable to enter their field because it would require a 
tremendous investment to do so. 

Senator O'Mauoney. That is right. That is the way I understood 
your statement, sir. : 

Mr. Burns. Didn't you have this competition from these same com- 
panies with respect to the bottom-dump trucks throughout your 
existence ¢ 

Mr. Armincton. Yes; but it is a matter of intensity. As I have 
sald before, it takes years to develop these products, and the companies 
were coming into the field gradually, some with varying degrees of 
effort, but they were all getting into the act. 

Mr. Burns. Up till this time you still were far ahead of all the 
rest of them put together ¢ 

Mr. Arminoton. That's right. It takes so long to get into these 
businesses and get your products proven and accepted. 

Mr. Burns. Did you think that with all the success you had had in 

tting people to use your equipment that you couldn’t retain that 

usiness because some other competitors began to sell in active 
competition ¢ 
r. ARMINGTON. I felt that 1t was obvious that 1f a competitor could 
put 10 times as many salesmen in the field as we could and had a prod- 
uct that was essentially as good as we had that we would be at a serious 
disadvantage. Shall I continue, sir? 

Mr. Burns. Yes; co ahead. 

Mr. ArminctTon. Resources of our competitors were thus 9 to 47 
times larger, and our principal competitor had about 10 times the 
number of salesmen in the field selling its products and must have had 
a correspondingly larger engineering budget. According to financial 
publications, it had spent over $100 million in expansion since the 
war, with more in the ofling. 

Senator O’Mauonry. “It’’? 

Mr. ArmiNctron. Caterpillar. 

For Euclid to undertake the complicated manufacturing and tech- 
nological problems involved in producing the crawler tractor would 
have required additional capital of, well, as an estimate, let’s say 
$30 million, almost double Euclid’s assets. It was just not in the cards 
to think that we could get this kind of money on our own. Lack of 
finances, together with the limited line of products and resulting lack 
of a strong distributor organization, was putting Euclid at a serious 
competitive disadvantage. The Euchd management was faced with 
the simple fact that it had not been able to keep up with the fast-grow- 
ing construction-machinery industry and found its position, limited 
as it was to the narrow segment of off-highway hauling equipment, 
very insecure for the future. 

Mr. Burns. Do you mean to say that you had not been able to keep 
up with the construction-machinery industry in the face of these 
figures of continued growth throughout the period ? 

Mr. Armincton. That’s right. We had not been able to invade 
the crawler-tractor field hile the crawler-tractor companies could 
invade our specialized field. 
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Mr. Burns. But there was a lot more than the crawler-tractor field 
within this total industry that you had not tried to invade yet, had 
you ? 

e Mr. Armincron. That’s right, sir, the motor-grader field. We 
were, however, entering the scraper field, just beginning. 

Mr. Burns. All right, go ahead. 

Mr. Armineron. In late 1952, one of the major crawler-tractor 
manufacturers approached us to discuss the possibility of joining 
with them. Euclid was interested but after several discussions the 
tractor manufacturer decided against it. 

It became clear to me, however, that joining up with a larger com- 
pany was the only solution to our problem. I approached another 
crawler-tractor manufacturer and also General Motors through their 
Detroit Diesel Division which supplied us with diesel engines. 

General Motors also had the Allison torque converter transmission 
which provided the most advanced means for transmission of power 
in this heavy equipment. 

About 6 months after my original exploratory talks with General 
Motors, we renewed the discussions and as a result Euclid’s business 
was acquired by General Motors Corp. 

Senator O’ManHonry. Now may I make 1 or 2 inquiries here? What 
were the arguments that you used with the first major crawler-tractor 
manufacturer to persuade that manufacturer that the merger was 
desirable? I don’t mean in detail, I mean just overall. 

Mr. Armincton. Well, frankly, I made no attempt to persuade 
them. They approached us. 

Senator O’ManoneEy. What was their argument? 

Mr. Armincton. The reason they approached us, I believe, was 
because their dealers were at such a competitive disadvantage against 
Caterpillar. These dealers wanted to have both, they wanted to be 
assured of a rubber-tire line, a good aggressive rubber-tired line 
of products as well as a crawler-tractor line, and they pointed that 
out to the crawler-tractor manufacturer, and asa result of that pressure 
I think—it is an opinion—we were approached. 

Senator O’Manonry. Why did the tractor manufacturer decide 
against the merger which he had opened the discussion on with you? 

Mr. ARMINGTON. The only answer that they ever gave me was that 
they were not in a position to spend the money at that time. 

Senator O’ManHoney. Too much money? 

Mr. Armineton. But they wanted to consider it in the future. 

Senator O’Manoney. Now, then, after that matter had been 
dropped, you say you approached another crawler manufacturer and 
(yeneral Motors on an exploratory basis? 

Mr. ARMINGTON. Yes, sir. 

: cee O’Manonry. What were the arguments used in those cases 
y you 

Mr. ARMINGTON. Sir, in the case of the other crawler-tractor com- 
pany, I never mentioned in our discussion the possibility of our merg- 
ing with them or being acquired by them. It was merely to be sure 
that we were exposed to the possibility or to be sure that no possibility 
was overlooked. 

I was not out actually trying to peddle our company. I just wanted 
to be sure that if there was some feeling on the part of this tractor 
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company that they would like to go ahead, that they had that oppor- 
tunity to raise their point, and they did not do so, sir. It was not 
discussed. 

Senator O’Manoney. Well, then, by the first “on an exploratory 
basis,” do you mean that you merely wanted this other crawler-tractor 
manufacturer and General Motors to understand that you would like 
to merge? , 

Mr. ArRMINGTON. I didn’t raise that point, sir, with the other 
crawler-tractor manufacturer. 

Senator O’Manoney. Did you raise it with General Motors? 

Mr. ARMINGTON. Yes, sir. 

Senator O’Manoney. So that you didn’t ask the other manufacturer 
that wanted to merge with you, but you did ask General Motors to 
take it over? 

Mr. ArRMINGTON. I raised the point with General Motors. With 
Allis-Chalmers I merely wanted to be sure that I had the benefit of 
their thinking and that they had the opportunity to raise the subject 
if they cared to do so. 

Senator O’Manonry. Was Allis-Chalmers the first or the second 
manufacturer ? 

Mr. ArminorTon. International Harvester approached us. I held 
discussions with Allis-Cha)mers. 

Senator O’Manoney. What arguments did you use with General 
Motors? 

Mr. ARMINGTON. Sir, there was no argument at all. I simply dis- 
cussed the problems of the industry with them. 

Senator O’Manoney. Surely if there was no argument at all, there 
was no sense in your approaching them. You have already explained 
that there was a reason. 

You have told us in this prepared paper that you had come to the 
conclusion that it was time for you to enter the crawler tractor end 
of the business, but that it would require $30 million additional capital 
and you didn’t have that amount of capital. 

Mr. Armrinaton. My talks with General Motors were purely on an 
exploratory basis, aBt I pointed out that we were facing a difficult 
competitive problem, that we were evén considering the possibility 
of joining up with other organizations. 

BciatoE O’Manoney. All right. 

Then you said—we will skip the exploratory talks and come to the 
next thing. 


About 6 months after my original exploratory talks with General Motors— 
you say— 


we renewed the discussions and as a result Euclid’s business was acquired by 
‘General Motors Corp. 

Mr. ArmineTon. That is right, sir. 

Senator O’Manoney. By that, I take it, you mean that Euclid re- 
newed it ? 

Mr. Arminoron. That is right. I again called General Motors. 

Senator O’Manonery. What was the argument at that time? I do 
not mean argument in the sense of controversy, you understand, but 
just discussion. 

Mr. ArmincTon. Well, that particular conversation that I had with 
‘General Motors was triggered by the knowledge that the Buda Co. 


2720 STUDY OF THE ANTITRUST LAWS 


had been acquired by Allis-Chalmers, and I felt that this possibility 
of Euclid being acquired by General Motors should be again explo 
and so I raised the question. 

Senator O’Manoney. Now, this was a selling job, was it not? 

Mr. ARMINGTON. Yes, sir. 

Senator O’ManoneEy. You were selling a company with $16 million 
net worth to General Motors. Did you have any discussion with Gen- 
eral Motors as to the manner in which that payment should be made? 

Mr. Armineton. Oh, definitely. This particular conversation that 
IT am now mentioning, that I contacted them after this latest move in 
the industry of Buda being acquired by Allis-Chalmers, was again 
purely an exploratory situation. I asked them if there would be any 
interest, and again there was no answer, but at a later date, why, we 
were contacted, but not at that time. 

Senator O’Manoney. Well, that is perfectly clear; and I said let 
us skip all the exploratory business. 

Mr. Arminoton. O.K. 

Senator O’Manoney. I am trying to find out how you persuaded 
General Motors it was to the interest of General Motors to take you in. 

Mr. Armincton. I think it must have been obvious to General Motors 
that it was a desirable move from the General Motors’ point of view. 

Senator O’Manoney. Now, the others did not think it was obvious. 

ee ARMINGTON. Well, the others apparently did not want to go 
ahead. 

Senator O’Manonnry. -Apparenly they did not, and I am just trying 
to find out how you persuaded General Motors to go ahead. 

Mr. Arsineton. I do not think 

Senator O’Manoney. You were offering them—— 

Mr. Armrineton. I do not think I persuaded General Motors at all. 
I think they saw the obvious need for this situation. 

Senator O’Manoney. Now, look; here is your story—it is not mine— 
I am just trying to get an understanding of your story. 

Mr. ARMINGTON. Yes, sir. 

Senator O’Manoney. And the best I can do is to try to understand 
your language. 

You tell us on page 10 that in the period of late 1952 the Interna- 
- tional Harvester Co. had approached you about a merger. 

Mr. ArmMiInaTon. Yes, sir. 

Senator O’Manonry. And then dropped it. 

Then you tell us that it became clear to you that your only solution 
of the problem was to join a larger company, and then you say you 
approached Allis-Chalmers and General Motors. But you did it only 
on an exploratory basis. 

Mr. ARMINGTON. Yes, sir. 

Senator O’Manoney. Then the thing was dropped, and in about 6 
months—using your language—about 6 months— 
after my original exploratory talks with General Motors, we renewed the dis- 
cussions. 

I am not altogether sure whether by the word “we” you mean Euclid 
and General Motors or just Euclid. 

Mr. Arminoton. I called General Motors. 

Senator O’Manoney. Yes. 
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So that about 6 months after the exploratory talks were over, then 
you opened it up again with General Motors. 

General Motors previously had not been interested. How, there- 
fore, can you say that it was obvious to General Motors that it was a 
good thing? Something must have come into these discussions to 
persuade General Motors’ management that—it is a brilliant manage- 
ment, it isa very able management 3 

Mr. ArmMinotTon. Well, 6 months is a pretty short period of time. 

Senator O’Manoney. Yes; that is what I am saying now. 

Mr. Armincron. It takes quite a while, though 

Senator O’Manoney. Yes, at the beginning of a 6-month period 
they wanted no part of it, and then, when you opened it up at the 
end of the 6-month period, they are suddenly full of enthusiasm. It 
just is not clear. 

Mr. Arminoton. Well, I do not think it would be possible to expect 
a man that you would contact in a big organization to be able to react 
immediately to a big question like that. 

Senator O'Manionry. Certainly not. 

Mr. Armincron. He would have to undertake very thorough investi- 
e@ations and considerations. | 

Senator O’Manoney. But your testimony, sir, was, in response to 
my question as to what persuaded General Motors to act, that it must 
have been obvious to them. 

Now, I submit to you, as an intelligent man, that that is not a 
responsive answer. It had not been obvious to them 6 months before. 
What research had they done to convince them that they should go in 
or what new evidence did you present to persuade them to go in? 

This was a $30 million deal, at least. You wanted additional capital 
to go into other fields, and you had come to the decision that it had 
to be obtained from a larger company, and all the larger companies 
with which you discussed it, only two, to be sure, International Har- 
vester and Allis-Chalmers, were not impressed. 

But finally. General Motors was impressed. Now, all I am asking 
you to tell me is, how did you impress them ? 

Mr. ARMINGTON. Sir, I donot think that [impressed them. I think 
that the facts of the industry impressed them, and if you would like, I 
would like to take a minute or two and review some of the background 
on this, which would indicate it. 

General Motors had developed the Allison transmission back in the 
middle forties. 

Senator O’Manoney. Yes. 

Mr. Arminetron. And Euclid had used the Allison transmission and 
used it very successfully. It was a very important technological 
contribution to the industry. 

I am sure in talking with General Motors officials since, that they 
saw a tremendous future in that thing, and saw a chance to make an 
important contribution in the overall construction machinery industry, 
and that this was a means for them to get in and do that. 

Senator O’Manoney. You said talking with General Motors officials 
since. Since what? 

Mr. ArminaTon. By that I mean since I have been working for them. 

Senator O’Manoney. And you had no such conversations with them 
before the deal was made? 
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Mr. ArRMINGTON. Our conversations at that time were purely on the 
basis of working out a transaction of selling the organization. 

Senator O’Manoney. Is it not a matter of fact that on the basis 
of selling the organization you finally came to a determination to effect 
a change of stock, a transfer of stock ¢ 

Mr. ARMINGTON. Surely. 

Senator O’Manoney. And all of the stock of this company to which 
you and your brother and your father had given such energy and such 
ability to build up since 1931 was on the table; that was to be sold. 

Now, is it not a fact that in this exchange of stock you, with a net 
worth of $16 million, got considerably more than that in General 
Motors stock for your stock, taking the value of General Motors? 

Mr. Arminecton. No, sir. At the time of exchange, the market 
value of General Motors stock—we received slightly less than book 
value. 

Senator O’Manonry. Well, what was the book value? 

Mr. Armincron. It was inthe area of $18 million. 

Senator O’Manonry. Sothe company 

Mr. ArkMINGTON. I do not remember exactly. 

Senator O’Manoney (continuing). With $16 million net worth sold 
out for $18 million ? 

Mr. Armincron. Well, sir, that was a year later. 1952 was when 
it was $16 million, and the $18 million includes reserves and things 
that—it includes putting back into reserves. 

Senator O’Manoney. So you were more than $16 million at the 
time ? 

Mr. ArmMincton. Oh, certainly, at the time we were acquired. The 
figure of $16 million was considerably previous to that; it was in 1952. 

Senator O’Manoney. And the $18 million was at what time; 1953? 

Mr. ArMINGTON. It was at the time of acquisition, the summer of 
1953. 

Senator O’Manoney. Was it based upon the market value on a given 
date ? 

Mr. Arminctron. The transwer, the formula that we agreed upon, 
was based upon earnings, sir, relative earnings of the two organiza- 
tions. 

Senator O’Manonry. As of what date? 

Mr. Arminoton. Asof July 31. 

Senator O’Manoney. Did you know the earnings of General Motors 
then ? 

Mr. ArmincTon. Well, but I will have to correct that statement and 
say a period of time, a period of over a period of years—that I was 
wrong in it—of course, that would be a balance sheet figure as of 
July 31. 

Senator O’Manoney. Well, let me ask you a question the answer to 
which you may know: What is the market value now of the stock you 
have got in 1953? 

Mr. ArRMINGTON. Qh, it 1s worth about 214 times what it was at that 
time, as I recall it. 

Senator O'Manoney. Well, now, in all of this transaction over this 
exchange, was there no discussion at all as to why General Motors 
should pay you in stock of such great. value and such great and bright 
prospective future ? 
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Mr. ArMINGTON. Certainly, it was based on their prospective earn- 
ings of the two organizations. 

Senator O’Manoney. Well, was it not discussed ? 

Mr. ARMINGTON. Per share. 

Senator O’MaHoney. Was it not discussed ? 

Mr. ARMINGTON. Certainly it was discussed. 

Senator O’Manoney. Tell us about it, sir; take your own time. 

Mr. ArRMINGTON. Well, in discussing the advantages and possibili- 
ties of the two organizations getting together, it was certainly obvious 
to aay that that was the right approach, which was to go ahead 
an 

Senator O’ManoneEy. Oh, yes; you wanted it; you wanted it. That 
goes without saying, but did you persuade General Motors that it 
wanted it? 

Mr. Armrineton. I did not persuade General Motors. The facts 
persuaded General Motors that it was a desirable thing to do, and 
they had the vision to go ahead with it. 

As far as arriving at a formula for exchange of shares is concerned, 
that was arrived at very simply with the understanding that it would 
be on the basis of earnings. 

Senator O’MaHoney. Did you ever get the slightest glimmerin 
of an idea of why, in the 6 months between your first exploratory ta 
with General Motors and your final session, General Motors came to 
a realization that they ought to take up your proposition to merge? 

Mr. ARMINGTON. 4 think it just bakes that much time to prepare 
information and give consideration to such a big problem. 

Senator O*Manoney. Well, I am trying to find out what the bound- 
niies of this problem were and what the arguments were. You just 
cannot sit here, certainly, you know you cannot sit here, and avoid 





- giving details and saying, “Oh, it is obvious.” 


Mr. ArminorTon. I am not trying to avoid it, sir; I am trying to 
recall this thing the best I can. 

Senator O’Manoney. I do not suppose that you are, but don’t I 
make it clear what I am asking you when I say 

Mr. Nrrscuke. Senator, I wonder if it might not be—— 

Senator O’MaHonEy. What is your capacity? 

Mr. NirscHkeE. I am attorney for General Motors. 

Senator O’ManHoneEy. You are the attorney for General Motors? 

Mr. NITsCHKE. Yes. 

Senator O’MaHonsy. You would be a pretty good witness on this 
matter. Were you there? 

Mr. NitscHkE. I had nothing to do with it. 

Senator O’MaHoneEy. Were you there? 

Mr. NirscHKeE. No. 

Senator O’Manoney. Do you wish to testify to facts? 

Mr. NitscuxKe. I was going to suggest something that might help 
both you and Mr. Armington to get at the facts you are after. I do 
not think he probably knows of his own knoweldge what General 
Motors had in mind, and I think, perhaps, we could bring in the 
General Motors executive that handled this, and you could ask him 
directly. 

‘** Senator O’MaHoney. Do you mean to intimate, Mr. Attorney for 
General Motors, that your company sat down to a discussion about a 
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merger and did not fully explain to this gentleman who was in the 
discussion why they wanted to take him over? . 

Mr. NirscukeE. I do not know whether they did or not, Senator; but 
Iam sure they would know what the reason was. | 

Senator O’Manoney. Well, I do not think that your suggestion 
here, sir, is adding much to the illumination of the occasion at all. 

Mr. NitscuKeE. Well, I just offered it asa help. I think maybe that 
is what Mr. Armington’s problem is. You are asking him what Gen- 
eral Motors’ reasons were. I think he is probably not sure. 

Senator O’Manoney. Do you mean to intimate that General Motors 
had its reasons which it held secret from him, and he was so anxious to 
sell and got such a good deal, that he just jumped at it without know- 
ing what General Motors was going to do, even though they were going 
to take him over and make him manager ? 

Mr. ARMINGTON. Sir; I certainly knew. 

Senator O’Manonry. You know we do not need to have any playing 
around onthis. Thisisa plain matter of fact. 

Mr. Armincton. I donot want to play around. 

Senator O’Manoney. I amsure you do not. 

Mr. ARMINGTON. I want to get to the fact of this thing as much as 
I can, but it seems to me it is just the buildup of the overall industry, 
that they saw what was going on, and they saw the chance to make a 
contribution and they went forward on it, and to it. 

Here is one thing that I would hke to add to this: That I found 
out by hearsay while we were going ahead, and later by fact, that is, 
that General Motors had been undertaking a very thorough market 
analysis of this whole field, and that had been going on at the time 
when we were acquired; that had been going on close to a year. 

Senator O’Manoney. Didthey showittoyou? _ 

Mr. ArminctTon. No, they did not. I did not know; I did not see it 
until long after we were a part of the corporation. 

Senator O’Manoney. You did not see it until after the deal was 
closed, until long after you were part of the corporation, you say ? 

Mr. Armincton. That is right, sir. 

Senator O’Mauonry. Then you were blindfolded when you sat down 
to discuss this matter with them, were you? 

Mr. Armincton. No, I was not blindfolded; no, we have used— 

Senator O’Manoney. Let me review some facts to which you have 
testified. 

You have told us that your company was engaged primarily in the 
production of specialized machines; did you not? 

Mr. ARMINGTON. Yes, sir. 

Senator O’Manoney. You have told us that you were producing 
about 50 percent of those machines; did you not? 

Mr. ArMINGTON. Yes, sir. : 

Senator O’Manoney. That there were 8 competitors in the field 
while you were producing 50 percent; did you not? 

Mr. ARMINGTON. Yes, sir; but we are mixing our points. There 
were more competitors than that in the entire earth-haulage industry. 

Senator O’Manonry. Qh, yes, of course. 

Mr. Arminctron. The eight competitors were in the dump trucks. 

Senator O’Manonry. You are trying to mix them, and I am trying 
to prevent you from mixing them. 

Mr. Armineton. All right. 
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Senator O’Manoney. I am talking about the specialized machines. 

There were only eight companies producing these specialized ma- 
chines; is that not right, sir? 

Mr. Arminoeton. These dump trucks. 

Senator O’Manoney. Dump trucks, only eight companies? 

Mr. ARMINGTON. Yes. 

Senator O’Manonry. That is your testimony. 7 

Then you went on to say that other companies which had not pre- 
viously been producing these dump trucks in large volume—that 1s 
the way I understood it—began to invade your field, began to manu- 
_ facture those things, and you came to the conclusion that it was time 
for Euclid to begin to manufacture crawler tractors. That is your 
testimony;isitnot,sir? 

Mr. Armincton. Sir, I came to the conclusion that it would be 
highly desirable if we could, but I could not see how we possibly 
could do it. 

Senator O’Manoney. That is right, because you did not have th 
capital. 3 

Mr. Arminoton. That is right. 

Senator O’Manonry. That is your testimony. 

Then because that was the situation in the industry—this is your 
- testimony—International Harvester approached you with a proposal 
to merge, but dropped it. 

Then you approached International Harvester and General Motors. 
You were now the active agent in promoting the merger; were you 
not? That is your testimony; 1s it not? 

Mr. Armineron. I was active with General Motors, merely explora- 
tory with Allis-Chalmers. 

Senator O’Manoney. Very well; we will take it that way. 

Now, then, was it not clear to you that at that time the manufacture 
of this specialized machinery was not likely to produce profits for you, 
or was it? 

Mr. Armincton. We were in a very vulnerable position, sir. 

Senator O’Manonry. You found yourself in a very vulnerable 
position ? 

Mr. ARMINGTON. That is right, sir. 

Senator O’Manoney. Didn’t General Motors know how vulnerable 
your position was? 

Mr. Armineton. I think it was obvious to everybody in the industry. 

Senator O’Manoney. Well, now, let me ask you if it was not a 
fact 

Mr. ArMINGTON. So they must have known. 

Senator O’Manoney. Was it not a fact in the discussions which 
you had with General Motors when you were really talking business 
that it was recognized that the long-range market outlook for the 
dump-truck business, which was your principal field, was highly 
favorable or unfavorable, which was it? 

Mr. ArmincatTon. Oh, the field was favorable. 

Senator O’Manoney. The field was favorable. 

It was recognized as that ? 

Mr. Armineron. I would say that it would have been. 

Senator O’Manoney. Was there no mention about it ? 
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Mr. Armincron. I do not recall the exact discussion, but certainly 
they thought well of our products. 

Senator O’MAHONEY. Gs course, I do not ask you—I do not suppose 
you kept any record of the discussion at all, but certainly there must 
have been some conversation 

Mr. Armincton. Our product was definitely —— 

Senator O’Manoney. Didn’t you tell them how many of those dump 
trucks you were selling? 

Mr. Armineton. Why, certainly, we gave them all the information. 

Senator O’Manoney. Of course you did. 

Mr. ArMINGTON. Of course we did. 

Senator O’Manoney. That is right. 

Did they tell you anything about what they wanted you to do when 
you took over as manager ? 

Mr. ArMINGTON. Why, certainly. 

Senator O’Manoney. And what did they want youtodo? ‘Tell us. 

Mr. Armineron. It was up to the Euclid organization to build a 
broader line of products to occupy a more competitive, more impor- 
tant, position in the industry and to develop new products, using the 
ability of the General Motors organization, their research depart- 
ments, the technological advances that they had made, and just do the 
best we can; that is our assignment, to get into the industry. 

Senator O’Manoney. Get into the whole field; wasn’t that what 
they told you to do? 

Mr. Armineton. Of course, you just do not do things that way. 
You take one product at a time and work on it. 

Senator O’Manoney. Mr. Reporter, will you please read the answer 
of the witness, the answer previous to this one? 

(The answer was read. ) 

Senator O’Maunoney. That is what you meant. You do not want 
to modify that answer? 

Mr. ArRMINGTON. No; that 1s what I meant, sir. 

Senator O’MaHoneEy. Was it ever suggested that by so doing Euclid 
would provide a large captive market for the diesel motors manufac- 
tured or the diesel engines manufactured by General Motors? 

Mr. ArMINGTON. The subject was not discussed. 

Senator O’ManHoney. You mean to say there was no discussion at 

all as to whether you would use Gneral Motors diesels or not? Were 
you going to be free to buy any engine in the market ? 
- Mr. Arminctron. There was no attempt made then or since then 
by General Motors to influence the Euclid division in the selection 
of engines for the products that they had made up to the time that 
General Motors was—that Euclid was acquired by General Motors. 

Senator O’Manoney. I am not quite sure that I understand that 
statement. 

Mr. ArminctTon. DoI make it clear? 

Senator O’Manoney. No. 

Mr. ArMINGTON. Perhaps he could read it back. 

Senator O’Manoney. Yes. 

(The answer was read.) 

Senator O’Manoney. Are you then free now, as the head of the 
Euclid division, to buy any engine on the market for any of your 


products? 
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"Mr. Arminoton. I said the products up to the time that we were 
ius gr eats by General Motors. I would like to— 
u * Senator O’Manoney. Then by that you mean that on all new 
~'* products since the acquisition you are bound to buy General Motors 
engines ? 
Mr. ArmincTon. To answer your question, I would like to divide 
‘<8 it into two parts: The old specialized line of products that Euclid 
made prior to the acquisition by General Motors, both the Cummins 
engine and the General Motors engine, are offered as optional equip- 
ment. 

Now, the second subject that I want to get out on this is how the 
new lines are handled. But let us first finish with the lines of products 
nit. that were made prior to acquisition. 

If we thumb through this booklet quickly—this booklet was put 
out after we were acquired by General Motors, and had become a 
iu. division of the corporation. 
“ai. The small 10-ton truck, we did not offer optional engines; we of- 
we ay only the GM; there was no satisfactory alternate engine avail- 
oe able. | 
oe In the 15-ton model FD truck we offered the Cummins engine and 
: the GM as optional equipment. | 
-« Mr. Burns. Which one was that where there was not a satisfactory 
vy engine ¢ e 
Mr. ArmiIneaton. The 10-ton truck. 
<j , Now, historically for Euclid it had been our policy to provide op- 
"tional engines. There were a couple of basic reasons why we did 
., that. One is because occasionally you find that the supplier is tied 
*“ up by strikes or his order board 1s filled up, and he cannot make de- 
livery, and the engine could completely tie up your production; and 
. the other reason is that we found that at various times as the years 
went along that the relative position of the two engine companies 
product wise and acceptancewise in the field were changed. 
_ So we felt in this specialized highway haulage business that we were 
“°* at this time better served to offer the two engines. 
me” Now, carrying on through this booklet, in the TD. we offered both; 
\!* we offered both the Cummins and the GM in the 22-ton truck. In 
_. the 34-ton truck, we offered both the GM and the Cummins; in the 
¢&* 50-ton truck, we offered Cummins alone. In the 13-yard bottom dump, 
‘* both the Cummins and the GM; in the 17-cubic-yard bottom dump, 
both the Cummins and the GM;; in the 18-cubic-yard twin-power bot- 
.¢” tom dump, both the Cummins and the GM; in the 25-cubic-yard, both 
1" Cummins and the GM; in the coal haulers. just the Cummins is listed— 
ot’ no, Cummins and GM in one model, and Cummins only on the other 
rea* model; Cummins and GM on both of these models, coal haulers again; 
nie this scraper, Cummins and GM; this scraper, Cummins or GM; this 
scraper here, Cummins or GM;; this loader GM or Cummins; and that 
covers it. 
Now, that was our situation after acquisition on engine policy for 
the old line of equipment. 
Now, on the new lines that were just then being developed 
Senator O’Manonry. Let me get that clear. Was this the policy 
i: after acquisition ? 
u% Mr. Armineton. Yes, sir. 
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Senator O’Manoney. Is this the policy now? 

Mr. ARMINGTON. Yes, sir. | 

Senator O’Manoney. On these trucks? 

Mr. Arminoeton. On those old, on those models, that we were mak- 
te a specialized field. 

enator O’Manoney. On the old models? 

Mr. ARMINGTON. Yes. 

Senator O’Manoney. Which amounted to about 1,500 annually, ac- 
cording to your testimony ? 

Mr. ArmineTton. Yes; that is the figure that we were going to re- 
check, sir. 

Senator O’Manoney. Yes. 

Are you building new models? 

Mr. ARMINGTON. Yes, sir. 

Senator O’Manoney. Are you going to offer the same choice of 
engines on the new models ? 

Mr. Armincron. No, sir; that is the second part of the problem. 

Senator O’Manonry. Yes, sir. 

Mr. Armincton. On the new lines of products, as you know, we 
are trying to build a broad line of products in production quantities 
to attract first-class dealers. That is, as was said here earlier today— 
the statement was made that—I think you, sir, made it—do you 
standardize on gne engine like in an automobile or do you offer special 
engines? SoI think that puts it very well. 

Now, here is our problem: If we are going to be competitive, we 
have to standardize on one engine, on machines that are built in pro- 
duction quantities on repetitive runs. 

Now, the reasons for that are that the cost of producing just a single 
engine is less; the design becomes more complicated if you have to 
provide for optional engines; the scheduling problem in the factory 
is more difficult 1f you provide for optional engines; the inventory 
1s higher, more factory space is required; it is more difficult for the 
dealers to stock machines and estimate their requirements if they have 
to guess it out bet ween two types of engines. 

I do not know of any volume manufacturer of repetitive construc- 
tion machinery items that has optional engines. It is just simply not 
possible to be competitive in that field and offer optional engines. 

Now, it is true in the old specialized field that Euclid was in vou 
could do it, but you simply cannot do it and be competitive in the 
production setup. 

Senator O'Mattonry. Now, that is an easily understood explana- 
tion. 

Mr. Arminaton. Yes, sir. 

Senator O’Manonry. I compliment you on it. 

But my original question still stands: With a slight modification. 
with respect to all the new models that the Euclid division will pro- 
duce, is it not a fact that a captive market for General Motors engines 
has been provided ? 

Mr. Armtneton. Well, sir, the answer is obviously. ves, that we 
are planning on using Detroit diesel engines, but I would like to point 
out why we selected the General Motors engine. 

Senator O’Manonry. Thank you. 

All right, I will be interested in that, why you selected it. 





STUDY OF THE ANTITRUST LAWS 2729 


Mr. Armineton. Could I just finish this one point, sir? 

Senator O’Manoney. Yes, please do. 

Mr. Armincton. In early 1953, February to be exact, I received a 
report—this 1s the old Euclid Road Machinery Co.—from an investi- 
gation on the cost per horsepower-hour of General Motors engines 
versus Cummins engines. 

The figures that were determined at that time—and, bear in mind, 
this is before General Motors were in the picture—indicated that it 
was 15 percent less in horsepower-hour between the 190-horsepower 
GM 671, and the Cummins 200-horsepower engine. 

Of course, it is naturally obvious what engine you would use, espe- 
cially in view of the fact that it is a more economical engine. 

Senator O’Manoney. Is that your answer, sir? 

Mr. ARMINGTON. Yes, sir. 

Senator O’MaHoney. The committee will stand in recess until 2: 30. 
Thank you very much, sir. 

You will resume your statement ; you have not finished it. 

(Whereupon, at 1:35 p. m., the subcommittee recessed, to reconvene 
at 2:30 p. m. of the same day.) 


AFTERNOON SESSION 


Senator O’Manoney. Are you ready to proceed, Mr. Burns? 

Mr. Burns. Yes, sir. You mentioned a list of old models which 
were being made at the time of the acquisition, and indicated whether 
they were sold with a choice of engines or a particular engine. Then 
vou listed new models, indicating that you are standardizing on one 
engine. 

Now, when you say “new models,” do you mean entirely new prod- 
ucts not previously made at all, or new models of previous products ? 


STATEMENT OF RAYMOND G. ARMINGTON, ACCOMPANIED BY 
ROBERT A. NITSCHKE—Resumed 


Mr. Arminecton. New models for the Euclid organization. 

Mr. Burns. I don’t think that answers the question. You were mak- 
ing certain products. You were making dump trucks, you were 
making loaders, you were making scrapers, and you were making 
some of these aircraft tractors at the time of the acquisition. 

Now, when you talk about new models which are being standardized 
so as to use only the GM engine, are you talking about new models of 
those products ¢ 

Mr. Arminoton. The crawler tractors represented a complete new 
field for the Euclid division. 

It is true that we made scrapers of the semitrailer type before ac- 
quisition. The scrapers that we developed after acquisition were of 
a new type of scraper, of an overhung engine type, which was not 
built by the old Euclid organization. 

Does that answer your question, sir? 

Mr. Burns. Partially. 

(Short recess. ) | 

Senator O’Manoney. All right; will you. continue? 
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Mr. Burns. Are any of the dump-truck loaders, coal haulers, or 
scrapers which you made prior to the acquisition now designed so that 
the specifications call for a GM engine? 

Mr. Armrincton. In every model of the old line equipment we con- 
tinue to offer an optional model. 

Mr. Burns. I am not sure I understand that. Do you make any 
trucks of any kind now which have specifications that fit only the 
GM engine? 

Mr. ArMINGTON. The 15-ton truck we offer in Cummins and GM. 
The 22-ton truck we offer in Cummins and GM, and so forth, down 
through the line. 

Mr. Burns. So there are no trucks that you make now which are so 
designed that they call specifically for the GM engine? 

Mr. Armineton. I completely overlooked the 10-ton unit, which has 
always been General Motors powered. 

Mr. Burns. Yes; you had mentioned that previously, but when you 
are talking about these new models you are not talking about products 
which you have made prior to the acquisition in which Cummins en- 
gines had been offered as a choice? 

Mr. Arminotron. That’s right; Cummins power is offered optionally 
in each size of vehicles that we were building before. 

Mr. Burns. What are the new products in which you have found 
it desirable to standardize on the one engine, and that is, the GM 
engine ? 

Mr. Armineton. The new products that we have developed since 
acquisition are volume production units, and in order to be competitive, 
we have to use one engine. | 

As I mentioned before, there are a number of reasons, cost, inven- 
torywise, schedulingwise, where you simply cannot offer two engines 
and still be competitive. No manufacturer that I know of in the 
volume field offers two engines. 

Mr. Burns. What types of products are these that are in the volume 
production ? 

Mr. ArmineTon. The scraper, the overhung engine scraper, that is 
the two-wheel tractor that I mentioned, and the crawler tractor line. 

ee O’Manoney. Do you have any new models of off-highway 
trucks ¢ 

Mr. Arminctron. We have improvement of various models coming 
on from time to time, but we are staying in the same general classifica- 
tion, same general size classification. We are always improving, sir. 

Senator O Minoney. Do they also have the same engine choice as 
the old models? 

Mr. ARMINGTON. Yes. 

As I said before, all of the size categories are offering two engines. 
There just simply has been no radical change in that grouping. 

Senator O’Manoney. So you are trying to make it clear at on 
these dump trucks, which constitute the bulk of your business in the 
beginning, even though you make some changes in these models, you 
are still offering the same choice of engines that you have offered 
before; is that right ? 

Mr. Armincton. The customer can make the selection, yes. 
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Mr. Burns. In that type of equipment the Senator is referring to, 
the Cummins engine may be installed without any changes in the 
equipment or any modification ? 

Mr. ArMINGTON. Well, the point is, you have to design your product 
from the ground up, really, to take the particular engine. You just 
simply can’t pull one engine out and put another one in; it isn’t that 
easy. 

All your accessory situations are different, your shrouding, your 
1radiator, your whole design for that. 

Mr. Burns. You are talking about your trucks now? 

Mr. ArmMINGToN. Yes, I am talking about the trucks where we are 
using the optional engine. 

Mr. Burns. Prior to the acquisition, did you have to design differ- 
ent types of trucks, one for Cummins and one for GM? 

Mr. ArMINGTON. Why, certainly, certainly. One 15-ton truck will 
be designed to take the Cummins engine, another 15-ton truck will be 
designed to take the Detroit diesel engine. I think that sums up why 
it is that you just simply can’t offer optional engines and get your 
costs down, if you are in a volume production field. 

Mr. Burns. Maybe I misunderstood Mr. Boll, but I would like to 
try to get it clear. I understood from Mr. Boll that a customer 
would select the piece of equipment, then tell what engine he wanted 
installed in it; isn’t that the practice in the industry ? 

Mr. Armineron. Excuse me just a moment. I will get another 
piece of literature that might clarify it. I think I will have a piece 
of literature which will clarify this thing better than I can explain it. 

These were put out, I guess, 3 or 4 years ago. This booklet shows 
how these different models are designed specifically for this Cummins 
power engine, and you have in this other booklet a whole series of 
machines which had the same basic products of the old Euclid 
Motor Co. with General Motors power. But we are at the point 
that you just simply can’t take an order from a customer and then 
pull an engine off the shelf and stick it in the chassis that is sitting 
in the yard, and ship it to him. You have got to plan and schedule 
uhead of time, and you have got to design ahead of time, plan and 
schedule ahead of time, and work it through on that basis. It actually 
is a different model, although it is the same size truck. 

Mr. Burns. Here is this book you have which says, for example, 
take model FFD, a 34-ton rear dump. It gives all the specifications as 
to weights, et cetera, and it provides a choice of 2 engines, 2 GM 190- 
horsepower, or 2 Cummins 200-horsepower. 

Do you mean that although that had a single model number, that 
it had to be designed differently, depending upon which engine the 
customer selected ? 

Mr. Armineton. It has different model numbers. The basic FFD 
is common, but 1 FFD is General Motors-powered, and the 4 FFD 
is Cummins-powered. And those trucks are different. They have 
the same body, but there are a good many different things in them. 

Mr. Burns. For many years you supplied your equipment, espe- 
cially the equipment which is referred to, as offering a choice of 
engine, to your customers, and gave them the choice of either type of 
engine; didn’t you? 

Mr. ARMINGTON. Yes. 
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Mr. Burns. Weren’t those products made in volume production, 
those dump trucks? 

Mr. ArminetTon. Not in the volume that you have in the scraper 
field and in the crawler-tractor field. As we mentioned before, 1,500 
against—what was it—50,000, or whatever it was, is the ratio. 

Mr. Burns. But that 50,000 is the entire industry ? 

Mr. Armineton. 1,500 is for the entire rear dump industry, too, 
for the year 1953. Asa matter of fact, as reported by the Department 
of Commerce, it was 1,487 for the year 1953 for rear dumps. That’s 
where that figure came from. 

Mr. Burns. Don’t you call it volume production the way you make 
your dump trucks? 

Mr. Armincton. I would call it small volume production, but not 
volume production like the crawler-tractor industry at all. 

Mr. Burns. So that you say you still are offering the choice to your 
customers of Cummins and GM engines in all the products in which 
you offered them before the acquisition ? 

Mr. ArmincTon. Yes. 

You have changes as you go along, but the actual fields of 15-ton, 
99-ton, and so forth, are the same. 

Mr. Burns. You have supplied us with figures showing a com- 
parison of the engine purchases by Euclid for the years 1947 to 1955, 
inclusive ? 

Mr. ARMINGTON. Yes, sir. 

Mr. Burns. May we have these included in the record? 

(The document referred to is as follows :) 


Comparison—Engine purchases by Euclid 





Cummins Detroit diesel Cummins Detroit diesel 
Year Engine Co., division, total Year Engine Co., | division, total 
total purchases purchases total purchases purchases 

1947... --_--__-- $2, 012, 851. 08 1 $1, 772, 588. 86 1953 2 occu dns: $4, 805, 874.00 | ! $1, 076, Sn4. 00 
1048) c-2cs cect ue 1, 877, 939.87 | 11, 658,198.66 || 1954.___.....2.--. 2, 251, 526. 00 2, 159, 695. 00 
TOAD ec es ets 902, 662. 64 11, 233, 429. 63 1955 (9 months 
WO50 20.02 25 ves cates 3, 097, (48. 01 1 1, 049, 151. 66 ending Sept. 30, 
LOS) ee sere ee 3, 855, 561. 00 1 2, 356, 347. 00 1955) 22-2 lee 1, 087, 800. 00 4, 598, 618. 00 
1952... 22 e 4, 551, 567. 00 1 1, 689, 779. 00 


1 From 1957 through 1952 GM produced only 1 engine, the 6.71 190 horsepower. In 1953 GM added the 
6-110 300-horsepower engine. Cummins from 1945 on furnished engines rated at approximately 150 horse- 
power, 200 horsepower, and 275-300 horsepower. 

Mr. Burns. According to this schedule, Euclid used more Cummins 
engines than it did diesel engines until 1955, GM diesel engines. 

Mr. Arminoron. In the year 1949 and in the year 1955, we used 
more Detroit Diesel engines than Cummins engines. 

Mr. Burns. Now, what were the reasons that your orders for Cum- 
mins engines were reduced in 1955? 

Mr. Armineron. Basically, it is customer choice, and there is also 
another very important reason that has entered the picture. 

Detroit diesel only built the 671, that is, the 190-horsepower engine, 
up through 1952. That was all we had in our line up at that time. 

We had been experimenting with Detroit Diesel’s 300-horsepower 
engines for several years and added them to our line early in 1953. 

Now, part of the reason for this difference in volume is the fact that 
there has been a sharp trend upwards in the volume of the 22-ton 
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machines and the trend downward in the 15-ton machines and, of 
course, the 22-ton machine was exclusively Cummins—well, I shouldn’t 
say exclusively—it was Cummins- and Buda-powered up to 1953, 
although the Buda was a very small contender, but after 1953 the 
options were Detroit diesel and Cummins. 

Mr. Burns. Is it your statement that in all the years prior to the 
acquisition in 1953, your customers preferred Cummins engines, and 
then after the acquisition they began to prefer General Motors engines ? 

Mr. Arminaton. That wasn’t my statement at all. 

Mr. Burns. You said that it was customer preference that accounted 
for thechange. I wanted to make sure I understood. 

Mr. Armincton. My statement was that the 300-horsepower Detroit 
diesel engine was not available to us in volume quantity until 1953. 

Mr. Burns. Is this the sole reason why your sales, purchases, from 
Cummins, dropped 75 percent, and purchases of GM engines rose 75 
percent ! 

Mr. Arminoton. No, sir. I said that was one important factor ; 
and another important factor is customer choice. 

Mr. Burns. How important was the customer choice factor in this 
change or reduction of 75 percent in the engines that they wanted 
from Cummins and an increase of at least 75 percent in engines that 
they wanted from General Motors? 

Mr. Arminoton. I do not think I can evaluate it gicebean The 
customer had his free choice to choose which of the powerplants he 
wanted. in his hauling equipment. 

Mr. Burns. My figures were incorrect as to the increase. The 
increase, of course, was 300 percent in the use of GM over the use of 
Cummins, and the increase of 1955, of GM engines in 1953 was also 
about 300 percent. 

Now, was there any change in the method of selling this equipment 
after the acquisition which may have accounted for this customer 
selection of GM engines? | 

Mr. ArmincTon. I think there 1s. 

Mr. Burns. Will you tell us what the changes were ? 

Mr. ArminctTon. The Euclid dealers during 1953, many of them, 
were put in a position where they could service Detroit Diesels— 
could sell Detroit Diesel parts. 

I would think that having in mind parts volume that that might 
well affect a dealer’s feeling, and he might very well use sales efforts 
on the customer. 

Mr. Burns. Were these dealers that you are talking about dealers 
who sold Euclid products? Did they sell any other products besides 
Euclid products? 

Mr. Armineton. Many of our dealers are multiple-line dealers and 
sell other products. 

Mr. Burns. Were they not in a position to have diesel, Detroit 
Diesel, parts before the acquisition ? 

Mr. ArmineTon. No, they were not in 4 position to do so. 

Mr. Burns. Why were they not? 

Mr. ARMINGTON. Because we had never developed our dealer organi- 
zation to a point that 1t was practical to have them service the parts in 
our engine. We depended upon the Cummins engine dealer organiza- 
tion and the Detroit Diesel dealer organization to do that service. 
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Mr. Burns. Was there any reason why these dealers could not. just 

as well handle Cummins parts while they were handling Detroit Diesel 
arts? 
Mr. Armineaton. It never was practical. J was—— 

Mr. Burns. You mean it was not practical from the standpoint of 
GM or it was not practical from the standpoint of 
5 Mr. ArMINGTON. It was not practical from the point of view of the 

ealer, 

The arrangement with Cummins had just simply been that it did 
not offer enough margin to the dealer to make it worth while for him 
to handle Cummins diesel parts. 

Mr. Burns. Is this another factor which is going to make it more 
difficult for Cummins to obtain business, the inability to have its parts 
in the hands of the dealers who sel] the Euclid equipment ? 

Mr. ArmincTon. That is Cummins’ policy, aad they will have to 
answer that themselves. Over the years it has always been a problem 
with us, it has been one of the problems in our merchandising organiza- 
tion. We could not have a strong enough one to get bumper-to-bumper 
service. 

The Caterpillar organization could go out and sell against us, the 
dealer pointing out he could take care of the whole machine from 
bumper to the rear bumper, engine parts, and anything else. We were 
not in a position to do so. 

We had to depend upon the two respective Detroit Diesel and Cum- 
mins dealer organizations. 

Mr. Burns. That had not been a handicap in your sales up until 
1953, according to the statistics you have shown us. 

Mr. ArMInaTon. That is because of our product leadership in the 
field as compared to the other fellow’s. It would show up in the fu- 
ture, I am very certain, when the competitor has products that are as 
good as ours. 

Mr. Burns. So you were basing that on a prediction of the future 
rather than actual past experience ? 

Mr. ArRMINGTON. Well, it is definitely essential that you should have 
bumper-to-bumper service, and let your dealer handle it if he is really 
going to bea first-class dealer and get out and do a real job. 

Mr. Burns. Was there any practice after the acquisition of 
equipping the products with GM engines so that they would be ready 
for the customer when he came in to select a piece of equipment ? 

Mr. ARMINGTON. Our basic interest was selling trucks, and we 
stocked whatever machines it was a reasonable volume on them, and 
regardless of whether it was Cummins or Detroit Diesel power did not 
make any difference; it was a question of estimating the volume re- 
quirements and stocking for it. 

Some machines we did not stock at. all, of the larger sizes, either with 
Detroit Diesel or Cummins; they were just too specialized. 

Getting back to this parts, bumper-to-bumper service thing, Detroit 
Diesel does offer—rather the LeTourneau organization does sell 
Detroit Diesel parts, the LeTourneau dealer organization sells Detroit 
Diesel parts. Actually they were doing that before Euclid was. 

Mr. Burns. But even though they gave their dealers the advantage 
of having Detroit Diesel parts, you were still ahead of them in sales. 

Mr. Arminoaton. In the rear dump haulage field, yes; because of 
the type of haulage that we were making. 





STUDY OF THE ANTITRUST LAWS 2735 


Mr. Burns. Yes. Weare just trying to evaluate—— 

Mr. ARMINGTON. It is just a matter of product. 

Mr. Burns. We are trying to evaluate how important it was to get 
these GM parts into the hands of dealers in order to help the dealers 
sell Euclid equipment, in view of the fact that the record shows that 
they successfully had been able to sell your products when they did not 
have them, and the difference being that this would seem to be a handi- 
cap on the ability of Cummins to dispose of its engines if it is an advan- 
tage to the dealer to have GM parts. 

Mr. Armincron. Our competitive problem is Caterpillar and not 
Cummins. 

Mr. Burns. But Cummins is one of the companies in the business 
that has to be considered. 

Now, were there any other changes in connection with your arrange- 
ments with the dealers after you were acquired by GM? | 

Mr. ArmMiIncTon. Well, sone dealers found themselves in a positioii 
where lines would badly conflict. 

Mr. Burns. In what way ? 

Mr. Arminetron. In the long run they would make a selection be- 
tween—lInternational Harvester being the main source of the conflict. 

We had a number of dealers who handled both International Har- 
vester crawler tractors and our own—their own rubber-tired products. 

International had been experimenting with rubber tires for years 
and obviously, as they would progress with that, it would be apparent 
to the dealer that there would be a conflict and, of course, now that we 
are developing a crawler tractor, the conflict comes from that side, too. 

Mr. Burns. Does that mean that those dealers gave up International 
Harvester or they gave up Euchid? 

Mr. ARMINGTON. Well, the dealers make their own choice. 

Mr. Burns. I mean, what has happened ? 

Mr. ArmineTon. Some have done nothing, some are continuing to 
handle both lines, some have chosen one way and some have chosen 
the other. : 

Mr. Burns. Then, to some of the dealers they do not find it a serious 
conflict ? 

Mr. Armincton. Some of them have not made a decision as yet. 

Mr. Burns. Under what terms was it the custom to sell your equip- 
ment to dealers prior to this merger ¢ 

Mr. Armincton. What do you mean, sir? 

Mr. Burns. Did you sell them for cash or did you sell them on any 
kind of credit? 

Mr. Arminton. The largest part of our sales were by cash. I won- 
der, sir, should I finish—we are getting off 

Senator O’Manoney. He has not finished his statement. 

Mr. Burns. What he is going to discuss is, I believe—let us see what 
it is—let me finish this question of dealers and then he may continue. 

You do not mention that in your prepared statement; do you? 

Mr. Armincton. No, sir. 

Mr. Burns. Let us finish it. 

Mr. Arminaton. I do not believe so. 

Mr. Burns. Let us finish it, and then you can go into the dealers. 

You sold, you say, for cash prior to the acquisition ? 

Mr. Armineton. We sold both on terms and for cash. The bulk of 
the business was on a cash basis. 
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Mr. Burns. Were there any discounts involved in that? 

Mr. Armincton. We always offered a cash discount. Again, it gets 
back to the lack of financing in the early days; the precedent of a cash 
discount was established and carried on. 

Mr. Burns. The bulk of your sales were through dealers for cash? 

Mr. ArMincTon. Yes, sir. 

Mr. Burns. Was there a change in that after the acquisition ? 

Mr. Arminoton. Yes. 

Mr. Burns. What was the change? 

Mr. Armineton. We followed the General Motors policy of elim- 
inating the cash discount, selling on a net basis. 

Mr. Burns. Well, how did that affect the prices of the products that 
you sold to the dealers? 

Mr. Armincton. They were adjusted so that the amount that the 
dealer paid for his model would be the same. . 

Mr. Burns. How long after the acquisition did that adjustment 
take place? 

Mr. Arminoton. IJ think about a year. 

Mr. Burns. Did the change of giving up this cash discount take 
place immediately or was that a year later? 

Mr. ArMINGTON. A year later. 

Mr. Burns. I see. 

So that for about a year you continued with the same practice you 
had ¢ 

Mr. Arminoton. Yes. 

Mr. Burns. And then you adjusted the prices. 

That meant that you reduced the price list down, the equivalent of 
about 5 percent? 

Mr. ARMINGTON. We reset the prices so that the amount of dollars 
the dealer paid for his product was the same as they were before. 

Mr. Burns. Well, after that adjustment was there any change in 

rice 
7 Mr. ARMINGTON. There have been i adjustments since that time, 
yes; the same as the industry generally. 

In that connection, I would like to point out there has been no price 
revision in the Euclid line from, I believe, about 1950 up until early 
in 1955. ; 

Mr. Burns. Well, has this change in cash-discount policy caused 
any of the dealers to purchase on credit? 

Mr. ArmMinGTON. Euclid does not offer credit as such. The YMAC 
credit plan is available to them if they choose to use it. It is another 
service that Euclid is now able to offer to the dealers. 

Mr. Burns. And YMAC, is that Yellow Manufacturing Accept- 
ance Corp.? 

Mr. ARMINGTON. Yes, sir. 

Mr. Burns. Is that.a division of Genera] Motors? 

Mr. ARMINGTON. Yes; either that or a dpe 

Mr. Burns. Just what kind of service does YMAC offer to your 
dealers? 

Mr. Armincton,. A financing service, both customer financing serv- 
ice and a floor plan financing service. 

I neglected to say that the old Euclid Road Machinery Co. also 
offered a floor plan for the dealers. | 
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Mr. Burns. Will you tell us what that is? 

Mr. ARMINGTON. I do not remember exactly, but it was a means for 
permitting the dealer to have the product for several months without 
making complete payment. I do not remember the details. 

Mr. Burns. But after the several months, if he kept it he paid for 
it? 

Mr. ArminerTon. That is right. | 

Mr. Burns. Is that handled differently at the present time ? 

Mr. ARMINGTON. Yes, in its basic elements it accomplishes the same 
things. 

Mr. Burns. Well, since most of your business with these dealers 
had previously been for cash, just how does the service of YMAC 
enter into it? 

Mr. Arminoton. Well, a customer either finances it himself and 
_ pays usor YMAC finances it for him or—I am talking about the dealer 
~ now. 

Mr. Burns. Yes. 
Mr. ArmincTon. Perhaps the customer buys for cash and perhaps 
_ the dealer reimburses the division: 

Mr. Burns. Are those arrangements offered as a part of the terms 
of purchase by the dealer from the Euclid division? 

Mr. Armineton. Yes. YMAC, the YMAC privilege, is available 
to any dealer handling Euclid products. 

Mr. Burns. Do you know how your dealers previously financed their 
purchases before you became part of General Motors? 

Mr. ARMINGTON. I think they financed it somewhat with local banks - 
and somewhat with national credit companies. But I think a large 
number of them still do that. Some of them use the YMAC service. 

Mr. Burns. Do they also use the YMCC service ? 

Mr. ArMINGTON. I am sorry, sir, I do not know what that is. 

Mr. Burns. I believe it is the Yellow Manufacturing Credit Corp. 

Mr. Armineron. I am not familiar with that. 

Mr. Burns. Is there any insurance involved in any of this financ- 


ing ? 

Mr. ARMINGTON. I am unable to answer that. I do not know just 
how those technical affairs are handled. It would seem logical that 
there might be, but I do not know. 

Mr. Burns. You mean there is no connection between the trans- 
action by which the Euclid division sells the products to the dealer 
and the arrangement for financing ? 

Mr. Arminoton. YMAC worked that out with the dealers. Itisa 
service they offer the dealers, the same as the local bank or a credit 
company. 

Shall I continue, sir? 

Mr. Burns. I have one more question. 

Senator O’Manoney. Let us see if Mr. Burns has anything else. 

Mr. Burns. Do you know how much of the Euclid division’s sales 
since the acquistion have been financed through YMAC? 

Mr. Arminoton. I think we presented a statement on that; if I can 
. see it, I will read it to you—25 percent. 

Mr. Burns. Can you tell us whether this financing arrangement was 
a factor in the increase of total sales which your company had from 
about $33 million in 1952 to an average of $54 million in 1953 and 1954? 
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Mr. ArmiNneToN. My opinion is that it was not an important factor. 

Mr. Burns. You may continue with your statement. 

Mr. Armincton. About 6 months after my original exploratory 
talks with General Motors, we renewed the discussions and, as a result, 
Euclid’s business was acquired by General Motors Corp. I learned at 
that time that that General Motors itself was engaging in reseach and 
development work in the off-the-road equipment field at its GM truck 
and coach division at Pontiac. 

I had heard rumors of that ahead of that time, but I received factual 
information on it after the acquisition. 

The staff working at the truck division on this construction-ma- 
chinery project was transferred to Euclid. 

_ Now this staff consisted of 11 men that were transferred to Cleve- 
land. Their work, I found out later, had been largely of a preliminary 
nature, exploratory, but actually some basic design development, but 
not detailed design development. 

This group was enlarged in Cleveland under Euclid’s supervision. 
One of the first steps taken to broaden Kuclid’s line of products was 
the manufacture of a large crawler tractor that was designed by this 
staff. Here isa model of that crawler tractor. 

A need for improvement in the heavy crawler line had seemed 
obvious to Euclid management for years. Contractors, as a field ex- 
pedient, often had to join together or “Siamese” two conventional 
tractors to get sufficient power. Tlighway construction required in- 
creased size and capacity of earth-moving equipment. In 10 years, 
Euclid rear-dump trucks had increased from 10 to 50 tons. Bottom- 
dumps were three times larger than the original machine, and _ horse- 
power had doubled. Power loading shovel sizes on road building 
formerly used a 114-cubic-yard shovel. Now, 214- to 5-cubic-yard 
shovels are used on excavations on turnpikes and highways. Yet 
crawler tractors during this period had increased in power only 
slightly by comparison. It took 20 years, from 1930 to 1953, for 
crawler tractors to double in power. In 19538, the largest crawler trac- 
tor marketed was 175 horsepower. The Genral Motors-Euclid organi- 
zation was almost immediately able to double crawler tractor horse- 
power with its 390-horsepower TC-12 and create earth-moving ability 
of an even greater increase. 

The first tractor engineered by General Motors is designated as the 
TC-12. It is powered by two 190-horsepower engines for a total of 
880 horsepower. Each half is individually connected through a full 
torque converter transmission to individual tracks. This provides 
the operator extreme maneuverability, in that 1 track can be run 
oe and 1 rearward enabling the tractor to turn in its own 

enctn. 

In other words, it turns on this axis down through here whereas the 
conventional tractor turns on an axis through its tracks. 

The two halves of the tractor are connected with a central pivot 
shaft which allows one-half to move up and the other down, inde- 
pendent of the other, thus insuring full contact of both tracks on the 
ground at all times thereby substantially increasing tractive effort. 

“ain 1f you take a look at the model, it gets that type of action 
there. 
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This tractor is now in use on several construction projects and 
mines around the country. On the Indiana turnpike this tractor, 
used in connection with a TS-18 scraper, also designed by General 
Motors since its acquisition of Euclid, has enabled the contractor to 
double the amount of dirt hauled per hour and cut his cost by one-half 
as compared to any equipment previously available to him from any 
other manufacturer. When it 1s considered that one of the greatest 
public needs today is a tremendous road-building program, estimated 
at present to require $100 billion over the next 10 years, the tech- 
nological contribution which General Motors has already made in 
reducing the cost to the Nation of this tremendous construction pro- 
gram is obvious. 

Actually 24 percent of our products shipped in the 9 months of 
1955 are new products that are developed Ay the Euclid-GM team. 

Senator O’Mauoney. What percentage? 

Mr. ArminaTon. Twenty-four percent, sir. These are purchased 
by the user solely because of their increased productive benefits. 

Now again I want to point out that the TC-12 crawler, the S—7, 
S-12, S-18, the S-18 scrapers, there was not a line on paper when 
the Euclid organization became a part of General Motors. Large 
projects, like producing a crawler tractor, often take 5 to 10 years. 
This thing is in production in very small quantities, pilot-run basis, 
in the short time now from September 1953. 

That was possible due to the know-how and ability of the General 
Motors organization and the hard work of the boys at Euclid. 

Manufacture of this large Euclid crawler tractor is Just beginning 
in production quantities and it can be presumed that it has stimulated 
all three major crawler-tractor manufacturers to produce heavier, 
more powerful tractors. Certainly the stimulation of this field is going 
to result in lower costs of dirt moving. 

It seems to me that only through combined efforts of a large manu- 
facturing concern could such machinery be developed. LBy itself, 
Euclid could have made no such contribution. As a matter of fact, 
from my standpoint as one of the principal owners of a small busi- 
ness, I would have felt that the most Euclid could have hoped for by 
itself, in view of the nature of the industry and the advances in 
technological progress, would have been to have survived in a con- 
stantly Noein way on a limited basis with the few products in 
which Euclid had pioneered and in which it had established a 
reputation. 

During this period I would like to read some figures. In 1945 
with our 10 million sales, the profit after taxes was 2.8 percent. In 
1946 with 1714 million sales, the profit after taxes was 8.2 percent. 
In 1947, with $32,800,000 of sales, the profit was 10.7 percent. In 
1948, with $31,200,000 sales, the profit was 9 percent. In 1949, the 
volume dropped off to $22,700,000 with a profit of 5.8 percent. 

Then in 1950 with $31,400,000, it was 5.7 percent, and in 1951 the 
sales volume was $53 million, with 3.9 percent profit after taxes. In 
1952, with $33,700,000, it was 4 percent profit after taxes. 

Senator O’Manoney. Do you think that was an unusual position? 

Mr. Armineron. To my mind this clearly indicates the problem 
that Euclid was finding itself getting into, the increasingly competi- 
tive situation. 

67272—56—pt. 6——36 


2740 STUDY OF THE ANTITRUST LAWS 


Senator O’Mauoney. You found for Euclid as a small business that 
it was getting increasingly difficult to compete? 

Mr. ARMINGTON. Yes, sir. 

Senator O’Manoney. Would you think that that was the same 
situation for other small businesses in this field? In other words, was 
it your feeling that competition in this industry was getting more and 
more difficult ? 

Mr. ArmincTon. I think it was. I think it was much more difficult. 

Senator O’Manoney. Generally speaking. 

Mr. Arminoton. I think it was much more difficult, and the need 
for a complete line of products to support an aggressive dealer organ- 
ization is becoming more and more evident all the time. 

Senator O’Manoner. What do you do to maintain a loyal aggres- 
sive dealership organization ? 

Mr. ArmiIncToN. Give them a line of products they can make a 
profit on. 

Senator O’Manoney. What sort of a contract do you give them? 

Mr. ARMINGTON. It is pretty much a conventional contract in the 
industry. I am not too familiar in detail with it. I think it is a 
1-year-tenure contract. 

Senator O’Manoney. Cancelable by the manufacturer without 
recourse? 

Mr. ArmincTon. I am not in a position to comment. I don’t have 
that information here. It is conventional in the industry. 

Senator O’Maroney. Isn’t the dealer system the basis upon which 
you carry on your sales? 

Mr. ArMINncTON. It is. 

Senator O’Manoney. Now you know that the dealers complain that 
they put up the money for their plants, they invest their capital, they 
have a 1-year agreement, it scarcely can be called a contract because 
it can be terminated without reason by the manufacturer. Now that 
is the conventional contract so far as General Motors and Ford go. 

It is not the contract as far as Chrysler goes with automobile dealers, 
so I am trying to find out, and I assume from your answer, that your 
esd contract is conventional like the automobile contract of General 

otors. 

Mr. Armincton. I am not familiar with the automobile contract. 

Senator O’Manoney. Well, you are the head of the Euclid Division, 
are you not? You are familiar with your own. 

Mr. Armineton. I am familiar with our own relations with our 
dealers, and they are excellent. 

Senator O’Manoney. And you said it was a conventional one. 

Mr. Armineton. And we have very little turnover in our dealer 
organization. The working relationship is working out very well. 

Senator O’Manoney. Of course, that is not the question. You said 
in the first place that it was a conventional arrangement, and then 
when I tried to get some of the details about it, you said, “Well, I 
don’t know anything about it.” 

Well, how do you know it was conventional if you don’t know any- 
thing about it? Now, isn’t it a matter of fact that the contract you 
have with your dealers is practically the same as the contract that 
General Motors has with its automobile dealers? 





_ a 
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Mr. Arminoton. Frankly, I can’t answer that. I don’t know. I 
think it is probably more nearly like competitive construction machin- 
ery company producers. 

Senator O’Manoney. Will you get us a copy of your contract? 

Mr. ArMINGTON. We will be very glad to submit that. 

Senator O’Manoney. Please do. : 

Mr. Armincton. That would probably answer the question much 
better. | 

Senator O’Manonry. Yes. We will expect to receive from you now, 
a copy of your dealer contract. 

Mr. ArMInGTON. Yes, sir; we will provide it, and I do want to re- 
peat though that to my mind, as the general manager in operations, 
that the working relationship with the dealer is the important thing, 
and we have enjoyed excellent working relationships with our dealers. 

Senator O'Manoney. Well, I would think it would be the basis of 
good relationship. 

Mr. Burns. May I ask a question about these profit figures? You 
gave a percentage of profit. What is that a percentage of? 

Mr. ArMINGTON. Sales. 

Mr. Burns. Percentage of sales. Was it out of those percentages 
of sales that you increased your net worth by $13 million over a 6-year 
period ? 

Mr. ArminctTon. Largely reinvested earnings. 

Mr. Burns. All right. Go ahead. 

Mr. Armincton. How long Euclid could have survived on the old 
basis, Ido not know. Certainly it could not have hoped to continue to 
make real advances in this fast-growing industry. 

And again I want to repeat that I have very vivid recollections of 
worrying about the problem of competitors being able to put so many 
more salesmen in the field and have much more aggressive engineering 
problems than we had. The fact that we had such a narrow line of 
products was a most precarious position to be in. | 

In contrast, associated with General Motors, my plant and its 
personnel—now working with the aid of General Motors research and 
engineering—is in the position to employ its initiative to the fullest 
and to endeavor to contribute importantly to the advancement of the 
industry. In this regard, we are particularly fortunate, we believe, 
in being associated with a company like General Motors, with its know- 
how in the application of diesel power and power transmission and its 
techniques in mass production of heavy equipment. 

But. perhaps even more important is what I consider the General 
Motors attitude. I have already mentioned our preliminary start in 
the crawler tractor industry, but this is just a beginning. Develop- 
ment of rubber-tired equipment is being continued; an engineering 
program on scrapers has been expanded. The primary effort from 
the General Motors point of view is to aid us in biniding the type of 
equipment which will meet. the tremendously growing needs of the 
highway and construction industry in the near future. Its approach 
has not been to use its dollars merely to expand production of products 
already available from others but to develop new and improved lines 
of products in an industry which needs them and in an industry 
which is of growing importance to the well-being of all of us. 

Now, for example, General Motors pioneered the Allison transmis- 
sion. The old Euclid Co. started using it experimentally in 1946. The 
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pan power scraper that we are now building is a mighty good example 
of that. 

We had had the problem for years of trying to find a way to power 
the rear wheels on a semitrailer earth-moving vehicle. We actually 
made machines with a remote powerplant back there, hydraulic drive 
transmitting, generating the high-pressure oil in front of the tractor 
and transmitting 1t back to the rear for power. 

We spent a lot of money on it, and it just simply didn’t work out. 
As soon as we heard about this remote control transmission of General 
Motors, it Just opened that. entire door to us, and we got started imme- 
diately with them on that development. This led to twin power trucks 
and scrapers and a whole new group of earth movers. It really came 
into commercial importance in 1950, and by 1954 it is getting to be a 
pretty wide buyer’s choice. : 

At one time or another during the 2 years since our acquisition by 
General Motors, we had in the field over 20 experimental models at 
various construction job sites in the United States. 

Actually, Euclid’s engineering budget since acquisition has been al- 
most 10 times what it was prior to acquisition. 

How many of these products that we are working on will prove 
commercially useful, we do not know. But this is the direction of the 
effort. The importance of progress in this field in terms of the bene- 
fit to the public, I think, must be recognized since one-third of the 
contractor’s dollar is spent on earthmoving. 

Since operating as general manager of a division of General Motors, 
I have grown familiar with the General Motors management view- 
point. They are always looking for opportunities for a technological 
contribution. An example of that is what was done in the case of 
Electro-Motive. | 

I am sure, from talking with General Motors officials, that they felt 
a great contribution could be made in the construction-machinery field. 
From my point of view, it has been a very wonderful thing, because for 
many years we have gotten a great deal of satisfaction out of de- 
veloping and growing, and now we are in a position where we can keep 
on doing it. 

Nacielly: it would be fine if small family companies like Euclid 
could continue to stay small and independent and at the same time 
do the big things required in their industry. The fact remains that 
Euclid had just grown into a market and an industry which required 
the finances, resources, and facilities of a larger organization. 

I know this committee cannot be concerned with my own personal 
problem of how to make my small company successful, something I 
could not have hoped to do without the association with some large 
organization such as General Motors. 

Senator O’Maunoney. In the vernacular, commonly used; if you 
can’t beat ’em, join em. Proceed, Mr. Armington. 

Mr. Armineton. But I am sure the committee cannot be uncon- 
cerned with the advantages to the public which are stemming and will 
stem from such an association. 

My small organization, with its broadened horizons, has been greatly 
stimulated, not only by its association with General Motors, but be- 
cause of its increased potential for the development of new and im- 
proved equipment in this most important field of construction machin- 
ery. I have reason to believe that our efforts will and have already 
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acted as a stimulus to the other members of the industry, all of which 
taken together, I think, in view of the tremendous construction proj- 
ects we face, is of vital importance and value to our country and to 
the world at large. 

Now, 1n summation I would just like to add a couple of comments 
here. 

My family were the originators of fast off-the-highway haulers. 
We have had fast progress, and the development has been exciting. 
It’s been a great experience, but we found in the early fifties that we 
were beginning to die on the vine, as indicated by this diminishing- 
profit situation. 

We always have to think years ahead, and I knew absolutely that 
the thing was getting more difficult, and I didn’t see a good potential 
solution to the problem, unless in some way our product could be made 
supplemental to a crawler-tractor bale It certainly has been a 
source of great satisfaction to see this old original family aim of 
wanting to build a self-powered prime mover, that is, firstly, a crawler 
tractor, and then a wheel tractor, and finally, a rubber-tired hauling 
unit, to see it preserved and carried on in great shape. 

Thank you very much, sir. 

Senator O’Manoney. Well, I thank you, sir. I think you have 
added a great deal today to the understanding of this question. 

For example, I think your recent statement about your own expe- 
rience, watching your profits, your profits on your sales, not on your 
capital, declining, made you feel that your family company was dying 
on the vine. 

Now, the unfortunate fact is that throughout the country family 
-corporations, family firms, family companies are dying on the vine 
in industry, and mergers are increasing. 

ay have been increasing angicl during the past 2 years, and 
by each merger the amount of owner control decreases over the indus- 
try. When yours was a family corporation, your father, your brother, 
and yourself managed that corporation. Now that you are only a 
division in General Motors, the stock of which is counted in the 
milhons of shares and held by hundreds of thousands of people, it is 
managed by a handful of the shareholders, who do nothing—I mean 
the great majority of the stockholders do nothing but send in their 
proxies, signed as an expression of confidence in the management. 
But they exercise no control whatsoever about the policy. 

Now, you, having been in a family company where you did exercise 
all the control of the policy, I would like to know what your experience 
is with respect to the formulation of policy in this new expansion. 
Who does it? What is your part? 

Mr. Arminotron. The actual operation of the Euclid Division is 
left pretty largely to me. 

Senator O’Mauoney. Pretty largely ? 

Mr. ArmincTon. Pretty largely. 

Senator O’ManHonry. What is the function of the board of direc- 
tors? What is the function of the executive committee of the board 
of directors? 

Mr. Arminaton. I would like to answer this in a little bit different 
way, 1f I may. 

Before acquisition by General Motors, I was responsible to a board 
of directors. Our engineering section would work out plans for new 
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products, we would consider them, make projections on them, always 
submit our major decisions to the board for approval. We would 
have the counsel and guidance of our board. 

Now, I have a similar situation with Detroit that we are responsible 
for doing a job; they are available for counsel and guidance very 
much the same as our old board of directors was. 

Senator O’Manoney. Well, who do you mean by “they” ? 

Mr. Armincton. My immediate superior in the General Motors 
organization. 

Senator O’Manoney. Well, who is he? 

Mr. Armineton. Mr. Osborn. 

Senator O’Manonry. What is his title? 

Mr. ArMinGTON. He is group executive. 

Senator O’Manoney. He is group executive? 

Mr. ArmMineToN. Yes, sir. 

Senator O’Manoney. Is he a member of the board ? 

Mr. Arminaton. Yes; he is. 

Senator O’Manoney. Is he a member of the executive committeef 

Mr. ArMINGToN. He is a member of some of the executive com- 
mittees. 

Senator O’Manoney. How many execufive committees does General 
Motors have? It was my understanding there was only one. 

Mr. Arminoron. I was thinking, when I made the statement, about 
some of the policy committees. 

Senator O’Manoney. Now, yours was a family corporation ? 

Mr. Arminctron. That’s mght. 

Senator O’Manoney. And it is now a part of a vast stockholder- 
ship corporation ? 

Mr. ARmMINoToN. It is part of a large organization; that’s right. 

Senator O’Manoney. And you see clearly, I suppose, the change 
that has come over industry in the United States and commerce by 
reason of tle substitution for the family corporation doing a com- 

aratively small business, of a gigantic corporation engaged In many 
usinesses, but governed by the same central executive group? 

Mr. ArMINGTON. Sir, I would like to put it in my own way. 

The way I see the picture, we are in a big Nation. I think there is 
a place for small business and I think there is a place for big business. 
I think big business is needed to support a big country and make it 
go forward. . 

Senator O’Manonery. With that I will agree. 

Mr. Armineron. I think that our story is a story of a small com- 
pany that found itself in an industry that was too big for a small- 
family company, and that was evidenced from the very first crawler 
tractor, wheel tractor, on through to the creditors’ committee, and this 
chap from Firestone that told us we were misplaced. 

It is just the fact that we, through our own efforts, were able to 
project this small business into an industry that was out of proportion 
for us, and we certainly feel that the eventual solution 1s an ideal 
one. 3 

Senator O’Manoney. What is the eventual solution ? 

Mr. Armincron. The eventual solution is that the Euclid Co. is 
now a part of a large organization, well able to compete in its industry, 
and that this has resulted in saving the stockholders’ equity. 
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An industry has been saved for Cleveland. Our employment is 
up 81 percent in a brief 2 years. It is a stimulant to competition, and 
we are making better products for our customers. I just think it 
is a great. American experience. 

Senator O’Manoney. If that was good for you, is it good for these 
other companies with which you are competing ? 

Mr. Arminoton. I think the little stimulant would be very fine to 
those fellows. 

Senator O°’Manonry. Oh, a stimulant? 

Mr. Armineton. They did not increase their horsepower in propor- 
tion to what little Euclid was able to do. 

Senator O"Manoney. Here is the Oshkosh Motor Truck, of Oshkosh, 
Wis; should that make application to get into General Motors? 

Mr. Armincron. Oshkosh are in a specialized field. 

Senator O’MaHoney. So were you. 

Mr. Armincton. We were, but our specialized field was being in- 
vaded by the large producers. I doubt very much that the large pro- 
ducers are invading Oshkosh’s field. I don’t know; I am guessing, 
but I doubt it. 

Senator O’Manoney. Would you suggest, then, that any corpora- 


, tion which finds itself in the same position with you, should join with 


General Motors rather than die on the vine? 
_ Mr. Armineton. I think when a company finds itself out of place, 
1f a big company is in a business that is logically a small business, it 


_ will find that it can’t compete. When a small company finds that it 


is in a business that is really the logical place for a big business, it 


. can’t compete. 


I think it is just a matter of getting it sorted out. Sometimes maybe 


. it can be done, the sorting job can be done well, and maybe sometimes 


it can’t. In our case, why, I think it was an ideal solution. 

Senator O’Manoney. You have just said that this is a good country, 
it needs big business and it needs small business. 

Have you any suggetion to us as to what we should do to keep a 


. position for small buiness in our country, and to prevent big business 


from proceeding along the line of merger, which is now so obvious, 
to take over a larger and a larger proportion of the industry of the 


. Nation? 


_ Mr. Arminoton. Well, sir, I am not an economist, but my opinion 
is that free enterprise itself can solve that problem very nicely, that 
when either big or small business finds itself out of position, it will 


' be unable to compete satisfactorily and it will have to solve its problem. 


Senator O’Manoney. You know, don’t you, that free enterprise all 
along the road has been hampered by combinations in restraint of 
trade, conspiracies to restrain trade; that the courts have repeatedly 
found verdicts that companies and individuals were engaging in these 
conspiracies. It has been obvious from them that small business has 
suffered from them. 

This was so serious that when the present Attorney General took 
his office, he selected a special group of lawyers and professors and 
economists to study the antitrust laws and make recommendations. 
That report is before Congress. Congress, which has jurisdiction in 
this field, has it in mind. 
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Do you think, as the basis of your statement that free enterprise 
can solve it, do you mean that it can solve it without a law ? 

Mr. ARMINGTON. Sir, do you want me to answer that, not being 
an economist and not being a student of such things? I will be glad 
to tell you my opinion. . 

Senator O’Mauoney. I think your opinion would be very valuable, 
sir, because you are the head of a very substantial part of the General 
Motors business. 

Mr. Arminaton. My opinion is the same as I stated before, that 
there is a place for small business and a place for big business, and 
they will sort themselves out, naturally, under the laws of supply and 
demand. 

Senator O’Manoney. Do you mean that Congress should keep its 
hands off; do nothing about it? 

Mr. Armrnoton. I don’t believe I am in any position, sir, to make 
a comment on what Congress could do. I think that would be pre- 
suming that I know more about such things than I do. 

Senator O’Manoney. I won’t press you, sir. You have been very 
kind. 

Mr. Burns? 

Mr. Burns. I just wanted to clear up one thing, to make sure that 
the record was correct. 

I had asked you about the profits from 1946 to 1952, and you had 
given us the figures. Was it the policy of the company to plough back 
into the company substantially all the net profits? 

Mr. ArmiInGTON. We have realized, sir—— 

Mr. Burns. I mean during that period. 

Mr. ARMINGTON. I am going to answer you. We realized from the 
very beginning, even before we were in the hands of the creditors’ 
committee, that we were really in potentially a big business, and 
that the only thing we could do was to grow as rapidly as we can, and 
hope that we could accumulate enough size to satisfactorily compete, 
to get a line of products gradually developed soon enough so that we 
could get enough salesmen in the field to carry us along, and naturally, 
we reinvested our earnings as much as we could in order to allow us 
to grow. 

Mr. Burns. Well, the reason I asked the question is because on 
the basis of the percentage figures you gave, the profits after taxes for 
those years, 1945 to 1952, was approximately $1414 million, and your 
net worth increase was about $13 million, and I wanted to know 
whether that was the result of ploughing back into the corporation 
the earnings. 

Mr. Arminoton. I think there was a little of additional capital 
added there; the substantial growth was due to reinvested earnings. 

Mr. Burns. I think that is all. 

Senator O’Manoney. Mr. Armington, again I want to express our 
appreciation to you for your answers. 

I am particularly grateful for your readiness to respond, and I 
think that you have given an example—as Mr. Hamilton did a few 
days ago, a retired division manager of General Motors—that there 
is a possibility of the executives of big business and the representa- 
tives of the people in Congress to come together and in a frank dis- 
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cussion of these economic problems solve them in the public interest, 


both in the interest of the big unit and the interest of the small unit. 
I feel very deeply that unless we follow the example which has been 
set at this table through the cooperation of yourself and Mr. Hamilton 


as representatives of big business, it will be very difficult indeed to 


solve this problem, which is swallowing up family companies such as 
yours was. 
Thank you again, sir. You are excused. 
Mr. Burns. We have another witness, Mr. Chairman, Mr. Peter 


- Reed. 


Senator O’Manoney. Allright, Mr. Reed. 


STATEMENT OF PETER REED, ATTORNEY AT LAW, 
CLEVELAND, OHIO 


Mr. Burns. Would you give your name to the reporter ? 

Mr. Reep. Peter Reed. 

Mr. Burns. Mr. Chairman, I asked Mr. Reed to come here today 
because this merger or acquisition which we have been discussing rep- 
resents one of the problems under section 7 of the Clayton Act, which 
appears to be indefinite in the guides which Congress has given to 
the enforcement agency and the courts. 

It is our understanding that the Department of Justice looked 
into this merger, and I believe it would be useful for our subcom- 
mittee to understand the type of problem presented in considering 
such a situation. 

Mr. Reed was the attorney for the Euclid Co., and I would like to 
ask him some questions with reference to the extent to which the 
Department of Justice studied this acquisition. 

enator O’Manoney. Well, may I say, Mr. Burns, so that there 
will be no misunderstanding, we have, of course, had many witnesses 
to tell us about the manner in which departments and commissions 
in the Government operate in this field. 

Anybody who has been a Member of Congress for any long period 
knows that in the Interstate Commerce and the Federal Trade Com- 
mission, in the Power Commission, in the Department of Justice, these 
questions are constantly arising, and that fie uently representatives 
of companies in all good faith go before these Commissions to discuss 
oe problems which are presented when questions of merger come 
along. 

The Department of Justice, through the Antitrust Division, does 
that constantly. The Federal Trade Commission does it, and so 
forth ; and one of the reasons the study was made by the Attorney Gen- 
eral involved the difficulty of finding a rule. In industry the trend 
is toward standardization. In law there does not seem to be any 
standardization developed yet so far as mergers and combinations are 
concerned. 

The rule of reason applies and, therefore, it is a question which we 
must study. 

I make that statement because I want you to know the committee is 
not at all endeavoring to embarrass you or your client in the questions 
that will be asked by the counsel for the committee. 

Mr. Rerep. Thank you, Senator. 
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Mr. Burns. Mr. Reed, did you represent the Euclid Road Machinery 
Co. prior to its acquisition by General Motors in October 1953 ? 

Mr. Reep. Yes; I did. | 

Mr. Burns. Were you a director of the company ? 

Mr. Reep. I was a director beginning about 1943 or 1944; that is just 
a recollection. It would have to be subject to some tolerance. 

Mr. Burns. Now, prior to the actual consummation of the acquisi- 
tion, was there any cinscussion with representatives of the Antitrust 
Division of the Department of Justice? 

Mr. Reep. You mean by me, personally ? 

Mr. Burns. Yes. 

Mr. Reep. Yes, there was. 

Mr. Burns. Will you tell us about when that was and what the cir- 
cumstances were under which the conference was called ? 

Mr. Reep. Early in August of 1953 a proposal was—an offer was 
made by General Motors Corp. to be transmitted to the individual 
shareholders of Euclid offering an exchange of shares. 

I was at work with others of my partners in the mechanics of carry- 
ing out the things needed to be done to see whether or not the exchange 
would be accepted or not, and if so, to effectuate it. 

I may say, Senator, that I am a practicing lawyer, and a lawyer 
does not like to discuss his client’s affairs with anyone except the client. 
Nevertheless, I have the consent of Mr. Armington to discuss this 
subject matter, which I discussed with you last night, and I assume 
that is what the committee wants. 

Mr. Burns. Yes. 

Mr. Reep. I would not want it to be thought among my other clients 
that I discuss their affairs generally, Senator. ° 

Senator O’Manvonry. Well, it is clearly understood then that you 
are operating now, testifying now, with the clear understanding and 
consent of your client. 

Mr. Reep. In the middle of September, I cannot recall the exact 
date, but I would pinpoint it at the 15th or 16th of September, I re- 
ceived a telephone call from Mr. Hogan, who is the general counsel 
for General Motors, saying that he had been requested to appear be- 
fore a section of the Department of Justice in Washington to discuss 
this proposed acquisition which had been the subject of a great deal 
of publicity in the press. 

He asked me if I would join them because I had some knowledge 
of the situation from Euclid’s point of view. I said that I would, 
and I did join them here in Washington on a date, the 15th or 16th or 
perhaps the 17th of September. 

We met in the Department of Justice with 5 gentlemen, 3 of whom 
I can name, Mr. Kramer, Mr. Jacobs, and Mr. Dufner; the other 2 
I cannot name, but. there were 5 gentlemen who inquired of us for at 
least 4 hours, and perhaps 5 hours, concerning the details of the trans- 
action, the background and all. 

At that time I spoke only on behalf of my client, and based on the 
facts which TI knew in that respect. I had no definitive information 
concerning General Motors at that time at all, and I did not presume 
to speak for them. 

We answered the questions propounded to us fully and completely. 
to the best of our ability. We covered the entire range of facts—well, 
just generally—it was a complete investigation into the entire sub- 
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stance of the transaction, what the effect would be, the product that 
Euclid made as compared to the product that General Motors made. 

I did not go down prepared with any material. I was not asked to. 
We did leave with the committee a rather complete list of the tech- 
nical specifications. I think Mr. Armington gave you one; I think 
that green thing that you have over there, if that be for 1953. I do 
not know whether it is or not, but it was a complete list of the principal 
products of Euclid Road Machinery Co. as they were being made and 
marketed in 1953. 

Mr. Burns. This happens to be from the Euclid division of Gen- 
eral Motors. 

Mr. Reep. Mr. Armington has handed me—Mr. Armington, is this 
‘the 1953 

Mr. ARMINGTON. Yes. 

Mr. Reep. I must say to you gentlemen I cannot say with certainty 
that this is complete, but I do say to you from my memory this is the 
typical thing, and it is my belief that we gave them all and substan- 
tially all of this document. 

Now, this is the rear dumps, the bottom dumps, the coal hauler, yes, 
we discussed those; the hauler, we discussed those; the scraper, which 
was then a very new product, as I recall it, and in the painful stages 
of experimentation; we went through all of those with the various 
members of the committee. 

I hand you that with the express understanding that I do not war- 
rant, Senator, that is complete, but that is representative of the mate- 
rial that I left with the committee. 

Senator O’Manoney. The committee in the Department of Justice? 

Mr. Rerp. The committee, the group with whom we met; there were 
five of them. It was a very complete inquiry into the transaction, its 
background, the intentions, and all of that sort of thing. 

I kept no notes of the meeting; I have no record from which I can 
go beyond my memory, which 1s, I think, reasonably good, although 
I did not charge myself to remember it; I thought it was a matter of 
explanation that would not arise again. 

Mr. Burns. Did any of those of the Department of Justice staff 
inquire as to the competitive position in the industry in which Euclid 
was at that time? . 

Mr. Reep. They inquired very much as to that. 

Mr. Berns. What kind of information did you have available to 
answer those? 

Mr. Reep. None except my general understanding and memory. I 
felt rather close to it although I was not an officer of the corporation, 
and I did not have access to the details. I was familiar with the grow- 
ing strength of the competition from the three big manufacturers. I 
was very acutely with the financial problem that the company faced. 
I think if Mr. Armington had been more candid that both he and my- 
self and the other board of directors lav awake nights for many months 
wondering how we could ever resolve our bank loans which were over 
$6 million. Wesimply saw no means of doing it. 

What was your question again? I think I got off the track. 

Mr. Burns. I think you answered it. 

Mr. Reep. Yes, the competitive situation. 

Mr. Burns. Yes. 

Mr. Rrep. Yes. 
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We discussed that and we discussed at length the fact that Euclid 
was unable to compete because it was engaged in the manufacture and 
sale of what was, in fact, a highly specialized and a specific tool, and 
not in a line of business; that 1t could not command the respect of the 
contracting fraternity in buying, it could not command the necessary 
support of distributors or dealers because they did not have the wide 
enough line; they did not have means of extending credit. 

It was a struggle to build a new building. The board of directors 
used to discuss at length whether we could invest $12,00 in a new tool, 
and I spent many days discussing our balance sheets with our bankers. 

I should say to you I had at the meeting with me either the monthly 
report of the company for the month of June or July 1953, or the 
accumulation of those monthly reports for the year, up to June 3. 
But I do not have them now. Those were all destroyed when I cleared 
out my files something over a year ago, but it was simply a copy of the 
published monthly reports. 

They discussed the numbers of the units that the company made, 
they asked me for my views as to the relative position in the trade. 
and I told them to the best of my ability, and I believe my answers 
were reasonably accurate, showing that the big competition, the big 
money competition, was moving in, the scraper field was being invaded: 
the bottom dump field was being invaded, the scraper was becoming a 
very important tool, growing very rapidly. 

Our end dumps were not growing rapidly, our bottom dumps were 
hmited to the soft earth-hauling operations such as the levees and the 
dams, and we were in what I would call a static market; whereas the 
scraper and the crawler were the tools which we had to have if we 
could go ahead and maintain our position. 

We saw no means of doing it. Our financial situation was—Mr. 
Armington insists it was sound, yes; it was a firm company but the 
means of going ahead simply were not there, gentlemen; that is my 
opinion. 

Mr. Burns. Did you tell the Department of Justice that the phys- 
Ical plant had expanded approximately eight times its size since the 
war ¢ 

Mr. Reep. I think I did. We certainly discussed the figures and 
the balance sheet showing the investment in plant which necessarily 
must have reflected that. 

Mr. Burns. Was the Department told that Euclid was the leading 
producer of the products which were its principal line of business ? 

Mr. Rrep. They were aware of that before the meeting. Their 
questions clearly indicated that. There never was any question about 
that. Iam referring tothe end dump truck only. 

That was the only unit in which the company retained leadership. 
The bottom dumps, they were losing position very rapidly, and the 
scraper which we were trying to get into was growing very rapidly 
in the hands of our competitors, so that our position was only dominant 
in that one tool only, and that was the end dump. 

Mr. Burns. That was the principal product that the company was 
making, which was responsible for most of its net annual income, 
was It? 

Mr. Reep. Not if you exclude—what was your last question ? 

Mr. Burns. Suppose you read it, Mr. Reporter. 

(The question was read.) 
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Mr. Reep. I would not want to answer that. 

We had invested money in some of the big end dump trucks that 
jhad been very expensive, and I would not want to be quoted in saying 
that was our principal profit item any more. 

Mr. Burns. Well, I think that Mr. Armington indicated that prob- 
ably up to 80 to 90 percent of the income was from these trucks. 

Mr. Reep. Well, the revenue, I do not think he said income—I think 
he would be mistaken if he said that. Maybe I am wrong, I do not 
know. The books would speak for themselves; I am speaking from 
memory ; I do not know. 

Mr. Burns. We were told about total sales. 

Mr. Reep. Aggregate sales. 

Mr. Burns. Well, now, was the department told of the increase of 
net worth from $3 million to $16 million in that period ? 

Mr. Reep. Oh, we outlined very clearly what the record would be 
and the fight that the family had made to retain its position. Its 
dividends were very, very small, gentlemen; almost all of its earn- 
ings—the family was not well-treated as owners of that company in an 
effort to keep it up. 

Mr. Burns. But they still owned the company ? 

Mr. Reep. They still owned the company. 

Mr. Burns. It had increased from $3 million to $16 million in a 
period of 6 years ? 

Mr. Reep. A very small dividend was being given—they received 
very small dividends. 

Mr. Burns. Was there any discussion about the effect on competi- 
tors of General Motors such as Cummins that this acquisition might 
have? 

Mr. Reep. The question of engines and all of its components, the 
source of it was discussd in rather complete detail. 

Mr. Burns. After the acquisition took place, was there any dis- 
cussion as to what General Motors would do with the Euclid division ? 

Mr. Reep. Yes. It is my recollection that they intended to operate 
as a division, but to Jiquidate the Serpe to operate it as a division 
under the Armington family, and that they intended not to disturb 
in the slightest the distribution system, but to foster it and improve 
it if they could, because they were going to try to solve the competitive 
problem which the Armington family could not solve by itself. 

Mr. Burns. Do you recall whether there was any discussion of the 
desirability of standardizing production and using one engine instead 
of two? 

Mr. Reep. Well, I think there are two questions in your statement, if 
I may say. 

Mr. Burns. Well, you can divide them up and answer them sep- 
arately. 

Mr. Reep. They are unrelated. 

Yes. The necessity for getting into production, standardized pro- 
duction and reduced costs to meet competition—you see, our competi- 
tion all were bumper-to-bumper manufacturers; that is, Caterpillar 
made everything, International Harvester made everything, Allis- 
(Chalmers made everything, and they were not in the position of having 
to buy components, and they were not in the position of having to 
<lesign 2 or 3 models of the same unit. 
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They made a single standardized unit, and that was the thing, in 
my book as a director of the company, which was murdering Euclid, 
and we discussed it, that was one of the reasons why Euclid was com- 
pelled to find help from outside sources, someone who could enable 
us to do that thing or Euclid was through. That was discussed in 
detail. 

Mr. Burns. Was this information with respect to the increase in size 
of the physical plant, the amount of earnings and the amount of 
increase in net worth, presented in writing to the department ? 

Mr. Rreep. Not by me. There was one place where I think that it 
might have been submitted. 

Mr. Hogan, at the conclusion of the evidence, handed to one of the 
gentlemen who was acting as chairman, and I cannot tell you which 
one, a copy of the application to the New York Stock Exchange for the 
listing of the shares to be issued for the Euclid shares, and that, in my 
recollection, has a complete financial record back 5 years, a description 
of the company. It is almost in the form of a prospectus, very com- 
plete, and that was handed by Mr. Hogan to the one who was acting as 
chairman of the meeting. 

Mr. Burns. Was there any decision rendered by the Department of 
Justice following the conference ¢ 

Mr. Rrep. I do not know. 

Mr. Burns. That was just this one conference? 

Mr. Reep. One conference; it was very complete, very exhaustive. 

I was there at Mr. Hogan's invitation, and that is the last I heard 
of it. 

Mr. Burns. The last you heard of it # 

Mr. Reep. The last I heard of it. 

Senator O’Mauoney. May I interrupt you? 

Mr. Burns. That is all I have. 

Senator O’Manoney. Were you asked the question as to what rea- 
sons General Motors expressed for taking over the Euclid firm ? 

Mr. Keep. I was not asked any such questions as that at all. There 
was discussion between Mr. Hogan id one of the gentlemen on that 
subject. I was not a party to it because I knew nothing about the 
General Motors situation. 

Senator O’Manonry. You see, the picture which has been drawn 
here, and it is made very, very clear by you, that the directors of 
Euclid were staying awake at. night wondering how the $6 million 
of indebtedness could be paid off. 

Mr. Reep. That is right. 

Senator O’Manoney. You felt you were in a segment of the industry 
which was declining in importance, two of your products, so far as 
you were concerned 

Mr. Reep. That is right. 

Senator O"Manoney. Two of your products. 

Mr. Rerp. In relative importance, Mr. Senator. 

Senator O’Manoney. Yes; all right. Two of your products were 
being turned out by competing companies. They were competing 
companies of the Euclid Co., and the Euclid Co. was unable to finance 
the expenditures required to meet the trend 

Mr. Reep. That is right. 

Senator O’Manoney (continuing). Which was developing. So, 
forecere'ng that trend, explorations were undertaken for the possi- 
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bilities of mergers; two companies were mentioned by Mr. Armington, 
Allis-Chalmers and International Harvester. 
- Then he mentioned General Motors, and finally General Motors 
took it over and furnished the money necessary to enable Euclid to do 
what it could not do of itself. 
Now, General Motors is not represented to us as being an angel dis- 
_trbuting money to keep companies going. It is guided by men who 
are very able in the field of finance, and their capital invested is 
invested for the purpose of producing profits. 
. Now, evidently they saw some profit opportunity in taking over 
Euclid. Was that at any time discussed by you or others? 
, Mr. Reep. I had no discussion with anyone from General Motors 
-on any such subject at all. | 
I had one meeting with representatives of General Motors, at which 
.time we discussed only the balance sheet figures. My particular 
emphasis was on an analysis of the profit sharing and the pension 
fund which the company had, which was quite involved, and the ques- 
tion of whether or not the company had mortgage indebtedness or 
obligations and things of that sort ; that is the only 
Senator O’Manoney. Asa director of the company ? 
Mr. Reep. That was as counsel, Senator. 
Senator O’Manoney. Well, I was framing another question. 
Mr. Reep. But there were no other meetings which I attended at 
_all, none whatsoever. 
+ Senator O’Manoney. Not as counsel, but as a member of the board 
‘of directors, did you or do you care to say whether you approved 
the merger? 

Mr. Reep. I do not know whether I should or not, but the fact is 
that I did approve the merger. I felt this was a solution to an other- 
wise almost insoluble problem. 

Senator O’Manoney. Did you frame at any time in your own mind 

_an opinion that you are willing now to express as to why General 
‘Motors felt willing to venture into this merger ? 
Mr. Reep. No, Mr. Senator; I do not care to speak for them. I felt 
_it was a fine thing, and I felt it to be a fine thing; it has to be good 
on bothsides. I had no reservations on it. 
. Senator O’Manonry. It had to be goed on both sides ? 
Mr. Reep. It had to be. 
Senator O’Manoney. I will accept that as an answer. 
Mr. Reep. I think you must, Senator. 
Mr. Burns. That is all I have. 
Senator O’Manonry. You have no other witnesses this evening ? 
Mr. Burns. No, sir. 
Senator O’Manoney. Mr. Reed, we are very much obliged to you. 
Do vou care to add anything ? 
Mr. Reep. Nothing at all. 
I should like to have the record show that I have responded to your 
_ subpena, sir, and that I am discharged therefrom. 
~ Senator O’Manonry. You are, indeed. 
. Mr. Reep. Thank you, Senator. 
* Senator O’Manoney. The meeting wil] stand in recess until 10 
o’clock tomorrow morning. 
(Whereunon, at 4: 35 p. m., the subcommittee recessed, to reconvene 
‘ at 10a. m., Friday, November 18, 1955.) 
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UNITED States SENATE, 
SUBCOMMITTFE ON ANTITRUST AND Monopo.y 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:20 a. m., in room 
424, Senate Office Building, Senator Joseph C. O’Mahoney presiding. 

Present : Senator O’Mahoney (presiding). 

Also present: Joseph W. Burns, chief counsel; Donald P. McHugh, 
assistant counsel; and Joseph A. Seeley, assistant counsel. : 

senator O’Manoney. Mr. Burns, are you ready to proceed 2 

Mr. Burns. Yes, Senator. 

The manufacture and distribution of automotive parts and acces- 
sories 1S a Very important part of the automobile industry. Although 
the automobile manufacturers make many parts themselves, hundreds 
of smaller independent manufacturers supply many other parts which 
are assembled into an automobile, or used as replacements. The re- 
placement market supports many thousands of independent busi- 
nessmen as wholesalers, jobbers, supply stores, service stations, et 
cetera. It has been estimated that the replacement market alone for 
parts and accessories is in excess of $2 billion at the wholesale level. 
The combined annual market for such automotive products, including 
both original equipment and replacement uses, is reputed to exceed 
$8 billion. 

One problem to be considered is the nature of General Motors’ role 
in the sale and distribution of parts and accessories. Complaints have 
been made that coercion is exerted in various ways by General Motors 
upon its dealers, restricting their right to teh parts and acces- 
sories from independent sources. Several years ago the Federal 
Trade Commission issued an order to General Motors to cease and 
desist from such coercive practices. The Federal Trade Commission 
also issued an order against General Motors in 1953 directing its A-C 
Spark Plug division to cease engaging in price discrimination and 
exclusive dealing practices. _We wish to determine whether the Com- 
mission’s orders have been effective in eradicating the consequences of 
those practices. 

In January 1954 General Motors inaugurated a new program for the 
distribution of parts and accessories at wholesale. The subcommittee 
seeks to know what the effect of this program has been upon the au- 
tomotive parts industry. 

The first witness today will be Donald P. MacDonald, attorney 
with the Federal Trade Commission: and Assistant Counsel Joseph A. 
Seeley will examine him. 


2755 
67272—-56—pt. 6——37 


2756 STUDY OF THE ANTITRUST LAWS 


Senator O’Manoney. We are glad to have you with us, Mr. Mac- 
Donald. Please proceed. 


STATEMENT OF DONALD P. MacDONALD, ATTORNEY, FEDERAL 
TRADE COMMISSION 


Mr. SeetEy. Mr. MacDonald, do you have a prepared statement? 

Mr. MacDona tp. I do. 

Mr. SEELEY. Will you proceed. ° 

Mr. MacDonaxip. My name is Donald P. MacDonald. I am an 
attorney for the Federal Trade Commission. I am presently as- 
signed to the headquarters staff of the Bureau of Investigation, but 
for 20 years—including Army service—I was assigned to the Com- 
mission’s Chicago office as an investigating attorney, except that from 
November 1952, to August 1954 I was attorney in charge of that office. 

Your committee has requested that I appear and testify in this in- 
quiry, and the Federal Trade Commission has authorized me to make 
a statement, as you have requested. 

* Senator O’Manoney. When you speak of the Bureau of Investiga- 
tion, you mean, of course, the Bureau of Investigation of the Federal 
Trade Commission ? 

Mr. MacDona.p. Of the Trade Commission; yes, sir. 

Senator O’Manuoney. I wanted to make that clear on the record. 
There might be some misunderstanding. 

Mr. MacDonavp. Most of the passenger-car manufacturers were 
located in the territory assigned to the Chicago office, which stretched 
from Detroit to Denver. 

Before coming to the Commission I worked for a Madison, Wis., 
law firm and did not have any contact with the automobile industry. 

In 1934 the Chicago office was working on a file involving the alleged 
forced sale of parts and accessories by General Motors Corp. to its 
automobile dealers. Several of us worked on this file, and I was 
assigned to write the investigational] report to the Commission. There- 
after various other investigations were undertaken involving the prac- 
tices of various automobile manufacturers, and I either investigated 
them or participated in or supervised such investigations. 

General Motors dealers complained that they were not free to buy 
parts and accessories from local parts jobbers. Parts and accessories 
manufacturers and jobbers complained that they were unable to sell 
parts and accessories to Genera] Motors dealers, and they charged 
General Motors was monopolizing the parts and accessories business 
of their independent dealers. 

A complaint was issued in this matter by the Commission in 1937, 
and I was assigned to assist the trial attorney at the hearings. 

Two issues were raised. General Motors Corp. was charged with 
forcing its distributors to buy parts and accessories from their respec- 
tive automobile divisions, such as Chevrolet and Pontiac, to the exclu- 
sion of competing sellers, through the use of intimidation, oppression, 
and coercion, including threats of cancellation and actual cancellations 
of new-car franchises, as well as shipping unordered parts and acces- 
sories, both directly and by attachment to new cars or in the trunks 
of new cars. The complaint charged that the use of these methods to 
force dealers to buy their accessories and supply requirements exclu- 
sively from the General Motors division from which they purchased 





c 


— 
? 
<gme 


4 


STUDY OF THE ANTITRUST LAWS 2757 


automobiles constitutes an unfair method of competition and a viola- 
tion of section 5 of the Federal Trade Commission Act. The second 
3Ssue raised in the complaint challenged a clause which was continued 
3m. the new-car franchise of each General Motors dealer. 

‘This clause read : 


Dealer agrees that he will not sell, offer for sale, or use in the repair of Chev- 
rolet [Pontiac, Oldsmobile, and Buick] motor vehicles secondhand or used parts 
Or any part or parts not manufactured by or authorized by the Chevrolet 


[ Pontiac, Oldsmobile, Buick] Motor division—General Motors Sales Corporation. 


Lian 


However, the State of Texas has a very strict antitrust section in its 


' statutes, so in that State the foregoing contractual provision was more 


- }+mnited in its scope: 


Dealer agrees that he will not sell * * * as genuine new Chevrolet repair 
parts or any part or parts not manufactured by or authorized by Chevrolet * * *. 
It was alleged that this provision in the General Motors contract 
constituted a violation of section 3 of the Clayton Act in that it in- 
volved an exclusive dealing agreement which had the effect of sub- 


_ stantially lessening competition and the tendency to create a monopoly 
- in the parts business used on General Motors cars. 


General Motors denied that it had employed illegal methods in the 
sale of parts and accessories to its dealers and further denied that the 


_ questioned contractual limitation constituted a violation of the Clay- 


Bnd a 
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ton Act, in that it did not have the effect of substantially lessening 
compeition. 

General Motors relied upon the decision in Pick Manufacturing 
Company v. General Motors Corporation, et al., handed down in 1936, 
which eventually was passed upon by the Supreme Court in 299 United 
States Reports 3. In this case General Motors Corp. sued Pick Manu- 
facturing Co. for trademark infringement and charged that Pick 
had misappropriated the Chevrolet symbol, and other symbols, I might 


* add, on the hub caps manufactured by Pick. Pick countered with a 


suit. in which it— 


- challenged the validity under section 3 of the Clayton Act of a provision of the 


contracts made with dealers by the selling organizations of General Motors Corp. 


The provision was the one to which I have just referred. 
The Supreme Court said: 


The district court dismissed the bill of complaint and warrant of equity and 
its decree was affirmed by the circuit court of appeals (80 F. (2d) 641). Upon 
the evidence adduced at the trial, the district court found that the effect of the 
clause had not been in any way substantially to lessen competition or to create 
a monopoly in any line of commerce. This finding was sustained by the circuit 
court of appeals. 


The Supreme Court thereupon affirmed the decree. 

An examination of the record in the Pick case demonstrated Pick 
had relied upon the language of the statute which declared : 

It shall be unlawful * * * to * * * contract for sale of goods * * * on the 
condition * * * that the * * * purchaser * * * shall not use or deal in the 
goods * * * of a competitor * * * where the effect of such * * * sale * * * 
may be to substantially lessen competition or tend to create a monopoly in any 
line of commerce. 

Counsel for the Pick Manufacturing Co. relied upon the words of 
the statute where the effect may be. In this he appeared to be ahead 
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of his time because the Court concluded that the contractual provision 
had not substantially lessened competition. 

However, Commission’s counsel met the burden of demonstrating 
that competition had been substantially lessened by calling many 
manufacturers and their factory salesmen and jobber outlets who testi- 
fied that they had been repeatedly told by various General Motors 
dealers that they were required to buy their parts and accessories from 
their General Motors car division and that General Motors did not 
permit them to buy so-called nongenuine parts from local jobbers. The 
manufacturer and jobber testimony demonstrated that by thus fencing 
its dealers off, General Motors had reduced the sales of the independ- 
ent parts and accessories manufacturers and had substantially dimin- 
ished competition. 

Many parts manufacturers testified that they made parts which 
were carefully engineered and produced to meet the specifications as 
to material, measurements, tolerances, et cetera, of the parts being sold 
by General Motors to its dealers. Some of these manufacturers were 
supplying parts and accessories to General Motors and they testified 
that there was no substantial difference between the parts which they 
sold to their jobbers for resale to General Motors dealers and the same 
parts which they sold to General Motors Corp. 

Nevertheless, their jobbers testified that they were unable to sell 
these high quality parts and accessories to General Motors dealers. 

Various General Motors dealers and ex-dealers testified they were 
told by their Chevrolet division parts salesmen (Pontiac, Oldsmobile, 
et cetera) as the occasion may be, that they must confine their pur- 


chases of parts and accessories to those purchased from the Chevrolet 


factory (Pontiac, Oldsmobile, et cetera). 

General Motors’ contract provided that the company representa- 
tives— 
shall have the right at any reasonable time * * * to inspect and check over the 
dealers’ stock of repair and replacement parts if in seller’s judgment a sufficient 
quantity of parts and repair and replacement purchases are not then in dealer's 
stock, dealer hereby agrees to immediately order such parts as may be recom- 
mended by seller. 

Several dealers testified that Chevrolet, Oldsmobile, et cetera, sales- 
men did inspect their parts and accessories supply room and directed 
them to get rid of “nongenuine” parts and accessories and to discon- 
tinue purchasing such items except from Chevrolet, and the other 
divisions. Additional quantities of parts and accessories were shipped 
without order when a dealer was found to be buying such items from 
local jobbers. 

Dealers testified that they had to resort to subterfuge and conceal- 
ment to avoid being disciplined by the factory representative. There 
was testimony that Motorola radios had to be removed from the show 
floor and secreted “upstairs” so that the factory representative 
wouldn’t see them. They used the word “upstairs” as a substitute for 
the ladies’ washroom, as a matter of fact. | 

Other dealers and dealers parts men testified that they were directed 
to discontinue buying such parts as A-C spark plugs and New De- 
parture bearings, Delco-Remy parts, and other items which had been 
made by General Motors and sold through its United Motors division 
to local parts jobbers. Factory salesmen complained that these genu- 
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.' ine General Motors parts were not in Chevrolet boxes and when the 


dealers’ parts men claimed they were the same thing, the factory man 


: said, “You know what I mean, you bought outside,” and then this 


parts man was informed by the factory representative—that is, the 
dealer’s parts man was informed by the factory representative: “I 


, will tell you one thing, if you want to work for Chevrolet, you'll have 


= to quit buying outside. If you don’t, it will cost you your job.” 


I may add parenthetically that man was not working for Chevrolet ; 


‘ he was working for an ostensibly independent dealer supposedly pro- 


tecting that dealer’s interest; but he was threatened with the loss of 


: his jobif he did not buy 100 percent Chevrolet. 


United Motors jobbers testified that it was necessary for them to 
wrap General Motors parts in plain paper—that is, the General 
Motors parts that they bought from the corporation, they had to wra 
them in plain paper—so that the dealer who purchased them coul 
put them in stock without being caught by the factory parts salesman 
for buying General Motors parts from United Motors jobbers. 

Testimony disclosed that much unordered merchandise was shipped 
by the General Motors car division to its dealers. Sometimes it was 


- in the trunk of the car, sometimes it was attached to the car, and some- 


times it was just shipped in a crate. The evidence disclosed that 
dealers who were caught buying parts and accessories from jobbers 
were warned that they would be reported to the zone manager. Some- 
times protesting dealers were told “they should know which side their 
bread was buttered on” and “with some cooperation from the dealer 
they could expect some cooperation from the factory.” 

Senator O’Manoney. This was apparently in the lower echelons? 

Mr. MacDonatp. Yes, sir. 

Senator O’Manoney. Was there any evidence that the upper 
brackets were aware of what was going on? 

Mr. MacDonatp. At General Motors? 

Senator O’Manoney. Yes. 

Mr. MacDonatp. They claimed they did not. 

There is, however—there were documents introduced into the rec- 
ord which pretty much speak for themselves, from which the Com- 
mission found that there was knowledge; in other words, there were 
printed documents, instructions issued. 

The company contended, of course, that it was their position that 
the salesmen should sell and not force, but there are some documents 
that we can obtain for you if you are interested. 

Senator O’Manoney. Well, I think they will be of interest to the 
committee. 

Mr. MacDonatp. Yes, sir. 

Testimony indicated that on occasions dealers were threatened with 
cancellation of their franchises unless they accepted and paid for the 
parts and accessories which were shipped but not ordered by them 
and in some cases those franchises were in fact canceled. Instances 
were cited wherein dealers were required to sign agreements to take 
quantities of accessories before they were permitted to renew their 
annual franchises. 

The Commission’s findings of fact show that General Motors Corp. 
coerced and compelled its dealers to purchase parts from it and pro- 
hibited purchases from outside sources, except in cases of emergency 
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when so-called genuine General Motors parts or accessories were not 
available in the General Motors warehouse. The findings were that 
the entire plan was so designed as to prevent a dealer from making 
purchases from jobbers or other manufacturers and to eliminate from 
General Motors dealers’ shelves all parts and accessories other than 
those sold and distributed by General Motors Corp. The Commission 
found that threats of cancellation and shipment of unordered acces- 
sories had occurred and that because of these practices and because 
of the provision in the General Motors dealer contract that General 
Motors dealers agreed not to sell or use parts not manufactured or 
authorized by General Motors, practically all of the approximately 
14,000 General Motors dealers had been removed as customers as well 
as prospective customers of independent manufacturers and jobbers. 
The Commission concluded that the effect thereof had been to sub- 
stantially lessen competition and to tend to create a monopoly. 

Senator O’Manonry. Do you have a copy of this finding? 

Mr. MacDonatp. Yes, sir. 

Senator O’Manoney. I would like to have it for the record. 

Mr. MacDona.p. Do you have one there? 

Senator O’Manonry. Apparently we have. 

Do you want the extra one ? 

Mr. SEELEY. Yes, please, Senator. 

Senator O’Manoney. You do not need to look for it now, Mr. Mac- 
Donald. We will insert this at the termination of your testimony. 

Mr. MacDona.p. I have one for you. 

Senator O’Manoney. Proceed. 

Mr. MacDonatp. On November 15, 1941, a cease-and-desist order 
was entered in this matter. 

The Commission’s order to cease and desist directs General 
Motors 

Senator O’Manoney. May I ask at this point when that investiga- 
tion began ? 

Mr. MacDonaxp. It was going on when I arrived in the Chicago 
office in March 1934, but it had not been going on for very long prior 
to that time. 

Senator O’Manoney. Well, at least it had been going on for approx- 
imately 7 years before the cease-and-desist order was issued ? 

Mr. MacDona.p. Yes, sir; it was an extreme burden to assume to 
meet the principle ostensibly laid down in the Pick case. 

I had discussed the matter with counsel for General Motors in a 
very friendly manner, and with Mr. Carl Rix, who, lately, was 
eae of the American Bar Association, and who represented 

ick, and was from my home State, and had been in touch with the 
matter while they were working on it, and we recognized we were 
assuming the laboring oar. 

We were, however, supported in our theory, because during the in- 
vestigation, other litigation took place of a private nature, and also I 
investigated and the Commission tried the Carter Carburetor case 
which involved automotive parts and involved tie-in sales and exclu- 
sive dealing, and we had a favorable decision in that matter, and in 
the court of appeals, so we felt our hand was strengthened, and we 
were justified in expending the energy to proceed and present this 
full problem to the Commission on a full record with a good cross 
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section of both the manufacturers and the jobbers being heard from 
as well as the dealers. 

Mr. Rix had relied on very few witnesses to support his contention. 

Senator O’Mauoney. I see. 

Mr. MacDonatp. Possibly the court would find differently these 
oe but at that time it did not. As I say, I thought he was ahead of 

is time. 

The Commission’s order to cease and desist directs General Motors 
Corp. and General Motors Sales Corp., in connection with the sale and 
distribution of automobile accessories, supplies, and similar products, 
to cease and desist from: 

(1) Requiring dealers, by means of intimidation or coercion, to 
purchase or deal in accessories or supplies sold and distributed by the 
respondents or by anyone designated by them; 

(2) canceling, or directly or by implication, threatening the can- 
cellation of, any franchise or agreement with dealers, because of their 
failure or refusal to purchase or deal in the respondents’ accessories 
or supplies; 

(3) canceling, or directly or by mmplication threatening the cancel- 
Jation of, any franchise or agreement with any dealer, for purchasing 
or dealing in accessories or supplies not obtained from the respondents ; 

(4) shipping accessories or supplies without prior orders therefor, 
or canceling, or directly or by implication threatening the cancellation 
of, any franchise or agreement with a dealer because of a failure or 
fi to accept accessories or supplies shipped without prior order; 
aun 

(5) refusing, or threatening to refuse, to deliver automobiles to 
dealers because of a failure or refusal to purchase or deal in the 
respondents’ accessories or supplies. 

The Commission order also directs the respondents to cease and 
desist from violating the exclusive dealing section of the Clayton Act 
by entering into, enforcing, or continuing in operation or effect, any 
franchise or agreement for the sale of automobiles or any contract for 
the sale of, or selling, automobile parts on the condition, agreement, 
or understanding that the purchaser shall not use or sell automobile 
parts other than those acquired from the respondents, unless such 
condition, agreement, or understanding be limited to automobile parts 
necessary to the mechanical operation of an automobile, and which 
are not available, in like quality and design, from other sources of 


upp. 
at would apply particularly to their own AC or other genuine 

arts. 
‘ The order was very slightly modified in June of 1942. General 
Motors filed an appeal with the United States Circuit Court of Appeals 
for the Sixth Circuit, but subsequently withdrew the appeal. General 
Motors filed a report of compliance in which it indicated that it had 
eliminated the objectionable clause from its contract and had sub- 
stituted a provision that the dealer would not sell or use, in the repair- 
ing of General Motors vehicles, any part which he represented to be 
genuine unless it was in fact genuine. General Motors also reported 
that it had notified all of its employees of the provisions of the cease- 
and-desist order and directed them to conform thereto. 

From time to time scattered complaints have been received from 
automobile parts jobbers and from associations of automobile parts 
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jobbers that General Motors was violating this order. These charges 

ave been investigated. A full-scale compliance investigation has 
been conducted during which the records of General Motors Corp. and 
various of its regional offices have been examined and a large number 
of dealers and ex-dealers have been interviewed by representatives of 
each of the Commission’s seven branch offices. At the same time a 
large number of other parties who appeared to have information such 
as parts jobbers and manufacturers, as well as associations of dealers 
and jobbers, were also interviewed. 

The results of this investigation are now being reviewed by the 
Assistant General Counsel in Charge of Compliance who is preparing 
a report for the Commission. 

In addition to the foregoing matters, General Motors has also been 
directly involved in the following formal FTC proceedings relating 
to automotive matters. Docket 5620 involved price discrimination 
and exclusive dealing by the AC Spark Plug division of General 
Motors Corp. in the sale of spark plugs and other AC products in 


violation of section 2, which is the Robinson-Patman amendment, and _ 


section 3, exclusive dealing section of the Clayton Act. A cease-and- 
desist order was entered in this matter in 1953. 

Docket 3001 involved General Motors Acceptance Corp., a General 
Motors subsidiary. In 1939 the Commission issued a cease-and-desist 
order requiring the corporation to desist from false and misleading 
advertising of its so-called 6-percent finance plan. The hearings estab- 
lished and the Commission found that the company’s 6-percent finance 
pan advertising had misled the public into the belief that General 

otors cars could be financed.at a simple interest rate of 6 percent. In 
fact, the interest amounted to about 12 percent. This order was ap- 
pealed and the Circuit Court of Appeals, Second Circuit, sustained 
the Commission’s cease-and-desist order in 1940 (114 F. (2d) 33). 

Docket 3174 involved the false and misleading advertising of the 
f. o. b. Detroit price of the various General Motors cars. The order 
entered in this matter required General Motors Corp. to cease and 
desist from representing as the price of any automobile in any adver- 
tisement any price other than the true retail price at the place of sale. 
There was no appeal from this order by General Motors. 

The practice of advertising automobiles, for example, at $675, where- 
as the price thereof, including the standard accessories, bumpers, 
spare tire, and so forth, was actually $901.50 at the factory, was 
industrywide. All of the passenger-car manufacturers, including 
General Motors, voluntarily qiecountinaed this deceptive advertising, 
and the other passenger-car manufacturers entered a formal stipula- 
tion with the Commission that they would not reengage therein. Ford 
and General Motors also discontinued the practice but declined to sign 
the stipulations whereupon the Commission held hearings and issued 
cease-and-desist orders against both Ford and General Motors. 

Docket 4724 involves a cease-and-desist order entered in 1948, relat- 
ing to the Guide Lamp division of General Motors Corp. and which 
restricted the corporation’s representations as to the effectiveness of 
its fog lights. 

In addition to the foregoing matters, the Commission has engaged 
in several investigations involving the practices of the various divisions 
or subsidiaries of General Motors Corp. wherein monopoly and also 
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deceptive practices were the subject matter under inquiry. Several 
such matters are still under investigation. Since these informal inves- 
tigations are not a matter of public record, these have not been made 
the subject of comment in this statement. 

In 1938, Public Resolution 87 was adopted by the 3d session of the 
75th Congress. It was the so-called House Joint Resolution 594, 
sponsored by Congressman Gardner Withrow, of Wisconsin. He 
called upon the Commission to make a general investigation of the 
automotive industry. In 1939, the Commission submitted to the 1st 
session of the 76th Congress its report entitled “Report on Motor 
Vehicle Industry.” General Motors and the other vehicle manufac- 
turers were the subject of extensive comment in this report. 

In 1952, the Government Operations Subcommittee of the Commit- 
tee on Expenditures in the Iixecutive Departments of the House of 
Representatives requested the Commission to initiate an investigation 
of automotive industry products respecting parts prices being paid to 
parts manufacturers and vehicle assemblers by the Government. On 
July 6, 1954, the Commission reported with respect to this investi- 

ation. 

. I was connected with most of those matters but as a field investigator, 
not in the backfield as a policymaker. 

Senator O’Manuonry. What was the nature of this last report, July 
6, 1954? 

Mr. MacDonatp. Well, the Truman and then the Mead committee 
after World War II questioned the Army’s method of acquiring motor- 
vehicle repair parts for military vehicles and the Hardy committee 
during the Korean campaign raised similar questions of the Pentagon 
and of the Detroit Tank and Automotive Center as to the method of 
acquiring parts and as to the prices being paid by the Government for 
repair parts for vehicles. 

Hearings were held by the Hardy committee in Detroit and else- 
where in the country. Both the Hardy committee and the Pentagon, 
that is, the Department of Defense, requested the Federal Trade Com- 
mission to interest itself in the matter, and a member of our staff from 
Washington was sent to Detroit, and I was called up from Chicago to 
Detroit to listen to the questions and answers, and then to examine the 
record and to institute an investigation. 

We did so and reported back to the committee at the conclusion 
of our investigation. They were concerned with the inability of the 
Government to buy parts directly from the parts manufacturers, and 
they questioned the propriety and the necessity and the reasonable- 
ness of the practice in the trade of the truck assemblers attempting 
to monopolize the resale of repair parts for their trucks. 

There was testimony in the record by some of the smaller truck 
manufacturers that they had to have the monopoly of the repair parts 
sales in order to continue to exist, and that the integrated company 
such as General Motors Corp. and Ford could enjoy a profit off of 
the various items that they produced, but that a truck manufacturer, 
such as Diamond T, and I am thinking of the president of that com- 
pany’s testimony, which I observed, were extremely hard put to be able 
to make and sell trucks unless they could enjoy the profit out of the 
controlled sale of the replacement parts and accessories. 
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Senator O’ManHoney. And what was the nature of the recommen- 
dation, if any, made in this report? 

Mr. MacDonatp. We made no recommendations, sir. We wrote 
the letter and told them what we found. 

Senator O’Manoney. And what was the substance of that fap 

Mr. MacDona.tp. That these practices were being carried on by 
various truck manufacturers and their parts suppliers in an informal 
manner which did not appear to warrant proceedings for violation 
of the antitrust laws. 

Senator O’Manoney. Well, wasn’t the effect of the practice which 
it found substantially this: That the Department of Defense, the 
Army, the Navy, or the other branches, having bought a truck from 
a particular manufacturer on orders of the manufacturer, and then 
having transmitted or having sent that truck to some training center, 
some camp where there were local parts dealers, that the Govern- 
ment did not patronize the local parts dealers but purchased the parts 
from the central factory at a higher price than they could have ob- 
tained from the local parts dealer, or in any event, wasn’t the effect 
of it that. the local parts dealer near a military establishment was un- 
able to supply parts that were needed at that particular site? 

Mr. MacDona.p. Yes, sir, except as to the word “price.” I would 
say yes all the way through in answer to your question, and as to 
price, I am not sure. 

You appreciate that I put it together and sent a report down to the 
Commission, but when all of the various factors were reviewed, they 
were not reviewed by me but by somebody back here in Washington. 

Senator O’Manoney. Yes, I understand that. But I remember the 
investigation and the complaints that were made. It seemed to indi- 
cate that local free enterprise, as the phrase goes, was being hemmed 
around by the national manufacturer. 

Mr. MacDonatp. That was the fact. 

Senator O’Manoney. And being prevented from engaging in a 
business to which one would imagine that normally ought to have an 
open door. 

Mr. MacDona.p. Yes, sir, that was the fact. 

Mr. Seetey. Mr. MacDonald, you mentioned the report of the Fed- 
eral Trade Commission on the motor-vehicle industry made pursuant 
to Joint Resolution No. 87, the so-called Withrow resolution? 

Mr. MacDonatp. Yes, sir. 

Mr. Seevey. That resolution was approved April 13, 1938, and 
the report is dated June 5, 1939. Now you had a part in assembling 
and investigating the matters covered by that resolution ? 

Mr. MacDonarp. Well, I did. I was assigned by the Commission 
to act as a legal adviser to the Chief Economist under whose direction 
the investigation was conducted and the report made, but my time 
was taken up to a great degree in the trial of the General Motors Parts 
case and also in rendering assistance in the f. o. b. and the 6 percent 
advertising matters and other automotive matters, and I did a lot of 
this work Saturdays and Sundays. 

I would come in from the hearings in the field on a sleeper Friday 
night and read what the economists had on Saturday and Sunday, dic- 
tate on Monday, and then highba]l back on the hearings to be there 
for the rest of the week. 


x 
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I was in Washington and did assist in the review, along with many 
other lawyers from the Commission, of the final report and of the 
chapters as they were finally assembled. 

Mr. Srevey. Well, at the field level, in the work you did on the 


* imvestigation pursuant to this joint resolution, would it be correct 
* to say that the facts found which supported the complaints and the 
: orders that were issued by the Commission in the so-called 6 Per Cent 
' case, docket 3001, and the so-called F. O. B. Pricing case, docket 3173, 


2 har 


were obtained as a result of the work done under this resolution ? 

Mr. MacDona.p. No, sir. I made the 6 percent investigation and 
the f. o. b. investigation as a separate application for complaint, each 
of them. 

The National Automobile Dealers Association, as well as the Inde- 
pendent Motor Vehicle Manufacturers, the small companies, were con- 
cerned about the f. o. b. price advertising. The matter was a subject 
of discussion at the Automobile Manufacturers Association, and all 


: of the manufacturers, both large and small and including General 


i.) —™ te 


Motors, said that they had drifted into this thing and they would like 
2 way out, but they couldn’t very well sit down around the table and 
agree as to what the price advertising was going to be, so I furnished 
the catalytic agent for them to rally around, and by sort of voluntary 
process this type of advertising was dropped. 

At that time the Commission required a formal document which 
was called a stipulation, which all of the companies, except Ford and 
GM, signed, that they would not reengage in the practice. 

Mr. Seetey. Then those investigations which led up to the orders 
in the cases I have mentioned were proceeding independently ? 

Mr. MacDona.p. They were, indeed. 

Mr. Srecey. Of the investigation under the resolution ? 

Mr. MacDonatp. Yes, sir; they were. 

Mr. SreLrty. Now as to this case you referred to as the General 
Motors Parts case, that is docket 3152, is it not? 

Mr. MacDona.p. Yes, sir. 

Mr. Seerey. And the findings which the chairman asked that you 
supply us with are the official findings and order of the Federal Trade 
Commission in 34 Federal Trade Commission Reports at page 58? 

Mr. MacDona.p. Yes, sir. 

Mr. Seetey. I would like to refer you to some of the findings there 
and ask you some questions about them. 

Mr. MacDona.p. The chairman requested acopy. There is a copy 
and I have another one here. 

Senator O’Manonry. Do you want to have that marked ? 

Mr. SEELEY. Yes, sir; I do. 

Senator O’Manoney. How shall we mark it? How do you suggest ? 

Mr. Seeiey. Insert it at that point in his testimony as you indicated. 

Senator O’Manoney. I indicated first 1t should go in at the termi- 
nation of the testimony, or do you want it in the place to which you 
referred to it ? 

Mr. SEEtEy. I think it ought to be inserted now. 

Senator O’Manoney. This will be inserted at this point then.. 
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(The matter above referred to is as follows:) 


GENERAL MOTORS CORPORATION AND GENERAL MOTORS 
SALES CORPORATION 


COMPLAINT, FINDINGS, AND MoniriepD ORDER IN REGARD TO THE ALLEGED VIOLATION 
OF SEC. 5 OF AN ACT OF CONGRESS APPROVED SEPT. 26, 1914, AND OF SEC. 3 OF AN 
ACT OF CONGRESS APPROVED OcT. 15, 1914 


Docket 3152. Complaint, June 15, 1937—Decision, Nov. 12, 1941 
s * s 2 : = s 


REPORT, FINDINGS AS TO THE FACTS, AND ORDER 


Pursuant to the provisions of the Federal Trade Commission Act and pursuant 
to the provisions of an act of Congress entitled, “An act to supplement existing 
laws against unlawful restraints and monopolies, and for other purposes,” ap- 
proved October 15, 1914, commonly known as the Clayton Act, the Federal 
Trade Commission, on June 15, 1937, issued and subsequently served its com- 
plaint in this proceeding upon the respondents, General Motors Corporation, a 
corporation, and General Motors Sales Corporation, a corporation, charging 
them with the use of unfair methods of competition in commerce in violation 
of the provisions of said Federal Trade Commission Act, and also charging 
them with violation of the provisions of section 3 of said act of Congress entitled, 
“An act to supplement existing laws against unlawful restraints and monopolies 
and for other purposes.” After the issuance of said complaint and the filing 
of respondents’ answers thereto, testimony and other evidence in support of the 
allegations of said complaint were introduced by Everett F. Haycraft, attorney 
for the Commission, and in opposition to the allegations of the complaint by 
Albert M. Levert, attorney for the respondents, before John L. Hornor and W. W. 
Sheppard, trial examiners of the Commission theretofore duly designated by 
it, and said testimony and other evidence were duly recorded and filed in the 
office of the Commission. Approximately 30,000 pages of testimony were taken 
before Trial Examiner John L. Hornor, including approximately 11,000 pages 
of Commission’s case in chief. The remaining 8,000 pages of testimony were 
taken before Trial Examiner W. W. Sheppard. A report upon the entire evidence 
was subinitted by Trial Evaminer W. W. Sheppard without objection of counsel 
for the respondents. Trial Examiner John L. Hornor did not submit a report 
upon the evidence taken before him or join in the report upon the evidence sub- 
mitted by Trial Examiner W. W. Sheppard. Thereafter, this proceeding reg- 
ularly came on for final hearing before the Commission on said complaint, an- 
swers thereto, testimony and other evidence, report of Trial Examiner W. W. 
Sheppard upon the evidence, and exceptions filed thereto by counsel for the 
Commission, briefs in support of the complaint and in opposition thereto, and 
oral arguments of counsel; and the Commission having duly considered the 
matter and having given detailed consideration to the testimony and other evi- 
dence, as well as the report of Trial Examiner W. W. Sheppard upon the evi- 
dence, and exceptions filed thereto, and being now fully advised in the premises, 
finds that this proceeding is in the interest of the public and makes this its find- 
ings as to the facts and its conclusion drawn therefrom: 


FINDINGS AS TO THE FACTS 


PARAGRAPH 1. Respondent. General Motors Corporation, is a Delaware cor- 
poration, with its general office and place of business in the city of Detroit, State 
of Michigan, and is now, and for several years last past has been, engaged in the 
manufacture of automobiles under trade names of “Cadillac,” “LaSalle,” “Buick.” 
“Oldsmobile,” “Pontiac.” and “Chevrolet,” and replacement parts, accessories, 
and supplies for said automobiles under the trade names of “Cadillac,” “LaSalle.” 
“Buick,” “Oldsmobile,” “Pontiac,” “Chevrolet,” and “G. M.” which said products 
have been, since on or about October 23, 1936, sold through and by respondent 
General Motors Sales Corporation, a Delaware corporation, to dealers located 
throughout the several States of the United States, and in the District of Co- 
lumbia, and such products, when so sold, have been, and are now being, trans- 
ported and shipped from the factories of said respondent General Motors Cor- 
poration to said dealers located in States other than the State in which said 
products have been, and are being manufactured. Said respondent General 
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Motors Sales Corporation is a wholly owned subsidiary of respondent General 
Motors Corporation. 

Respondents maintain, and at all times mentioned herein, have maintained a 
course of trade in said automobiles, replacement parts, accessories, and supplies 
in commerce among and between the various States of the United States and in 
the District of Columbia. 

Par. 2. In the course and conduct of their said business, respondents are now, 
and for more than 3 years last past have been, engaged in substantial competition 
in the sale of automobiles, automobile parts, accessories, and supplies, with 
other corporations and with persons, firms, and copartnerships engaged in the 
sale and distribution of similar products in commerce among and between the 
various States of the United States, and in the District of Columbia. 

Par. 3. Prior to October 23, 1936, the respondent General Motors Corpora- 
tion sold its said automobiles, replacement parts, automobile accessories, and 
supplies manufactured as aforesaid, through and by the following subsidiary cor- 
porations, which were operated as divisions of General Motors Corporation, 
namely, Cadillac Motor Car Co., Buick Motor Co., Olds Motor Works, Pontiac 
Motor Co., and Chevrolet Motor Co., and also through its subsidiary, the General 
Motors Parts Corporation, a Delaware corporation, with its principal office and 
place of business located in the city of Detroit, State of Michigan. 

Par. 4. On or about Novemher 30, 1936, the said Cadillac Motor Car Co., Buick 
Motor Co., Olds Motor Works, Pontiac Motor Co., Chevrolet Motor Co., and 
General Motors Parts Corporation were dissolved and their assets acquired by 
said respondent General Motors Corporation, and the business of selling auto- 
mobiles, parts, accessories, and supplies theretofore conducted by said cor- 
porations was thereafter conducted by said respondent General Motors Sales 
Corporation. 

Par. 5. Respondent General Motors Corporation, since November 30, 1936, has 
conducted its operations through five motorcar divisions, namely, Chevrolet Motor 
Division, Pontiae Motor Division. Olds Motor Works Division, Buick Motor Di- 
vision, and Cadillae Motor Car Division. Said respondent General Motors Cor- 
poration sells the automobiles, replacement parts, accessories, and supplies manu- 
factured by it in its various divisions to General Motors Sales Corporation. Re- 
spondent General Motors Sales Corporation is also divided into motorcar di- 
visions corresponding to the various manufacturing divisions of respondent 
General Motors Corporation. 

Par. 6. Respondent General Motors Sales Corporation, in the sale of auto- 
mobiles, parts, accessories, and supplies to automobile dealers, maintains its 
principal or central office in the General Motors Building, city of Detroit, State 
of Michigan, and maintains regional and zone offices throughout the several 
States of the United States and employs parts and accessories salesmen, who 
contact dealers handling cars manufactured by the respondent General Motors 
Corporation. In this respect said respondent General Motors Sales Corporation 
operates through separate divisions for each respective make of car sold by it. 

Par. 7. Dealers who are selected by the respondent General Motors Sales Cor- 
poration are required to meet certain standards, particularly of a financial na- 
ture, dependent upon the locality of the dealer and the territory granted. In 
addition, said respondent maintains a degree of supervision over such dealers, 
for which purpose a large fleld organization is maintained. This field organiza- 
tion may be illustrated by the Chevrolet organization as of June 30, 1937, which 
is typical. The general sales manager was at the head of the Chevrolet Division 
of Generali Motors Sales Corporation, and under him were two assistant general 
sales managers. Under these were 9 regional managers, each of whom was in 
charge of a region comprising 3 or more States. Under each regional manager 
were approximately 47 zone managers, each in charge of a zone comprising a part 
of one or more States. Under each zone manager were field representatives or 
district managers, each of whom was assigned to a specific territory, usually 
a county or other small subdivision. These field representatives made frequent 
calls on dealers, inquired as to business and economic conditions, offered advice 
and suggestions, made periodic audits, collected data, and, in general, obtained 
detailed information concerning dealers’ business operations. The distribution 
of parts and accessories in the respective regions above described was supervised 
by regional parts and accessories managers. Each zone in turn had a parts and 
-aecessories manager, who supervised the distribution of parts and accessories to 
Chevrolet dealers located in their respective zones. Working under these zone 
parts and accessories managers were 146 zone parts and accessories salesmen 


2768 STUDY OF THE ANTITRUST LAWS 


contacting the Chevrolet dealers at regular intervals, usually monthly, promoting 
the sale of parts and accessories to Chevrolet dealers. 

Par. 8. General instructions are issued in the form of bulletins, circulars, and 
manuals by parts and accessories managers of the respective divisions of the 
respondent General Motors Sales Corporation to their respective zone officials 
and through them and by them to salesmen for the respective divisions, as to the 
methods and practices to be employed by said salesmen in the sale of said re 
placement parts, accessories, and supplies sold to the respective dealers located 
throughout the United States. In addition, oral instructions are given to sales 
men by these respective division and zone officials at meetings of said officials and 
salesmen held from time to time at central, regional, and zone offices. 

Par. 9. One of the most important duties imposed upon the replacement parts 
and accessories salesmen employed by respondent General Motors Sales Corpu- 
ration is to see that the respective dealers handle and keep in stock only “gen- 
uine’” General Motors parts and accessories, which, in practice, means to the 
dealer, a part or accessory manufactured by or at the instance of General Motors 
Corporation and sold and distributed by the various divisions of General Motors 
Sales Corporation. These parts and accessories are identified by either the divi- 
sion trademark, the General Motors trademark, or sealed parts packages bear- 
ing General Motors identification. In practice, as indicated by accessory catalogs 
and accessory order pads, the term “accessory” is used to include all items other 
than parts, and covers various items which might otherwise be considered as 
supplies, such as cleaner, polishing cloth, dressing, polish, ete. 

Par. 10. There are several subsidiaries of General Motors Corporation en- 
gaged in the manufacture of parts and accessories. Among these are Delco-Rem) 
Corporation, New Departure Manufacturing Company, A. C. Spark Plug Co.. 
Packard Electric Co., Deleo Products Corporation, and Delco Appliance Corpo- 
ration. The parts and accessories manufactured by these several subsidiaries 
are sold and distributed by the respondent General Motors Sales Corporation 
to General Motors dealers. In addition, there was organized a wholly owned sub- 
sidiary of General Motors Corporation Known as United Motors Service, Inc.. 
which is also engaged in the sale and distribution of parts and accessories, man- 
ufactured by these various subsidiaries, through and by means of distributors 
and jobbers located throughout the United States. It is estimated that there 
are approximately 3,000 jobbers of United Motors Service, Inc., handling either 
all or part of United Motors Service line. There are certain items of the United 
Motors Service line, manufactured by subsidiaries of General Motors Corpora- 
tion, which are not handled by some of the divisions of the General Motors Sales 
Corporation. As to such items, the dealer is supplied either direct by the United 
Motors Service, Inc., or permitted to purchase such items from authorized job- 
bers of United Motors Service, Inc. The United Motors Service, Inc.. does not 
carry the entire line of General Motors parts, but, instead. confines itself chiefiy 
to accessories manufactured by the various subsidiaries of General Motors Cor- 
poration. While there is evidence in the record that some dealers have from 
time to time purchased certain items from jobbers of the United Motors Service. 
Inc., this practice is not encouraged, and even jobbers of the United Motors 
Service line have had difficulty in selling parts and accessories to General Motors 
dealers. Furthermore, objections have been made, from time to time, by replace 
ment parts and accessories salesmen of respondent General Motors Sales Corpo 
ration, particularly in the Chevrolet Division, to dealers using and stocking 
accessories and supplies purchased from authorized United Motors Service deal- 
ers for the alleged reason that such items did not constitute “genuine” parts or 
accessories. 

Park. 11. For the purpose of increasing the sale of parts, the respondent General 
Motors Sales Corporation induces its dealers to become wholesalers or distribv- 
tors of ‘‘genuine’”’ parts among various garages in the vicinity where the dealer 
is located. The dealer selects several representative garages, designated as 
“Selected Independents,” who have no car sales agreements with any other aute- 
mobile manufacturer and who will agree to use only “genuine” parts in the repair 
of General Motors cars. Such selected independent garages are then issued dis- 
count cards entitling them to purchase parts from the dealer at a discount of 25 
percent, and, in addition, such garages are loaned a “Genuine Parts’ sign and 
furnished other service of an informative and advertising nature by the division 
zone office. The nature of this arrangement and the allowance of this discount 
to independent dealers appears in Pontiac’s District Managers Training Course, 
in which it is stated as follows: 
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‘‘Many dealers do not appreciate that Pontiac’s net prices on competitive parts 
are much lower in almost every instance than the jobber’s parts. To grant these 
long discounts Pontiac must insist that dealers purchase all of their parts from 
Pontiac.” 

Par. 12. In order to promote the sale of parts, a diStinction has been made 
between “fast-moving” and “slow-moving” parts. For example, in its “Operating 
Manual!” for the “genuine parts” department for the year 1934, issued by the 
Chevrolet Motor Co., it was estimated that there were approximately 15,500 parts 
listed in Chevrolet master parts eatnlogs, of which only 841 parts, or approxi- 
mately 6 percent, come within the classification of ‘fast-moving parts.” Since 
the “fast-moving” parts are the only ones which can be profitably stocked and 
handled, it is recommended by respondent General Motor Sales Corporation that 
the dealer stock only such “fast-moving” parts and carry a very limited supply 
of the “slow-moving” parts. For the purpose of facilitating the stocking and 
handling of the “fast-moving” parts a “balanced parts stock plan” has been devel- 
oped, which consists of steel bins and a supply of parts which have been carefully 
selected by the parts department. The dealer, in addition, carries a monthly 
parts inventory control record and orders parts each month as his supply is 
depleted. 

Pak. 13. A plan somewhat similar to the balanced parts system is used in con- 
nection with accessories, except that the dealer, instead of carrying an inventory 
control record, follows an accessories projection system, which is operated in the 
same manner as used by the dealer in ordering new cars, whereby each month the 
dealer estimates the quantity of accessories he will sell during the next 30 days. 
Such estimates or projections are usually made with the sales representative and 
are based upon the estimated quantity of accessories in proportion to the sale of 
new cars. 

Par. 14. The respondent General Motors Sales Corporation enters into agree- 
ments popularly known as “franchises” with automobile dealers handling its 
respective lines of automobiles, parts, and accessories, which said agreements 
set forth the terms and conditions under which sales of automobiles, parts, and 
accessories are made to the respective dealers. Under these agreements or fran- 
chises, respondent General Motors Sales Corporation grants to the dealers the 
right to sell motor vehicles, chassis, parts, and accessories in certain defined 
territory described in an appendix thereto which is made a part of the franchise 
or agreement. The dealers accept these franchises and agree to make all sales in 
accordance therewith. 

In the appendix to said franchise agreements (except those with dealers located 
in the State of Texas) the following clause is set forth with respect to the sale of 
“genuine new Chevrolet parts”: 

“Dealer agrees that he will not sell, offer for sale, or use, in the repair of Chev- 
rolet motor vehicles and chasis, secondhand or used parts, or any part or parts 
not manufactured by or authorized by the Chevrolet Motor Division, General 
Motors Sales Corporation.” 

A similar clause likewise appears in the franchise agreements executed by the 
other divisions of General Motors Sales Corporation, namely, Pontiac, Oldsmobile, 
and Buick. 

Par. 15. In the appendix to the agreement between respondent General Motors 
Sales Corporation and their respective dealers located in the State of Texas, a 
clause differing from that appearing in its usual contracts is set forth with respect 
to the sale of “genuine new parts,” of which the following statement appearing 
in the contract of the Chevrolet Motor Division is an example: 

“Dealer agrees that he will not sell, offer for sale, or use, in the repair of 
Chevrolet motor vehicles and chassis, as genuine new Chevrolet parts, any part 
or parts not manufactured by or authorized by the Chevrolet Motor Company.” 

Par. 16. The agreements or franchises entered into between General Motors 
Sales Corporation through its various divisions and its respective dealers con- 
tain no date of termination, but provide that the contract can be canceled by the 
General Motor Sales Corporation by giving three months’ written notice and the 
payment of certain damages to cover loss of rent for the premises. The dealer 
may cancel the contract by giving one month’s written notice of intention to 
terminate. 

Par. 17. In addition to the clauses above described, the agreements or fran- 
chises entered into between respondent General Motors Sales Corporation and 
its respective dealers contain the following clause with respect to inspection of 
repair-part stocks of the dealers: 
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“Seller shall have the right at any reasonable time in business hours to inspect 
and check over dealer’s stock of repair and replacement parts; and if, in seller’s 
judgment, a suflicient quantity of parts for repair and replacement purposes are 
not then in dealer’s stock, dealer hereby agrees to immediately order such parts 
as may be recommended by seller.” 

Par. 18. In the enforcement of the above provisions of the contract with respect 
to dealers’ selling and using only “genuine” parts and with respect to checking 
dealers’ repair and replacement parts, it was customary for representatives of 
respondent General Motors Sales Corporation to consider the obligation to pur- 
chase only “genuine” parts as extending to and covering various accessories sold 
by said respondent. Such representatives, in soliciting business from dealers 
and in checking dealers’ supplies to determine necessity of purchasing additional 
items, have led the dealers to believe that under the terms and conditions of 
the agreement or franchise the dealer was required to purchase accessories, as 
well as repair and replacement parts, and, as a result, dealers did purchase acces- 
sories, as Well as parts, because of such belief. 

Par. 19. The distinction between parts and accessories has been somewhat con- 
fusing even to the officials of respondents’ various divisions. For example, B. M. 
Sinarr, a witness called by the respondents, stated that he had been in the employ 
of General Motors Corporation for approximately 19 or 20 years and was super- 
visor of parts pricing and compiling of parts sales statistics and determined the 
parts necessary to be serviced by Chevrolet to give complete service coverage ou 
Chevrolet cars. In his testimony this witness stated: 

“We were a long time finding out what we were going to call parts and what 
Wwe were going to call accessories. We finally licked that by letting one fellow 
take cnre of them all. * * * Sorry to say, that was me. I was obliged to put a 
part number on them. So if it was an accessory I put a number on it, and if it 
was not an accessory I wouldn’t put the number on.” 

Par. 20. As new models of cars were developed many items previously consid- 
ered as accessores became standard equipment, and as such came within the 
classification of parts. There are, consequently, a large number of so-called parts 
which have no connection with the mechanical operation of the automobile, many 
of which were formerly accessories, and became parts solely because of their 
inelusion in standard equipment. For example, such items as the following ap 
pear in parts catalogs issued by the respondent General Motors Sales Corpora- 
tion: floor mats, rear-view mirrors, ornamental radiator caps, ash receivers, 
windshield wipers, sunshades, sun visors, arm rests, etc. The following items, 
considered at one time as accessories, became parts of the Chevrolet car between 
the years 1925 and 1936: bumpers, wire wheels, thermostats, wind wings, trunks. 
spring covers, rear-view mirrors, gasoline gauges, safety glass, air cleaners, metal 
tire covers, sun visors, vacuum windshield wipers, pedal pads, shock absorbers, 
arm rests, stop lights, heat indicators, tire locks, and ash receivers. 

Par. 21. The sale of parts and accessories is not incidental to the sale of auto- 
mobiles or the maintaining of the goodwill toward the automobiles manufactured 
and sold by the respondents, but instead constitutes a substantial portion of the 
business transacted by the respondents. The Chevrolet Motor Division distrib- 
uted to its various zone managers and salesmen a manual entitled “Distribution 
of Automotive Replacement Parts Yesterday and Today,” which appears in the 
record as Commission’s Bxhibit No. 111. In this manual it was estimated that 
in 1936 there were ten competitors to one Chevrolet dealer engaged in the sale 
and distribution of parts and accessories, but that by reason of promotional! 
activities adopted by the Chevrolet Division these competitive odds were over- 
come, and during the year 1936 the Chevrolet Division was successful in obtain- 
ing 38.5 percent of the estimated potential parts business. As stated in this 
exhibit, “Chevrolet Motor Division has spent more money than any other manu- 
facturer in the industry in the development of service, parts, and accessories 
sales for Chevrolet dealers.” 

Pak. 22. With reference to accessories, the above exhibit contains the following 
statements: 

“Forexample * * * 

“Jobbers formerly sold to Automobile Dealers in mixed carload lots * * *. 
‘* Automobile Bumpers, 

“*Motor Meters, 

“*Demountable Rims, 

“*Locking Steering Wheels, 

“*Door and Transmission Locks, and MANY OTHER ITEMS. 
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“And in recent years * * * CAR DEALERS * * * have concentrated on the 
sale of other Accessories in order to obtain needed Gross Profits * * *. 

“With The Result * * * that the Jobbers quickly lost the bulk of this busi- 
ness * * *,. because * * * THEY COULD NOT DEAL IN CUSTOM BUILT 
ACCESSORIES. FOR EXAMPLE the jobbers never had a chance to get the 
CAR RADIO BUSINESS. 

“The Car Dealers hold this business because most new car accessories are 
pate by our customers at the time they purchase their new cars from the 

alers.” 

Par. 23. Various activities of a promotional nature have been adopted by re- 
spondent General Motors Sales Corporation for the purpose of stimulating the 
sale of parts and accessories, among which are the following, which have been 
listed in the above exhibit No. 111: 

(1) Annual review, inventory, check-up, and training meeting for dealers and 
their parts managers. 

(2) Parts managers training course. 

(3) Monthly group meetings. 

(4) Independent garagemen’s meeting, conducted by Chevrolet dealers and 
assisted by Chevrolet field personnel. 

(5) Parts mart magazine for dealers’ parts managers. 

(6) Chevrolet dealer's news, featuring training and promotional ideas apply- 
ing to parts and service activities. 

(7) Menthly film service on parts and accessories retail merchandising. 

(8) Monthly store arrangement and trim service. 

(9) The establishment of 145 parts and accessories representatives to assist 
dealers in the balancing of their parts and accessories stocks, who are trained 
to promote parts and accessories retail sales for dealers to move merchandise 
from their shelves in accordance with agreed monthly programs set up by the 
zone offices. 

(10) Monthly inventory control pads supplied to dealers. 

(11) Additional 3 percent discount and free freight on certain parts and 
accessories monthly orders. 

(12) Lot net prices on 388 highly competitive items to meet competition. 

(13) Parts packaging program in which 1,500 items are distributed in sales- 
producing containers. 

(14) The establishment of the broadest and most effective parts distributing 
‘system in the industry. 

(15) Fifteen thousand selected independent garages signed up for wholesale 
discount and supplied with parts list material, without cost to them. 

(16) Independent garage bin at special price. 

(17) Parts advertising in national trade magazines. 

(18) Government parts contract “provides mandatory purchases of genuine 
Chevrolet parts’’. 

(19) Radio service. 

(20) Modern parts store program designed for the merchandising of parts 
and accessories. 

(21) Accessories display service. 

(22) Special merchandise displays, such as individual counter cards, ete. 

(23) Cash prizes to members of dealers’ organizations for unusual selling 
records and performance. 

Par. 24. In the course of its dealings with dealers, the respondent General 
Motors Sales Corporation adopted acts and practices which were designed to, 
and did, intimidate such dealers, and which coerced and compelled them to 
purchase parts and accessories solely from the respondent General Motors Sales 
Corporation and prohibited purchases from outside sources except in cases of 
emergency when the “genuine” part or accessory was not available in General 
Motors’ warehouse. There are approximately 14,000 General Motors dealer- 
ships, exclusive of associate dealers, located throughout the country, the status 
of each of which is determined by a franchise agreement which is subject to 
annual renewal and to cancellation on very short notice, without cause. Although 
every dealer is an independent businessman, the supervision and control exercised 
by General Motors Sales Corporation over his business operations is almost as 
complete as if the dealer were an agent in all respects. Every dealer acquires a 
substantial investment in buildings, cars, parts, and accessories, and builds up 
goodwill in a community. Consequently, a canceled dealership leaves the re- 
spondents with one less retail outlet, which can be readily replaced, but leaves 
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the disfranchised dealer without a business and burdened with his substantial 
investment, in the liquidation of which he is likely to sustain a heavy loas. 

Par. 25. Although the original franchise or agreement made with the dealer 
runs for an indefinite period of time, it is customary to renew such contracts 
the latter part of each year for the ensuing year. In this connection it is 
customary for the zone manager to call meetings of the dealers in each of the 
districts, at which all dealers attend. After a sales talk, usually by the zone 
manager, the dealers present are required to attend a series of personal inter- 
views with representatives of various departments of General Motors Sales 
Corporation, such as the parts and accessories departments, with a final inter- 
view with the zone manager, at which time the requirements for the coming 
year are reviewed, as arrived at in interviews.with the various departments in- 
cluding the parts and accessories department. The dealer is required to secure 
the approval of each of these representatives and to agree with the zone manager 
on the subject of car requirements before the franchise agreement is renewed. 
Such arrangement carries with it an implied threat of cancellation unless satis- 
factory arrangements are made with the parts and accessories managers, as well 
as the zone manager, and, to this extent, a number of dealers have been coerced 
into the purchase of parts and accessories over and above their requirements 
because of such implied threat of cancellation of the contract. 

Par. 26. As a further means of coercion and compulsion in order to prevent 
dealers from purchasing parts and accessories from outside sources, the respond- 
ent General Motors Sales Corporation has, in many cases, delivered automobiles 
equipped with various accessories which were not ordered by the dealer, and has 
shipped accessories to the dealers, with or without cars without prior order 
therefor. In addition thereto, it was customary for said respondent ot require 
the dealers to project future requirements in parts and accessories, and in many 
cases the said respondent thereafter treated such projections as orders and made 
shipments thereon. The entire plan was so designed as to prevent a dealer 
from making any purchases from jobbers or other manufacturers and to elimi- 
nate all parts and accessories other than those sold and distributed by the 
respondent General Motors Sales Corporation. 

Par. 27. The following statements which appear in Pontiac's District Man- 
agers Training Course are examples of instructions given to district manager: 
by the respondent General Motors Sales Corporation to force the purchase of 
accessories by dealers: 

“Check over the dealer’s copy of first two current months dealer shipping 
specifications against last groups agreed upon last month’s projection. 

“Then if dealer has failed to specify as agreed upon, try and sell him on step- 
ping up his group orders on the last shipping specifications (due in zone on 5th 
of current month) to balance his original order with you. 

“When dealers fail to order the ‘C’ and ‘W’ groups on their specification sheets 
as agreed upon, car distributors should automatically include these groups on 
the dealers’ specifications, up to the percentage originally agreed upon by the 
dealer and district manager. (The ‘C’ and ‘W’ groups referred to in the above 
quotation appear previously in said training course as ‘Group C, electric clock’ 
and ‘Group W, ash receiver, cigar lighter, visor vanity mirror, gear shift ball.’)” 

Par. 28. Among the forms of intimidation and coercion used by the respondent 
General Motors Sales Corporation to compel dealers to buy parts and accessories 
from said respondent are the monthly parts order plan, the monthly inspection of 
bins, accessories, and establishments of dealers, and inspection of dealers’ stock of 
repair and replacement parts under terms of the franchise agreement author- 
izing representative of said respondent to make such inspection and authorizing 
such representative to require the purchase of additional parts as may be con- 
sidered necessary, which have enabled the said respondent to coerce dealers 
into purchasing respondent’s parts and accessories and to prohibit purchases 
from outside sourees. The requirement that only “genuine” parts be handled br 
the dealer and the use of identifying tags and markets permit and enable the 
representatives of said respondent, when checking the dealers’ parts, to object 
to the presence in dealers’ supply room of various materials not furnished and 
supplied by said respondent. 

The real purpose of such inspections and the use of monthly parts order plan 
is typified by Commission’s exhibit 59, which is Distirct Managers Training 
Course and consists of instruction to district managers on parts and accessories. 
It contains a program of operation of a plan between district managers and their 
‘dealers “in developing the greatest potential volume and profit on parts and 
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accessories for their dealers and for Pontiac.” In this exhibit there appears the 
following illustration of methods to be used in soliciting the dealers’ monthly 
parts orders and to get the dealers to send in their orders on due dates: 

“Checking the dealer’s purchases. On each dealer contact, check the last 
monthly order pad with the present one to see dealer is ordering his parts on 
60-day basis. Check his parts bins to see if any outside purchases are being 
made, and why. Cover outside purchases invoices with parts man and see 
that future purchases of outside material do not include any parts or acces- 
sories supplied by Pontiac.” 

Par. 29. In cases where inspections have, been made by representatives of the 
respondent, and parts and accessories other than those supplied by the respondents 
were found on the dealer’s premises, threats have been made, both directly and 
by implication, that unless the practice on the part of the dealer was discontinued 
and only parts and accessories supplied by the respondent General Motors Sales 
Corporation carried in stock, the dealer’s contract would be canceled. Such 
implied threats were further made by the representative or district manager 
arranging for an interview with the zone manager for the purpose of discussing 
the dealer’s practices, the dealer knowing that the zone manager has the power 
to recommend the cancellation of his contract. In some cases where a dealer has 
refused to handle only parts and accessories sold and distributed by the respond- 
ent General Motors Sales Corporation, there has been a delay in a shipment of 
new cars to such dealers. There is also in the record evidence of cancellation 
of certain contracts after a controversy over the use of parts and accessories has 
occurred, but which cancellations were ostensibly based upon other grounds. 

Par. 30. The volume of sales of “genuine” Chevrolet parts to Chevrolet dealers 
by the Chevrolet Division of General Motors Corporation and the Chevrolet Motor 
Car Co. Division of General Motors Sales Corporation for the years 1929 through 
1936 was as follows: 


1920 2ccmet cecdeecs eee $35, 383, 264 | 1933_____..-_--_-_______- $17, 347, 625 
1930_--_----------------- 31, 114, 662 | 1934_____________________ 22, 934, 544 
AOS Te oe Se eae 24, 818, 527 | 1935_.__-..--. 26, 089, 779 
i (3 en ence Ee een 18, 064, 509 | 1936._-.._-__---.-_--____- 38, 055, 912 


The volume of sales of “genuine” Chevrolet accessories to Chevrolet dealers 
by the Chevrolet Division of General Motors Corporation and the Chevrolet Motor 
Car Co. Division of General Motors Sales Corporation for the years 1929 through 
1936 was as follows: 


iE a! ee $8, 078, 065 | 1933________---.---- $8, 335, 909 
1980____------------------ 7, 656, 581 | 1934__.._-- 10, 289, 902 
DOS occ a ee 9, 376, 246 | 1935... 13, 901, 277 
P0820 oe 6, 171, 463 | 1936_______------- ee 25, 811, 532 


Par. 31. The volume of sales of “genuine’’ Pontiac parts to Pontiac dealers by 
the Pontiac Motor Division of General Motors Corpvuration and the Pontiac Divi- 
sion of General Motors Sales Corporation for the years 1932 through the first 6 
months of 1937 was as follows: 





POS coe 2s ta st cee $1, 562, 166 | 1935__.._..--..-------__ $1, 967, 130 
1933___-__- ei oe ae 1, 274, 576 | 1986__._____--_---_-______ 2, 882, 988 
1984... 1, 557, 169 | 1937 (first 6 months) ______ 1, 821, 333 


The volume of sales of “genuine” Pontiac accessories to Pontiac dealers by the 
Pontiac Motor Division of General Motors Corporation and the Pontiac Division 
of General Motors Sales Corporation for the years 1932 through the first 6 months 
of 19387 was as follows: 





1062 a eee $172, 566 | 1985. ose eee bose $1, 759, 890 
TOSS 2 o2e2 se ersceueseceten! 486, 040 | 1936__..----.------___- 3, 511, 087 
TOG 4s ee 1, 040, 190 | 1937 (first 6 months) _--___ 3, 047, 638 


Par. 32. The volume of sales of “genuine” Oldsmobile parts to Oldsmobile deal- 
ers by the Olds Motor Works Division of General Motors Corporation and the 
Oldsmobile Division of General Motors Sales Corporation for the years 1934 
through the first 6 months of 1937 was as follows: 


WG F eee eee oe $1, 448, 377 
NGSG Sei Sos eee ed awe 1, 926, 285 
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The volume of sales of “genuine” Oldsmobile accessories to Oldsmobile dealers 
by the Olds Motor Works Division of General Motors Corporation and the Olds- 
mobile Division of General Motors Sales Corporation for the years 1984 through 
the first 6 months of 1937 was as follows: 


106 See So ek $1, 110; 295, | 193622520 eo sense $5, 091, 185 
UG 0 ses SSeeeeou Sees 3, 358, 106 | 1937 (first 6 months) -____- 3, 919, T24 


Par. 33. The volume of sales of ‘genuine’? Buick parts to Buick dealers by the 
Buick Motor Co. Division of General Motors Corporation and the Buick Division 
of General Motors Sales Corporation for the years 1929 through 1936 was as 
follows: 


5 a! a $7, 912, 855 | 1983_________--_-___-______ $3, 346, 279 
POO Ne eed ee ewe 7, 470, 731 | 1984___________--_-____-_- 2, 989, 342 
Le (en el eae ei 6, 860, 228 |1935________-_-___________ 2, 652, 016 
1082 see ce ek 4, 726, 936 | 1936__.-----------------_- 3, 130, 968 


The volume of sales of “genuine” Buick accessories to Buick dealers by the 
Buick Motor Co. Division of General Motors Corporation and the Buick Division 
of General Motors Sales Corporation for the years 1930 through 1936 was as 
follows: 


12 || ee ee $4, 141, 034 | 1934______-____-_________- $1, 081, 643 
1 anne ON ER ONICS 3, 711, 783 | 1935_..._----------------_ 1, 964, 289 
1) ee re Oa a 1, 781, 103 | 1986___-----_------_---__- 5,455, 459 
LOS 8 ee 1, 035 ,879 


Par. 34. One of the classes of competitors to General Motors Sales Corporation 
in the parts and accessories field is the independent jobber. Prior to 1930 the 
number of independent jobbers was estimated at approximately 6,000. These 
jobbers supplied merchandise to independent garages and car dealers and assisted 
them with technical knowledge and meclianical facilities. They formerly han- 
died supplies, tools, equipment, specialties, accessories, and a fair line of replace- 
ment parts. During the depression years competition in the manufacture of auto- 
mobiles forced car manufacturers to include, as standard equipment, many items 
which were formerly sold as accessories. AS car manufacturers began to include 
accessories as standard equipment, the independent jobbers had to find ways and 
means of replacing this lost business and during the depression years 1930-33 
substantially increased their sales in tools, service equipment, and replacement 
parts. In order to do this, many jobbers opened and established a number of 
branches located near their customers, enabling them to intensify their merchan- 
dising activities in concentrated areas and to give better service to their parts 
customers, 

Par. 35. The independent jobbers sell the products of independent replacement 
part manufacturers, some of whom manufacture for the car manufacturer, 
including respondent General Motors Corporation, as follows: Ball bearings, 
battery cables, brake linings, clutch disks and facings, coils, cylinder-head gaskets, 
fan belts, head lamps, radio hose, king pin replacement units, lamp bulbs. 
mufflers, piston rings, piston pins, pistons and piston-pin assemblies, spark 
plugs, spark plug wire sets, valve springs, and many other items. 

Par. 36. Many of such items which are manufactured by independent manu- 
facturers for General Motors Corporation and used by General Motors Sales Cor- 
poration as “genuine” replacement parts are identical in quality and design with 
those sold by these same manufacturers to independent jobbers, the only differ- 
ence between such parts and those sold by General Motors as “genuine” parts 
being the stamp placed on the outside of the package by the manufacturer who 
packages such parts for General Motors Sales Corporation. Other replacement 
parts handled by independent jobbers as well as General Motors Sales Corpora- 
tion which are identical, are A—C spark plugs, Stromberg and Carter carburetors, 
piston rings, hydraulic brakes, wheels, and the Borg-Warner clutch. There are 
also many reputable manufacturers who manufacture parts of like quality and 
design to those parts manufactured by General Motors Corporation or sold by 
General Motors Sales Corporation. 

Par. 37. Subsequent to 1933 independent jobbers handling replacement parts 
and accessories for General Motors cars have been unable to sell such merchandise 
in substantial quantities to General Motors dealers for use on General Motors 
cars, being told by parts men of such dealers that they are supposed to buy only 
“senuine” parts and accessories in packages that bear General Motors trademark 
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and are recommended for General Motors cars. Parts and accessories which 
independent jobbers have been unable to sell to General Motors dealers for the 
reasons specified above, are heaters, radios, antifreeze solutions, spark plugs 
(both A-C and Champion), cylinder-head gaskets, manifold gaskets, brake lin- 
ings, cigar lighters, brake fluid, pistons, piston rings, valves, bearings, ignition 
parts, gearshift balls, batteries, ignition cables, spark-plug wires, carburetors, 
carburetor parts, chemicals and polishes, axles, radiator cleaners, fan belts, 
clutches, and gears. 

Par. 38. When a General Motors dealer sells a car to a purchaser, there goes 
with such car a warranty or guaranty by the General Motors Corporation war- 
ranting such motor vehicle, including original equipment placed thereon by the 
manufacturer, except tires, to be free from defects in material or workmanship 
under normal use and service. The obligation under this warranty is limited to 
making good at its factory any part or parts within 90 days after delivery of such 
vehicle to the original purchaser, or befure such vehicle has been driven 4,000 
miles, whichever event shall first occur. This Warranty does not apply to cars 
which have been repaired or altered outside of an authorized General Motors 
service station, which, in the judgment of the manufacturer, affects its stability 
and reliability, or which car has been subjected to misuse, negligence, or accident. 
The respondents have introduced evidence to the effect that in order to maintain 
the good will of its various divisions and protect its guaranty it is necessary to 
maintain supervision over the parts used and sold by its individual dealers. How- 
ever, all of the parts which come within the restrictive provision of the contract, 
set out in paragraph 14 hereof, are not necessary to the mechanical operation of 
the car, and the performance, or lack of performance, of such parts would have 
no bearing upon either the warranty issued or the good will of the division of 
General Motors selling a car. Furthermore, there are a large number of parts 
which are supplied by manufacturers to jobbers which are identical in material 
and construction with parts furnished by these same manufacturers to General 
Motors Corporation. 

Par. 39. The number of automobiles manufactured by the respondent General 
Motors Corporation and sold through its subsidiary, respondent General Motors 
Sales Corporation, has constituted, and now constitutes, a substantial portion of 
all the automobiles manufactured and sold in the United Stutes. The General 
Motors cars in operation constitute approximately 36 percent of all cars and 
trucks in operation. For the year 1936 there was a total of 25,378,655 cars and 
trucks in operation in the United States. Of this number, there were 1,129,779 
Buicks, 702,671 Oldsmobiles, 1,013,857 Pontiacs, and 6,455,872 Chevrolets, or a 
total of 9,302,179 General Motors cars, exclusive of Cadillac, in operation in the 
United States. The total volume of automobile parts and automobile accessories 
and supplies sold by the respondent General Motors Corporation through its sub- 
sidiary respondent General Motors Sales Corporation, has constituted, and now 
constitutes, a substantial proportion of all the automobile parts and automobile 
accessories and supplies manufactured and sold in the United States. For exam- 
ple, during the year 1936, the respondent General Motors Sales Corporation sold 
$42,117,295 in parts and $39,869,243 in accessories and supplies, exclusive of parts 
and accessories sold by the Cadillac Division and exclusive of parts and acces- 
sories sold by the United Motor Service, Inc. Such sales constitute a substantial 
portion of the sales of parts and accessories in the United States, and, when 
limited to parts and accessories for General Motors automobiles, constitute a 
substantial portion of the parts and accessories sold and used on General Motors 
automobiles. 

Par. 40. The use by the respondent General Motors Sales Corporation of the 
acts and practices hereinabove described, has had, and now has, the capacity 
and tendency to, and does, intimidate General Motors dealers and coerce and 
compel them to purchase accessories and supplies only from the respondent Gen- 
eral Motors Sales Corporation, with the result that substantial trade has been 
diverted to the respondents from their competitors who are engaged in the man- 
ufacture and in the sale and distribution of automobile accessories and supplies 
in commerce among and between the various States of the United States and 
in the District of Columbia, and has deprived, and is now depriving, said com- 
peting manufacturers of a market for the sale of said products manufactured 
and sold by said competing manufacturers, as aforesaid, and has had, and now 
has, a tendency to unduly hinder competition and to create a monopoly in Gen- 
eral Motors Corporation in commerce in automobile accessories and supplies 
between and among the various States of the United States, and in the District 
of Columbia. 


2776 STUDY OF THE ANTITRUST LAWS 


Par. 41. The Commission further finds that the use by the respondents of:the 
acts and practices hereinabove described, of selling parts on the condition, agree- 
ment, or understanding that the purchaser thereof shall not sell or use parts of 
a competitor, has had, and now has, the effect of substantially lessening compe- 
tition; and has had, and now has, a tendency to create a monopoly in replace- 
ment parts used on General Motors cars. By means of the provision in the con- 
tract that General Motors dealers will not sell, offer for sale, or use, parts not 
manufactured by or authorized by the General Motors Sales Corporation, prac- 
tically all dealers in General Motors cars, to the number of approximately 
14,000, huve been rewoved as customers and prospective customers of independ- 
ent manufacturers and jobbers; and there have likewise been removed as cus- 
tomers and prospective customers of such manufacturers and jobbers, all asso- 
ciate dealers and selected independent garages who have agreed to purchase 
only parts supplied by General Motors dealers, and which garages are estimated 
as being approximately 15,000 for the Chevrolet Division alone in the year 1936. 

Par. 42. On the completion of the testimony taken in this case, the respondents 
made a motion before the trial examiner to strike the testimony of certain wit- 
nesses. This motion was sustained in part and the testimony of certain witnesses 
stricken from the record. An appeal from this ruling of the trial examiner 
was taken by the attorney for the Commission and is now pending before the 
Commission. The testimony stricken by the trial examiner on this motion is 
more or less cumulative and not necessary to the decision in this case, and it is, 
accordingly, not necessary for the Commission to pass upon this motion or con- 
sider this testimony in making its findings. 


CONCLUSION 


The aforesaid acts and practices of the respondents as herein found are all 
to the prejudice and injury of the public and of said respondents’ competitors, 
and constitute unfair methods of competition within the intent and meaning of 
the Federal Trade Commission Act; and the acts and practices of the respond- 
ents in selling replacement parts on the condition, agreement, or understanding 
that the purchaser thereof shall not use or deal in replacement parts of a com- 
petitor, has the effect of substantially lessening competition and a tendency to 
create a monopoly in replacement parts used on General Motors cars, and con- 
stitutes a violation of section 3 of the act of the Congress of the United States 
entitled, “An Act to supplement existing laws against unlawful restraints and 
monopolies, and for other purposes,” commonly known as the Clayton Act. 


MODIFIED ORDER TO CEASE AND DESIST ' 


This proceeding having been heard by the Federal Trade Commission upven 
the complaint of the Commission, the answers of the respondents, testimony and 
other evidence taken before John L. Hornor and W. W. Sheppard, trial exam- 
iners of the Commission theretofore duly designated by it, in support of the 
allegations of the complaint and in opposition thereto, report of Trial Examiner 
W. W. Sheppard upon the evidence and exceptions filed thereto, briefs filed in 
support of the complaint and in opposition thereto, and oral arguments of coun- 
sel; and the Commission having made its findings as to the facts and its conclv- 
sion that said respondents have violated the provisions of the Federal Trade 
Commission Act and have violated the provisions of that certain act of the 
Congress of the United States entitled, “An Act to supplement existing laws 
against unlawful restraints and monopolies, and for other purposes,” approved 
October 15, 1914, commonly known as the Clayton Act, and the Commission 
having issued its order herein to cease and desist on November 12, 1941, and the 
respondent having filed with the Commission on June 11, 1942, its request for 
modification of said order: 

It is ordered, That the respondents General Motors Corporation, a corporation. 
and General Motors Sales Corporation, a corporation, and their respective officers. 
agents, representatives, and employees, directly or through any corporate or 
other device, in connection with the offering for sale, sale and distribution of 
automobile accessories, automobile supplies, and other similar products in com- 
merce as “commerce” is defined in the Federal Trade Commission Act, do forth- 
with cease and desist from: 





1 Order published as modified by Commission on June 25, 1942. 
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(1) Requiring automobile dealers in connection with contracts or franchises 
or selling agreements with said automobile dealers for the sale of new motor 
vehicles, by means of intimidation or coercion, to purchase or deal in accessories 
or supplies sold and distributed by the respondents, or by any one designated by 
them, for use in and on automobiles sold by the respondents. 

(2) Canceling, or directly or by implication threatening the cancellation of, 
any contract or franchise or selling agreement with automobile retail dealers for 
the sale of new motor vehicles, because of the failure or refusal of such dealers to 
purchase or deal in accessories or supplies for use in and on automobiles manu- 
factured or sold by the respondents, sold and distributed by the respondents, or 
by any one designated by the respondents. 

(3) Canceling, or directly or by implication threatening the cancellation of, 
any contract or franchise or selling agreement with automobile retail dealers 
for the sale of new motor vehicles, for purchasing or dealing in accessories or 
supplies for use in and on automobiles sold by the respondents, not obtained from 
respondents or from other sources designated by the respondents. 

(4) Shipping accessories or supplies for use in and on automobiles sold by the 
respondents without prior orders therefor, or canceling, or directly or by impli- 
eation threatening the cancellation of any automobile retail dealer contract or 
franchise or selling agreement for the sale of new motor vehicles, because of a 
failure or refusal to accept accessories or supplies for use in and on automobiles 
sold by the respondents shipped without prior order. 

(5) Refusing or threatening to refuse, to deliver automobiles to automobile 
retail dealers in connection with contracts or franchises with said automobile 
retail dealers for the sale of new motor vehicles because of a failure or refusal 
of such dealers to purchase or deal in accessories or supplies for use in and on 
automobiles sold and distributed by the respondents or by any one designated 
by them. ; 

(6) The use of any system or practice, plan, or method of doing business, for 
the purpose, or having the effect, of coercing or intimidating automobile retail 
dealers who have contracts or selling agreements or franchises of the respondents 
for the sale of new motor vehicles into purchasing or dealing in accessories or 
supplies manufactured or supplied by the respondents, or by any one designated 
by them for use in and on automobiles sold by the respondents. 

It is further ordered, That the respondents, General Motors Corporation, a 
corporation, and General Motors Sales Corporation, a corporation, and their 
respective officers, agents, representatives, and employees, directly or through 
any corporate or other device, in connection with any franchise or agreement for 
the sale of automobiles or in connection with the sale, or making of any contract 
for the sale of, automobile parts in commerce as “commerce” is defined in that 
act of Congress entitled, An Act to supplement existing laws against unlawful 
restraints and monopolies, and for other purposes,’ approved October 15, 1914, 
commonly known as the Clayton Act, do forthwith cease and desist from: 

Entering into, enforcing, or continuing in operation or effect, any franchise or 
agreement for the sale of automobiles, or any contract for the sale of, or selling, 
automobile parts in connection with contracts or franchises or selling agreements 
with automobile retail dealers for the sale of new automobiles on the condition, 
agreement, or understanding that the purchasers thereof shall not use or sell 
automobile parts other than those acquired from the respondents, unless such 
condition, agreement, or understanding be limited to automobile parts necessary 
to the mechanical operation of an automobile, and which are not available, in 
like quality and design, from other sources of supply. 

It is further ordered, That the respondents shall, within 30 days after this 
modified order becomes final, file with the Commission a report in writing, set- 
ting forth in detail the manner and form in which they have complied with this 
modified order. 


Mr. Seetey. Mr. MacDonald, on page 8 of your statement you 
summarize the more important points in the onlee and as set forth 
there it falls into two parts. 

Now, as to the portion of the order entered under section 5 of the 
Federal Trade Commission Act, do the prohibitions of the order apply 
there to parts or only to accessories and supplies ? 

Mr. MacDonatp. Accessories and supplies and similar products. 
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Mr. Sretry. And as to the prohibitions in the latter part of the 
order which are entered under section 3 of the Clayton Act, as 
emonceG) do the prohibitions there apply to both parts and acces- 
sories ! 

Mr. MacDonatp. They are under parts. 

Mr. Sretey. Parts only. And referring you to paragraph 9 and 
also p er agraphs 18 to 20 of the findings which deal with the distine- 
tion between parts and accessories, can you tell us whether you had 
any difficulty with respect to differentiating between parts and acces- 
sories, and if so, what was that difficulty 2 

Mr. MacDonarp. W ell, we had difficulty and I think the dealers 
had difficulty. There is A statement recorded in the findings that the 
corporation itself had difliculty in deciding which were parts and 
which were accessories, and it was a changing thing. It was not stable 
but it changed from time to time. 

At one time you bought a motor vehicle which today we would con- 
sider as a skeleton, and as time went on what was considered to be a 
juxury element such as a windshield and bumpers became standard 
equipment. 

They failed to include them in the price of the car, the industry 
did, not General Motors specifically, and then we took that action 
back there in the late thirties with the help of the industry to clarify 
that situation, so that as the luxury items became essentials and stand- 
oe equipment, they moved from the field of accessories into the field 
of parts. 

Mr. Seetry. By “essentials” do you mean integral operating parts 
of the car ? 

Mr. MacDonanp. Yes, sir. 

Mr. Sreiry. You used the word in your statement “forcing.” What 
do you mean? Can you give us some description of what is meant by 
“forcing” or “full-line for cing,” Mr. MacDonald ¢ 

Mr. MacDonatp. Well, that 1s the tying in of the sale of heaters, 
of radios, of floormats and polish and light bulbs and hub caps and 
spark plugs and batteries and cable and a variety of other items which 
are manufactured in many instances by highly reputable companies 
who are suppliers to General Motors of these same items, with the sale 
of the vehicle by General Motors, to the end that the dealer under- 
stands that he is required to buy all of these items from the Chevrolet 
or the Pontiac or Olds division, as the case may be, in order to continue 
to enjoy the privilege of buying and selling their new cars. 

It is a forcing of the full line of products which the corporation 
has to sell to the dealer, and a tying in of the lesser item with the 
major item, a practice which has been condemned repeatedly by the 
courts. 

Mr. Sretry. Take an item such as windshelds, Mr. MacDonald ; at 
the time that was considered a part already; was it not? 

Mr. MacDonatp. Yes, sir; although in bygone days it was an acces- 
sory. Sissies had to have windshields. 

Mr. Sretry. Suppose a case where an owner orders a windshield, 
let us say for a Chevrolet automobile. Then he cancels the order from 
the repairman because he says he was told that he must purchase it at 
a General Motors garage and must obtain an estimate from such a 
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dealer. before he can collect the insurance: would that situation be 
covered under this order as it stands? 

Mr. MacDonatp. I don’t understand the question. 

Mr. SEELEY. Suppose the windshield is a replacement, it is ordered 
to replace a broken windshield, would the prohibitions of the order 
here cover that ? 

Mr. MacDonatp. Well, certainly. The order prohibits the dealer 
from being restrained from buying a part of like grade and quality 
from outside the GM family, and windshields, now that they are 
curved in this country, are controlled by two companies, Pittsburgh 
Plate Glass and Libbv-Owens-Ford, and those windshields, the identi- 
cal product, is available through a glass jobber or dealer or through 
the Chevrolet or Oldsmobile division. 

When I said Pittsburgh, they supply Ford, they do not supply 
General Motors. 

Mr. Serevey. Now as to this term which has been used here in the 
order and is quoted in your statement, “genuine General Motors 

arts,” Mr. MacDonald, what was meant by that? Have you any 
efinition there from the briefs or the record in that case ¢ 

Mr. MacDonatp. It is a part that is manufactured and sold by 
General Motors or by some manufacturer authorized by General 
Motors or by some manufacturer authorized by General Motors to 
make the part, subject to its approval. 

Mr. SeeLey. With respect to the parts which were involved at the 
time in this case, did you find any evidence of an attempt to test techni- 
cally and factually any of these automotive parts referred to as gen- 
uine General Motors parts or to make a technica! and factual com- 
parison with the competitive replacement parts? 

Mr. MacDonatp. By who? 

Mr. Sreevey. By General Motors. 

Mr. MacDona.p. Well, in their testimony they contended that cer- 
tain parts which dealers had testified that they had been told not to 
handle were parts of inferior quality, and they asserted that they had 
made tests. 

We found and introduced contrary testimony, that some of those 
parts that were condemned by their witnesses were made by approved 
sources, by sources who made them for the corporation. There were 
allkinds. Sometimes they may have been of poor quality. 

Mr. Serer. In other words, the same parts or the identical parts 
at times would be described as genuine parts if sold by a General 
Motors dealer, but not genuine parts if sold by someone else ? 

Mr. MacDonatp. Correct, even to the point of their own products. 

Mr. Srertey. Do you mean by that, Mr. MacDonald, that even in 
the case of parts manufactured by the General Motors car divisions, 
that for purposes of these restraints upon the dealers, such parts 
would not be considered genuine unless purchased directly from 
General Motors? " 

Mr. MacDonatp. The dealers testified that they were told that they 
must not buy outside, and I quoted from that testimony, buying out- 
side even though they might be A-C plugs produced by the A-C divi- 
sion of General Motors Corp. and sold by them for resale through 
their United Motors jobbers. 

I don’t recall this specifically, but I seem to remember a witness 
testifying that he was told by a Chevrolet parts man, if it doesn’t have 
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the blue Chevrolet band around it, it is not genuine, whether it comes 
from A-C or somebody else. 

Senator O’Manoney. Are you referring now to the case mentioned 
on page 10 of your statement, docket 5620 ? 

Mr. MacDona.p. Yes, sir, I was. 

Senator O’Mauoney. This is the docket in which the Federal Trade 
Commission issued a cease-and-desist order in 1953. 

Mr. MacDonatp. Not in 1953. 

Senator O’Manonrey. Well, my question—in order to clarify this, 
look on page 10. 

Mr. \ ReDow i. Oh, you are speaking of the A-C spark plug case? 

Senator O’Manoney. That's right, that is what I want to know, if 
you are now talking about that case. 

Mr. MacDonatp. No, sir; I was talking about 3152, the dealer parts 
case. 

Senator O’Manoney. The original case? 

Mr. MacDona.p. Yes, sir, the original case. 

Senator O’Manoney. The decision in which was handed down in 
November of 1941. 

Mr. MacDonatp. Yes, sir. 

Senator O’Matoney. In your statement, you give the date Novem- 
ber 15, 1941. The document itself gives the decision November 12, 
1941. 

Mr. MacDona.p. Well, there may be an error, sir. 

Senator O’Manonry. The printed document is the correct one. 

Mr. MacDonabp. Yes, sir. 

Senator O’Manonry. With respect to docket No. 5620, was the 
sat ‘ia of violation alleged and covered by the cease-and-desist 
order 

Mr. MacDona.p. That was a different proposition, although the 
same section of the statute was involved in part of the proceeding. 

The United Motors jobbers, that is, independent jobbers who might 
buy from Bendix, from Borg-Warner, from Motorola, from a variety 
of sources, also purchased parts from the United Motors division of 
General Motors Corp., and they had those parts for sale to Chevrolet 
or Oldsmobile or Pontiac dealers or independent garages or Ford 
agencies or whatever, and those independent jobbers were required 
to deal exclusively in A-C products to the exclusion of products man- 
ufactured by other spark- fig companies or other filter manufacturers 
and the other allied Bronce. if they were to earn their distributor 
discount. Otherwise they would drop back into a lower price classi- 
fication, and section 3 of the Clayton Act specificaly inhibits exclusive 
dealings where price is a factor. 

Senator O’Manoney. This is what you seem to be telling the com- 
mittee. General Motors, through one of its appropriate divisions, 
manufactures parts. It sells those parts to independent dealers, their 
te parts, and these are to be found on the shelf of the independent 
jobber. 

Mr. MacDonatp. Yes, sir. 

Senator O’Manoney. In the local community. 

Mr. MacDona.p. Yes, sir. 

Senator O’Manoney. It also sends those parts to the division 
handling the particular motors? 

Mr. MacDonatp. That’s right. 
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Senator O’Manoney. Chevrolet, Buick, Olds, Pontiac, and the like? 

Mr. MacDona.p. Yes, sir. 

Senator O’Manoney. But the dealer who distributes these cars was 
under obligation from General Motors not to buy replacement parts 
from the local jobber in his own town? 

Mr. MacDona.p. That is correct. 

Senator O’Manoney. Is that correct ? 

Mr. MacDonatp. That was the testimony. 

Senator O’Mauoney. So that General Motors, having sold a set of 
parts to an independent jobber and presumably having obtained com- 
pensation therefor, nevertheless placed such an order, a directive on 
the local dealer im a particular automobile, that he could not buy those 
same genuine parts from the local jobber in his own town? 

Mr. MacDona.p. There was testimony to that effect ; yes: sir. 

Senator O’Manonry. What did the Commission find ¢ 

Mr. MacDona.p. There is a finding to that effect. 

Senator O’Mauoney. There is a finding to that effect. And is that 
the case from which the General Motors, after having filed notice of 
appeal, finally withdrew the appeal ? 

Mr. MacDona.p. Yes, sir, it is. 

Senator O’Manoney. So that General Motors acknowledged in ef- 
fect, by not appealing, that that was its practice ? 

Mr. MacDonap. Well, they strongly denied that that was the 
practice, in the testimony. 

Senator O’ManHoney. But they accepted the decree and they would 
not appeal from it; is that not the fact ¢ 

Mr. MacDonavp. They failed to appeal; yes, sir. 

Senator O’Manonry. Then, following that, according to your testi- 
mony, complaints continued to come in from dealers. I read from 
page 9 of your statement: 

From time to time scattered complaints have been received from automobile 
parts jobbers and from associations of automobile-parts jobbers that General 
Motors was violating this order. 

When were those complaints coming in? 

Mr. MacDonatp. They came in while I was working on the spark- 
plug case in 1947, 1948—about 1946. ; 

Senator O’Manoney. They came in 6 years after the decision 

Mr. MacDonaup. After the war. 

Senator O’Manoney (continuing). After the decision in docket 
3152 of November 12, 1941, was handed down, the one that contained 
these—— 

Mr. MacDonatp. That is night. 

Senator O’Manoney. Isthat right? 

Mr. MacDona.p. Yes, sir. 

You appreciate the war intervened there. There was almost a status 
quo during the wartime period. 

Senator O’Manoney. Yes. 

Mr. MacDona tp. In fact, dealers were encouraged during the war- 
time period to get parts from independent jobbers, were urged to get 
them from them because the jobbers were there to serve them and had 
the reserve parts. 

But as soon as the corporation developed a ready reserve of parts, 
then the jobbers were persona non grata, and the urging was that “You 
now confine your parts purchases to your car-factory channel.” 
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Senator O’Manoney. Now, the picture you have drawn -wiich 
eventuated in a finding by the Federal Trade Commission and an 
order to abandon the practice was that General Motors wanted to 
sell parts, not only to its car dealers but also to independent jobbers, 
and, at the same time, put up a barricade between the loca] dealers 
and the local jobbers so as to prevent the jobbers from selling to the 
dealers the very same parts. 

Mr. MacDonaup. That was the testimony, and there are some docu- 
ments that will support that. 

Senator O’Mauonrey. Well, General Motors did not appeal from 
the order. 

Now, going back to page 9, you say: 

“These charges have been investigated.” These are new charges 
filed long after the cease and desist order of November 1941? 

Mr. MacDonatp. Yes, sir. 

Senator O’Manoney. And they involve the same practices? 

Mr. MacDona.p. Yes, sir; to a greater or lesser degree; there were 
varying charges. 

Senator O’Manonry. Oh, yes; it is a big business. 

Mr. MacDonatp. Yes, sir. 

Senator O’Manoney. The matter was regarded so seriously by the 
Federal Trade Commission that a full-scale compliance investigation, 
to use your words, has been conducted during which the record of 
the General Motors Corp. and various of its regional offices have been 
examined, and a large number of dealers and ex-dealers have been 
interviewed by representatives of each of the Commission’s seven 
branch offices. 

Mr. MacDonaxp. Yes, sir. 

Senator O’Manoney. That is your testimony. This was a com- 
pliance investigation 

Mr. MacDona.p. Yes, sir. 

Senator O’MaAnHOoNneEy (continuing). To see whether or not General 
Motors was complying with this order which had been issued legally, 
and from which it had not appealed. 

Mr. MacDonatp. Yes, sir. 

Senator O’Manoney. And then you testify that the results of this 
investigation are now being reviewed by the Assistant General Counsel 
in charge of compliance who is preparing a report for the Commission. 

Mr. MacDonatp. That is right. 

Senator O’Manoney. So that the matter now is still before the 
Commission ? 

Mr. MacDona.p. That is correct, sir. 

Senator O’Manonrey. Naturally, you have not told us what is in 
that report, I suppose, but this is the fact: that presently the Federal 
Trade Commission, having gone to great lengths to carry on this 
compliance investigation, 1s now having a report on allegations of 
violation of the Federal Trade Commission order of 1941 with respect 
to parts. 

r. MacDona.p. Yes, sir; such a report is under consideration. 

Mr. Seeitey. Mr. MacDonald, you obtained the papers and docu- 
ments at the time of the investigation in this case, did you not, and 
some of which were used in evidence in the trial of the case ? 

Mr. MacDona.p. From various sources documents were obtained, 
including General Motors. 
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Mr. Seetey. Did those documents include franchises, so-called 
franchise agreements, between General Motors and its dealers? 

Mr. MacDona.p. That is my recollection. 

Mr. SeeLey. And the record contains representative copies of those 
franchises which were in use at that time? 

Mr. MacDona.p. They do, voluntarily furnish by GM and also by 
some of the dealers. 

Mr. SEe.Ley. Mr. Chairman, I think it would be helpful to the staff 
if we could have the Commission furnish copies of those franchises 
for comparison with the franchises which are now in use. 

Senator O’MaHoney. We will make that request of you, Mr. Mac- 
Donald. 

Mr. MacDona.p. That will be furnished. 

Mr. SrEeLEy. One thing more, Mr. MacDonald, on the question of 
the genuine, so-called genuine, General Motors parts: Do you have 
the copy of the General Motors’ brief there ? 

Mr. MacDonatp. Yes; I apparently do. 

or SEELEY. Is the phrase “genuine General Motors parts” defined 
there 

Mr. MacDonabp. Yes, sir. On page 18 of the printed brief, en- 
titled “Brief for the Respondents,” docket 3152 : 

Mr. SFELEY. How is it defined ? 

Mr. MacDona.p. “ ‘Genuine parts’ means parts manufactured by 
the four divisions of GMSC or parts approved by the engineering de- 
partment after inspection and tests.” 

Mr. Seetey. Is the requirement of the use of genuine parts related 
to any other policy of the company ? 

Mr. MacDona.p. Well, it is related to the warranty policy. 

Mr. SEELEY. How was it related in the respondents’ brief? 

Mr. MacDona.p. Well, in the respondents’ brief at page 22 of the 
same document—— 

Mr. SEELEy. Yes. 

Mr. MacDona.p (continuing) : 

Warrant policy and service policy—relation to genuine parts. Dealers of 
GSMC are the only ones authorized to give to purchasers the warranty on each 
car sold by them. Dealers are obligated to execute the warranty. Its terms 
and application in practice are set out (pars. 13, 20, et seq. of the examiner’s 
report). The warranty embraces motor vehicles, chassis, parts or accessories 
as is set forth in paragraph 23 of the selling agreement. | 

Mr. SEELry. Just describe for us briefly, Mr. MacDonald, some of 
the types or as many examples as you can, of the types of products 
which were covered by this practice used at that time by General 
Motors requiring its dealers to take parts, to buy exclusively from 
General Motors. 

Mr. MacDonatp. I am having to search my memory deeply; that 
1s a long question. 

Senator O’Manoney. It is a long time back. 

Mr. MacDona.p. Heaters, radios were two of the foremost items 
at that time in the accessory line that were the subject of complaint. 

Some of the items complained of have since departed. Radiator 
caps, gear shift lever balls, the ornamental balls that are on top of 
the gear shift lever; polish, antifreeze was one of the subjects about 
which there was considerable controversy from time to time, the public 
having quite a wide acceptance for certain advertised brands, and 





2784 STUDY OF THE ANTITRUST LAWS 


preferring to buy them by name, and dealers having difficulty in 
stocking those items. 

There was testimony by du Pont on behalf of the Commission that 
the items which they had for sale to the jobbers were the same as the 
items which they sold to the corporation. 

Mr. Seetry. Those items, for the most part, were obtainable from 
outside independent manufacturers and jobbers, were they not ? 

Mr. MacDonaxp. Yes, indeed. 

Mr. Sretry. And that gave rise to the problem ? 

Mr. MacDonatp. Yes, sir; with some public preference perhaps for 
the independent’s products. 

Mr. Seexey. In addition, were there certain items manufactured 
exclusively by the General Motors car divisions? Were there certain 
items manufactured exclusively which were not obtainable from out- 
side sources ? 

Mr. MacDonatp. Yes, sir. 

Mr. Sre.ey. For example, would your answer include universal 
joints, connecting rods? 

Mr. MacDona.p. I do not know whether the corporation makes 
or did make its own rods or its own universal joints. I do recall in 
the recent, the most recent, investigation in 1952 and 1953 that Spicer 
and various other universal, various other companies, supplied high- 
grade parts to the factory of the type you indicated. My recollection 
is not sufficiently sure to make a statement. 

Mr. Seevey. Did your investigation at that time disclose any com- 
plaints concerning the forcing of unordered automobiles? 

Mr. MacDona.p. Yes; there have been complaints of that nature. 
and also the inability to get automobiles when the dealers wanted 
them or of the kind and type which they desired. 

Senator O’MaHoneEy. Mr. MacDonald, this might be an appropriate 
time for me to call attention to the bad printing in this document of 
docket 3152. I am particularly distressed about the paragraph on 
page 84, indeed, the whole page; it looks as though in the Government 

rinting Office or somewhere the plate had been struck with a mallet 
or something because many of the words are not legible. 

Would you be good enough to read into the record the paragraph 
entitled “Conclusion” so there will be no doubt of just what that 
conclusion was. | 

Mr. MacDona.p. I have a better copy which I will substitute, sir. 


Conclusion: The aforesaid acts and practices of the respondents as herein 
found, are all to the prejudice and injury of the public and of said respondents’ 
competitors, and constitute unfair methods of competion within the intent and 
meaning of the Federal Trade Commission Act; and the acts and practices 
of the respondents in selling replacement parts on the condition, agreement, 
or understanding that the purchaser thereof shall not use or deal in replace- 
ment parts of a competitor, has the effect of substantially lessening competition 
and a tendency to create a monopoly in replacement parts used on General 
Motors cars, and constitutes a violation of section 3 of the act of the Congress 
of the United States entitled “An Act To Supplement Existing Laws Against 
Unlawful Restraints and Monopolies, and for Other Purposes,” commonly known 
as the Clayton Act. 


May I substitute this for that? 
Senator O’Manonry. Yes; thank you very much. We will take the 
substitute. 


-: 
se 
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Mr. SreLtey. Mr. MacDonald, you mentioned in your prepared state- 
ment the so-called 6-percent case, docket 3001. Do you recognize 
this as a true copy of the findings and the order of the Commission 
in that case? 

Mr. MacDonatp. It is; and attached to it is a copy of the decision 
by the court of appeals. 

Senator O’Manoney. Read the title of that, won’t you, Mr. 
Attorney? 

Mr. SEELEY. The title of this case is 

Senator O’Manoney. So that the record will make sure you are 
talking about it. 

Mr. Sretey. In the matter of General Motors Corp., et al., docket 
No. 3001. The decision was issued on December 8, 1939. 

Senator O’Manoney. That is the document you are talking about ? 

Mr. MacDonatp. It 1s, sir. 

Mr. Sretry. Will you tell us briefly, Mr. MacDonald, what. the con- 
nection was between this practice of misrepresenting and advertising 
the true rate of interest and the activity of the General Motors Accept- 
ance Corp. How was this practice carried out as between the two 
companies ? 


Mr. MacDonatp. Well, they worked hand in hand in the field, and 





:* T assume also very closely at their headquarters. 


The advertising may have been prepared by the finance company, 
T do not recall precisely. Certainly it had its approval, and it was 
disseminated by the car factory divisions to dealers and others in 
connection with motor-vehicle advertising, as well as being also dis- 
seminated by the GMAC division, I believe, in strictly finance-plan 
advertising. 

It consisted of a large figure 6 that you could not see any qualifi- 
cation on on a billboard or even otherwise unless you read very closely 
in magazine advertising, “6” with the percent sign. 

i O’Manoney. Was it designated as the 6-percent finance 
an? 
Mr. MacDonatp. Yes, sir. 

Senator O’Manoney. Did those words appear in the ads? 

Mr. MacDona.p. Yes, sir. The word “interest” did not appear, 
and General Motors contended that what they were trying to do was 
to make their advertising clear so that the public would understand 
what the rate of finance charge was. 

But our inquiry demonstrated that many citizens were buying cars 
financed by General Motors finance plan with the thought that they 
were no longer paying what had come to be roenied as a rather 
exorbitant or if not exorbitant, at least, high finance-charge rate. 

Now, the other car factories and the other finance companies fol- 
lowed General Motors very shortly, and the entire industry was using 
that type of plan when the investigation got underway. 

Senator O’Manoney. Well, you say in your statement— 


in fact, the interest amounted to about 12 percent. 

Mr. MacDona.p. Yes, sir. 

Senator O’Manoney. In order to make that clear on the record, 
will you please tell us what the 6 percent seemed to signify and what 
the facts are of which you found 12 percent interest was actually paid. 
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Mr. MacDona.p. Well, I do not have to wander further than my- 
self, sir. I bought a vehicle under the 6 percent plan from another 
finance company advertised by almost the same advertising claims, 
from a dealer who was my client in Madison, Wis. 

I had never bought anything on time. I always paid cash. I told 
the client, “Tell me how much it is and I will go up to the bank and 
draw some money out of the savings account,” and he said, “Well, 
that won’t be necessary. You can now borrow or buy on time at only 
6 percent interest.” 

I said, “Well, my understanding is that those finance charges run 
much more steep than that.” 

He said, “No, it is a new plan that the various companies are back- 
ing,” and that was a Chrysler product, with Commercial Credit Co. 
finance paper. 

So I bought the car on time. I have not made another purchase 
like that since, and when I got back to my office and got to figuring 
it up, I discovered instead oF being 6 percent interest, which I would 
have been willing to pay, I was, in fact, paying about 12 percent, a little 
higher, and I returned to Chicago in considerable mortification on 
my lack of astuteness in relying upon my client instead of doing the 
computing before I signed; and these files were on my desk when I 
got back there, so I was really in a very enthusiastic frame of mind 
about conducting an investigation. 

Senator O’Manoney. Well, of course, in connection with your 
client, I hope you had not submitted your bill before you found out 
what had been done. 

Mr. MacDonatp. Unfortunately he was an exclient; I was working 
for the Commission at the time. 

Senator O’Mauoney. Proceed. 

Mr. SerLey. In your investigation, Mr. MacDonald, did you-—— 

Mr. MacDona.p. I might also add, if you please, that I was told 
by a president of one of Chicago’s leading banks that he made the 
same mistake, so I did not feel so upset about it. 

Senator O’Manoney. That is why it is necessary for the Federal 
Trade Commission to closely observe the nature of advertising and 
to read the small print which purchasers so frequently overlook. 

Mr. MacDonatp. Yes, sir. That is the fact. 

Mr. Seetey. In your investigation, in your study, of franchises 
which were put in evidence in this case, did you ascertain whether the 
dealers defrayed the expense or portion of the expense of the adver- 
tising which you have just described for us? 

Mr. MacDona.p. They make a contribution to the advertising fund 
which is administered by an advertising agency, one time selected br 
the various motorcar companies; I do not know what the present 
practice is. 

Mr. SErtry. You mean that the agency selected for that purpose 
was selected jointly by the automobile manufacturers in the industry! 

Mr. MacDonatp. Not by the various manufacturers. It was pretty 
much a standard practice in the trade to collect an advertising con- 
tribution by GM, also by Ford and by Chrysler, and those contribu- 
tions went into a common kitty, and national or local advertising was 
placed by an advertising agency that was thought to be beneficial 
toward the sale of the Chevrolet car or the Dodge car, as the case may 
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_ be. That copy would probably be prepared in Detroit or elsewhere, 
and run locally, and sometimes in national magazine advertising. 

Mr. Sree.ey. Were there any complaints at this time from dealers 
concerning this requirement of contributing to the advertising kitty 
that you describe ? 

Mr. MacDona.p. Oh, yes; yes, sir; there were. 

Mr. Seetey. The chairman mentioned a moment ago about the 1m- 

ortance of looking at the fine print. In this other case which you 
ee described for us in your prepared statement, docket 3173, the 
case dealing with representations in advertising the price of new cars, 
will you describe those facts and the situation that gave rise to that 
. ease for us, Mr. MacDonald? How far back did the investigation 
. gointhat case? | 
Mr. MacDona.p. I think our findings said that it became quite 
eneral in 1935. That was about the time when, although it could 
ave been 2 or 3 years oles and, perhaps, even longer than that, 
I could not be too sure about it, but it was extremely prevalent in 1935, 
most of the motorcar companies would picture a sedan, four-door 
sedan, with full equipment insofar as you could see it, and sometimes 
in the advertisements the doors would be open and you would be able 
to see the equipment inside, and the dash, which would make full 
equipment, but they would quote the price not of that sedan as pictured, 
but of the cheapest coupe that they had, and then not include in it 
bumpers, spare tire, handling charges, and a variety of other standard 
items of equipment. 

The independent manufacturers were quite concerned about that, 
and had sought to obtain a correction of it. They were very coopera- 
tive and they testified as Commission witnesses in the matter. 

As a matter of fact, however, it was of concern to GM and to Ford 
and to Chrysler. It was a snowball that got rolling, and they did not 
know how to stop it, and we stepped in, and with the aid of counsel 
and officers of General Motors and the other companies, Ford, Chrys- 
ler, we succeeded in abating the practice, and they voluntarily discon- 
tinued, prior to the Commission action, all of them, including General 
Motors, voluntarily discontinued the practice, and had given some 
contemplation to asking us to adopt a set of fair-trade rules for their 
industry to enable them to regulate the advertising. 

That was taken up, I was told, by an official of the Automobile 
Manufacturers Association in the association’s meeting. They con- 
cluded that. it. would be handled without the formality of a set of rules. 

Mr. Srery. In investigating that case, did you obtain any informa- 
tion as to how the manufacturer arrived at the price which he set for 
his cars at that time? In other words 

Mr. MacDonatp. I assume I did, but I certainly do not have the 
vacuest recollection of it at this time. 

Mr. Srerey. Were the individual dealers free to sell at any price 
thev desired at that time? 

Mr. MacDonatp. Oh, a suggested resale price was made, the ad- 
vertised price, but I do not recall when any car factory ever per- 
suaded or sought to persuade a dealer to get the advertised price. 
They want the dealers to sell cars, sell them at any price and, of 
course, price 1s an uncertain factor inasmuch as usually in the majority 
of cases T think I would say safely that we all have a used car to trade 

67272—56—pt. 6—-39 
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in, and the price of the new car may vary by the amount of allowance 
or overallowance that is granted on the used car. 
Senator O’Manoney. Any further questions, Mr. Burns, of this 
witness? ° 
Mr. Burns. That is all we have, Senator. 
Senator O’Manongey. Thank you very much, Mr. MacDonald; you 
may be excused. 
Mr. MacDonatp. Thank you, sir. 
Senator O’Manoney. It is now 5 minutes of 12, Mr. Burns. What 
iS your program ? 
r. Burns. We have another witness who is here, if you wish to 
continue. 
Senator O’ManoneEy. How long will it take? 
Mr. Burns. He has a 15-page statement which usually takes about 
a half hour to read; perhaps a half hour of questioning. 
Senator O’Manoney. Perhaps it might be well for us to change our 
rogram and adjourn at 12 o’clock, recess at 12 o’clock today, and take 
it up at 1:30, and devote the afternoon to this witness. 
Mr. Burns. Whatever you wish. 
Senator O’Manoney. There being no objection, that will be the 
case; the committee will recess until 1: 30. 
(Whereupon, at 12 o’clock noon, the subcommittee recessed, to 
reconvene at 1:30 p. m., the same day.) 


AFTERNOON SESSION 


Senator O’Manoneyr. Mr. McHugh, are you ready to proceed ? 
Mr. McHucan. Yes, Senator. 
Senator O’Manoney. Very well, sir. 
Mr. McHuecn. The witness is James Cassedy, attorney, who is | 
representing Equipment Wholesalers Association. 
. Senator O’Manoney. Mr. Cassedy, we are very glad to have you 
ere, Sir. 
Mr. Cassrepy. Thank you, sir. 
Mr. McHuen. Mr. Cassedy, if you have a prepared statement, you 
can deliver it if you wish. : 


STATEMENT OF JAMES W. CASSEDY, GENERAL COUNSEL, MOTOR 
& EQUIPMENT WHOLESALERS ASSOCIATION 


Mr. Cassepy. Thank you, Mr. McHugh. 

Mr. Chairman and members of the committee, I am James W. Cas- 
sedy, an attorney of Washington, D. C. With your permission I de- 
sire to present the joint statement of B. W. Ruark, general manager 
of the Motor & Equipment Wholesalers Association and myself as 
general counsel of that association. We shall endeavor to give a 
factual report, based entirely upon information supplied by the men- 
bers of our association, relative to the automotive service industry. 

Senator O’Manonety. Will you please describe the association! 
Apparently you undertake to do that in the next paragraph, but I 
think it needs a little more detail. 

Mr. Cassepy. Yes, Senator; to some extent we have in this prepared 
statement. 








STUDY OF THE ANTITRUST LAWS 2789 


'» «The Motor & Equipment Wholesalers Association, with headquar- 
ters in Chicago, Ill., is an international trade organization of inde- 
pendent automotive wholesalers that have approximately 3,500 whole- 
sale trade outlets throughout the United States and Canada. 

The term “independent” is used to contrast these wholesalers with 
distributors and dealers connected with nationally integrated organ- 
izations such as are maintained by the automobile manufacturers, 
major oil companies, tire companies, chainstores, and others that are 
engaged in the distribution of similar automotive merchandise. 

Senator O’Manoney. When was your organization formed ? 

Mr. Cassepy. This organization has been in existence for possibly 
25 years as the Motor & Equipment Wholesalers Association, I believe. 

Mr. Ruark has been the manager of that association for about 23 
years, I am told. 

Mr. McHtuen. Mr. Cassedy, excuse me; do I understand from this 
that your membership does not consist of jobbers who are associated 
with the integrated car manufacturers ? 

Mr. Cassepy. There are some members of Motor & Equipment 
Wholesalers Association who handle United Motors Service parts, 
or A-C parts distributed from the General Motors organization, if 
that is what you mean. 

Mr. McHucw. These would be jobbers who purchase from United 
Motors Service or A-C Spark Plug? 

Mr. Cassepy. That’s correct. 

Senator O’Manonry. What is United Motors Service? 

Mr. Cassepy. United Motors Service is one of the divisions of Gen- 
eral Motors that has handled replacement parts, to describe it gen- 
erally, through independent wholesalers and jobbers. 

Mr. McHucn. Will you describe for the record, if you will, Mr. 
eer Just what types of automotive parts United Motors Service 
randles, 

Mr. Cassepy. Mr. McHugh, the United Motors Service division of 
General Motors Co., as I point out later in this prepared statement, 
after January 1, 1954, began handling all:General-Motors lines with- 
out restrictions, so that they handle all replacement parts made by 
General Motors and a great many purchased by General Motors for 
resale in the replacement market. 

Mr. McHuen. So that United Motors Service is the distributor for 
General Motors on all parts and supplies manufactured by any of the 
General Motors divisions in the replacement market ? 

Mr. Cassepy. There were restrictions up until the first of the year 
in the handling of certain parts called the hard parts, body parts which 
i Motors made and distributed only through their car dealer 
outlets. 

Mr. McHtvau. That is in the replacement market ? 

Mr. Cassepy. Yes. 

: Mr. Mctlueu. That was at that time handled through United Motor 
Service / 

Mr. Cassepy. No, sir; as I remember it, some of those restrictions 
were removed at the beginning of last year, and if I am not mistaken, 
all of them, all restrictions have been removed now. 

Mr. McITucu. In addition to United Motor Service selling the parts 
and supplies equipment manufactured by the GM car division, does 
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United Motor Service also sell equipment which is purchased from 
independent parts and equipment manufacturers? 

_ Mr. Cassepy. Yes; that 1s my understanding. I would like to go 
a little further into this prepared statement, if I may. 

, Mr. Mclives. Go right ahead. 

Mr. Cassepy. I believe I can answer some of those questions a little 
clearer. | 

The automotive-service industry consists of independent manufac- 
turers and integrated vehicle manufacturers who manufacture. 
distribute and sell automotive parts, accessories, tools, equipment ; in- 
dependent parts wholesalers and integrated car dealers who purchase, 
distribute and sell such merchandise at wholesale; other integrated 
car dealers, equipment dealers, general and specialist independent 
repair shops, gasoline service stations, wholesale jobbers with repair 
facilities, and to some extent chain stores and mail-order houses, who 
purchase, distribute and sell such merchandise at retail; and others 
who combine the functions of manufacturer, wholesaler, and/or re- 
tailer in connection with the manufacture, distribution, and sale of 
these products. 

_ The industry is called the automotive-service industry because of 
the service operation in the distribution of automotive products and 
in the repair of automotive-powered vehicles and equipment. 

Mr. McHueu. Mr. Cassedy, by “service operation” here you mean 
service that is required at the actual user level where the equipment 
is fitted into the car? , 

Mr. Cassepy. And in addition there are so many hundreds of thou- 
sands of parts items that must be provided to maintain all of the 
various makes and models of automobiles, some of them 10 years or 
more old, that it takes technical experts to determine the types, kind, 
and function of parts. 

Nearly every large parts dealer or wholesaler has a technical service- 
-man who can get parts for the repair or garage outlets when they 
need them. That is the service that is talked about. 

' Then the distribution itself is a service, making the parts available 
at the small garage in any locality throughout the country. 

Conservatively estimated, there are at present in this industry 
approximately 1,200 independent manufacturers, about 12,000 inde- 
pendent wholesalers, distributors, or jobbers, about 49,000 integrated 
car dealers, and nearly 300,000 retail outlets that distribute and sell 
automotive products. 

_ There are approximately 58 million automobiles, trucks, and buses 
on our streets and highways and additional millions of automotive- 
powered equipment units that must be kept in repair and in operation. 

I would like to sav that I was told this morning that my figure of 
58 million automobiles is now 61 million automobiles, trucks, and 
buses on our streets, so I 4m not sure of the accuracy of either figure, 
but it is a very large number. . 
~ With each passing vear there are new makes and models which re- 
quire many thousands of products of different design and funetion 
‘that assembled together constitute the complete automotive-powered 
‘machine. Thev include engine and chassis parts, mufflers, carburetors, 
bearings, clutch transmission and differential units, ignition svstems. 
oil filters, lubrication equipment, springs, fuel pumps, brakes. gear. 
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spark plugs, piston rings, bearings, pins, nuts, bolts, body parts, tires, 
batteries, and accessories, and many others. 

Senator O’Manoney. ILlave you ever made a list of the various raw 

materials which are used in this industry 4 

Mr. Cassepy. Not personally. I believe that that might be obtained. 
I am not positive just where, but I have heard it discussed. I think. 
we might find something on that line if the committee might desire it. 

Senator O’Manoney. I think we can do that. 

Mr. Cassepy. Yes. 

Senator O’Mauonry. I thought maybe you had also made that in- 
vestigation. 

Mr. Casskpy. These automotive products are made by two major. 
types of producers—the independent parts manufacturers and the in- 
tegrated automobile manufacturers who also manufacture and sell re- 

lacement parts. The major automobile. manufacturers are well- 
nown as Gea Motors, Ford, Chrysler, Kaiser, Hudson, Nash, 
Packard, and Studebaker. 

Mr. McHvcu. Mr. Cassedy, I wonder if you would explain now for: 
the purpose of the record what you mean by “sales for original equip-' 
ment” as distinguished from sales for the replacement market. 7 

Mr. Cassepy. To illustrate with General Motors. Genera] Motors 
manufactures original equipment for its own automobiles. It also 
purchases parts to be used as original equipment on those same auto-: 
mobiles. that is, those purchases are from other manufacturers. They: 
also make replacement parts which they sell in the replacement mar- 
ket. Now among the independent manufacturers there are three clas-' 
sifications, one that makes both replacement parts and original equip- 
ment, two, one who makes only replacement parts, and the third one, 
who makes onl y original equipment. 

Now from those sources you see where the flow of the parts begins,’ 
that is those three, including those that General Motors makes and 
sells or the other car manufacturers make and sell. 

Senator O’Manoney. Is there any difference between the parts man-: 
ufactured by United Services and sold to independent dealers, and the 
parts which go to the various General Motors divisions for installation: 
in the machine which is shipped to the dealers’ salesrooms ? 

Mr. Cassepy. Senator, you mentioned the term “United Motors.” 
Is that United Motor Service? 

Senator O’Manoney. Yes, that is the organization. 

Mr. Cassepy. As I understand it, the United Motor Service is a sales 
organization. They purchase and resell parts or they handle Dare 
made by some of the car divisions or other divisions of General Motors. 

Senator O’Manoney. I was led by your answer to the question 
which I propounded to identify this United Motor Service. 

Mr. Cassepy. I am not informed that they manufacture. If they. 
do, I don’t know. | ; 

Senator O’Manoney. It is mer ely a silos division? | 

Mr. Cassepvy. That is my understanding. I could De: corrected, but 
as I understand it, they don't. 

Senator O’Manonery. Do you have any knowledge as to whether or 

not A, deals with the identical parts that go into the General Motor 
cars ¢ 

Mr. Cassepy. Yes, sir; they do. They deal in the sdontionl parts that 
go into the original equipment in General. Motors cars. 


2792 STUDY OF THE ANTITRUST LAWS 


Mr. McHucu. Mr. Cassedy, are there a fairly large number of 
independent manufacturers who manufacture exclusively for original- 
equipment uses? 

Mr. Cassepy. I have no figures on the number. I think there are 
som? that limit their output to original equipment, but just who they 
areican'tsay. Iam told that there are some. 

Mr. McHusau. I understand that some of these independent parts 
manufacturers sell to General Motors for use in the assembly of a car 
as original equipment, and these same independent manufacturers also 
sell to General Motors for resale in the replacement market. 

Mr. Cassrpy. That is the second class; in other words, that is another 
class from those who sell only original equipment. 

According to the trade publication Motor Age for January 1954, 
the— 
vehicle manufacturers in conjunction with replacement parts manufacturers 
turned out parts and accessories for the automotive aftermarket alone during 
1953 amounting to $2 billion at the wholesale level. Converting $2 billion to the 
prices paid for these parts and accessories by the vehicle-owning public and adding 
the cost of service labor, there is an estimated expenditure of somewhere around 
$8 billion during 1953. 

In addition to these figures it has been estimated that $150 1s spent 
each year on the average automotive vehicle to provide the parts, 
supplies, and equipment needed to keep it in satisfactory running con- 
dition. On this basis the present 58 milhon automotive-powered 
vehicles will provide an annual market for such automotive products of 
more than $814 million, which, of course, would include the service 
labor, which in the future will grow larger with the increase in the 
number of vehicles. 

Mr. McHucn. Mr. Cassedy, is this figure of $814 billion the ap- 
proximate size of the automotive-service business just in the after- 
market, replacement market ? 

Mr. Cassrepy. Yes, sir; that is the way the information was given 
to me. 

Mr. McHuen. This, then, doesn’t include the value of parts and 
materials furnished by the independent manufacturer to the car manu- 
factures for assembly in the automobile? 

Mr. Cassrepy. No, sir; it excludes that. 

The flow of distribution of automotive products as original equip- 
ment in the assembling of an automotive-powered vehicle and as 
replacement parts in the repair and maintenance of such vehicles 
begins with the independent parts manufacturers and the vehicle 
manufacturers who manufacture and sell the automotive products 
for both uses and purposes. I mentioned the three classe of inde- 
pendent manufacturers. Thus some independent parts manufacturers 
supply automotive products to the vehicle manufacturer who redistrib- 
utes and sells such products through its integrated outlets in the 
replacement market. 

fr. McHvuoen. Mr. Cassedy, I wonder if you would explain what you 
mean bv the integrated outlets of the vehicle manufacturer. 

Mr. Cassepy. I mean those, for instance, that as General Motors has 
19,000 General Motors dealers throughout the country, we refer to 
those as integrated outlets. Now we might also refer to the inde- 
pendent wholesalers who handle General Motors products through 
the United Motor Service organization. . 
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Mr. McHvucn. You would consider them in the channel of—— 

Mr. Cassepy. Of integration. 

Mr. McHucu. Of integration with the General Motors Co. 

Mr. Cassepy. Yes, sir. 

_ ‘At the same time the independent manufacturer also distributes and 
sells, that is, some independent manufacturers also distribute and sell 
identical automotive products through independent wholesalers and 
retailers in the replacement market. In the industry these are called 
competitive parts. In addition the vehicle manufacturers also 

roduce automotive products which are distributed and sold through 
integrated outlets in the replacement market. These are called 

“captive” parts. 

For illustration, General Motors Corp. manufactures automotive 
products and also purchases automotive eae from independent 
manufacturers. Some of both the manufactured and the purchased 
products are used as original equipment while some of both are sold 
in the replacement market. 

According to reports from members of our association, General 
Motors establishes high list prices with low discounts on their “cap- 
tive” parts, but establishes low list prices with high discounts on their 
“competitive” parts. Our members say that because of this policy the 
independent wholesaler finds it difficult, if not often impossible, to 
compete with General Motors car dealers and wholesalers handling 
General Motors parts in the replacement market. 

Mr. McHvuen. Mr. Cassedy, I wonder if you would explain a little 
further what you mean by captive parts. Do I understand by that 
you are saying captive parts are parts manufactured exclusively by 
the General Motors Corp. ? 

Mr. Cassepy. That’s right, and exclusively handled by their inte- 
grated outlets. 

Mr. McHuen. And then there are products where there are no com- 
parable competitive products made by any other manufacturers? 

Mr. Cassepy. Well, I wouldn’t say that, because I don’t have that 
information, but those parts made by General Motors are not sold by 
any independent outlets. In other words, they are not distributed 
through any outlets except their own integrated outlets, . 

Mr. McHoveu. Well, are there comparable parts which can be used 
for the same uses that these parts manufactured by General Motors 
are made? | 

Mr. Cassepy. According to my information, there may be some com- 
parable parts in the independent outlets. There must be some of the 
parts that are not made by any outside sources. 

Mr. McHuou. But for the most part with reference to the so-called 
captive parts, users are dependent upon a single source for these items. 

Mr. Cassepy. That’s correct. 

Mr. McHvan. Can you advance any reason why the independent 
manufacturers or some independent manufacturers aren’t able to or 
on p cuuee the type of product which you describe as a captive 
produc 

Mr. Cassepy. I presume that independent manufacturers that 
wanted to could manufacture any type of part that he desired unless 
there might be some patent restrictions or something of that sort that 
would prevent it. 
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Mr. McHveu. That is what I was wondering, whether or not these 
happened to be items on which the General Motors Corp. may have 
patents which exclude other manufacturers. 

Mr. Cassepy. Possibly some are in that category. 

Mr. McHuen. In this connection, Mr. Cassedy, do you know how 
the discounts on these captive parts compare with those on the so-called 
competitive parts? 

Mr. Cassepy. The members of our association report to us that the 
discounts on captive parts are much lower than those on the so-called 
competitive parts that are sold by General Motors. 

Mr. McHvuen. What is the reason for that? 

Mr. CasseEpy. In other words, the captive parts are sold at higher 

rices. | 7 
Mr. McHveu. You mentioned here that the list prices are higher 
on captive parts but the discounts are lower. 

Mr. Cassrpy. That is true. 

Mr. McHven. Now how would your dealers know that the lst 
prices on captive parts are higher ? 

Mr. Cassepy. By comparison with all parts distributed by General 
Motors dealers and wholesalers, the list seemed to be on what our 
members considered the value on those parts, on a higher plane than 
they are when you consider the value of the competitive parts. 

Mr. McHuscu. Now if lower discounts are allowed by General 
Motors to independent wholesalers on these captive parts where there 
is no competition, would that indicate or suggest that General Motors 
Corp. is making a high return, a greater profit, on the sale of those 

arts ? 
Mr. Cassepy. Yes, it does to me; it does so indicate that to me. 

Generally speaking, there are approximately 19,000 car dealers 
and additional thousands of automotive jobbers—and by “automotive 
jobbers” I mean what we have termed “independent wholesalers”— 
who are distributing and selling General Motors products in the 
replacement market. This distribution is divided by the General 
Motors Corp. into a number of divisions or subsidiaries. 

~ Among these are the car divisions, United Motor Service, AC Spark 
Plug, Delco-Remy, New Departure, and the Packard Electric Co. 
The United Motor Service division distributes General Motors re- 
eat y parts through automotive jobbers located throughout the 

nited States, who handle either all or part of the United Motor 
Service line. | 

Mr. McHouen. Mr. Cassedy, I wonder if you would just explain 
for the record what you mean by the Delco-Remy, New Departure, 
and Packard Electric Cos. Are these divisions of General Motors? 

Mr. Cassepy. They are divisions of General Motors that make and 
handle various types of parts or accessories or supplies. 

Mr. McHwucu. And the parts and accessories or supplies made by 
these divisions are sold by the United Motor Service division? 

Mr. Cassepy. Yes. | 

Senator O’Manoney. What does New Departure signify, what 
type of part? 

Mr. Cassepy. Senator, I am not too sure, but bearings would be 
one. Iam not sure about the parts that each sell. 

a Senator O’Manoney. Do you know what the Packard Electric 

0.—— 
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Mr. Cassepy. They handle ignition. Delco-Remy, of course, is bat- 
teries, and the spark plug company handles spark plugs. That is 
about the extent of my knowledge on those details. 

On January 1, 1954, General Motors announced a new pricing and 
distribution plan under which all 19,000 of its car dealers became 
wholesalers with no restrictions (which previously existed) on their 
receiving and wholesaling AC or United Motor Service products. 

I might stop there and say, of course, a great many General Motors 
dealers were wholesalers before January 1, 1954, but there were 
restrictions prior to that time with respect to their handling AC and 
UMS products. After that time, they were permitted to handle the 
products previously handled through the United Motor Service 
wholesalers. 

Mr. McHvtcu. Mr. Cassedy, J wonder if you would explain a little 
bit more what you mean when you say that the 19,000 car dealers 
become wholesalers. To whom are they selling then ? 

Mr. Cassepy. They became wholesalers in the same sense that inde- 
pendent wholesalers who are members of that association that I repre- 
sent are engaged in the sale of parts to retailer outlets, such as the 
garage, repair shops, filling stations, many other outlets that handle 
parts and deal directly with the car owner or the consumer. 

Mr. McHueu. As a result of this change in policy, or the plan of 
General] Motors Corp. by making its car dealers wholesale distributors, 
all 19,000 car dealers of General Motors are placed in direct competi- 
tion, then, with the members of your association ? 

Mr. Cassepy. Yes, and also in competition with the United Motor 
Service wholesalers who handle General Motors products. 

In addition, General Motors “captive” parts were made available 
for the first time to the automotive jobbers handling AC and United 
Motor Service lines. Under the new plan, General Motors established 
what can best be described as a one-price policy to distinguish it from 
the previous pricing policy that included incentive and functional 
discounts. Letters to car dealers from the car-manufacturing divisions 
of General Motors urged the car dealers to enlarge their wholesale 
parts business, as follows—and this 1s quoted from one of their letters: 

These changes materially broaden the line of parts which the General Motors 
dealer can offer at wholesale. They place every General Motors dealer in a 
position to do an aggressive job in making genuine General Motors parts avail- 
able to repair shops and others who service General Motors cars, and to obtain 
the substantial gross profits from this business. They place you in a position to 
take full advantage of the possibilities of market for parts in your area. Fur- 
thermore, they should stimulate those General Motors dealers who at present 
are engaging in parts wholesaling to only a minor extent, or not at all, to examine 
carefully the gross-profit opportunities for the dealership that can come to them 
through wholesale parts activity. 

In announcing this new plan, spokesmen for General Motors indi- 
cated its purpose and objective, as follows: | 

* * * the primary reason for the new policy is that General Motors, having 
manufactured approximately 50 percent of all cars, trucks, and engines, feel they 
should make effective a plan to penetrate the replacement-parts market they are 
rightfully entitled to. 

Under the new one-price policy, General Motors now sells its auto- 
motive replacement products through its car divisions to car dealers 
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and through UMS and AC divisions to automotive jobbers at estab- 
lished prices. 

Mr. McHvuau. Mr. Cassedy, at this point I am just wondering if 
you would explain what you mean by the one-price policy which is put 
into effect as part of this new wholesale parts plan as distinguished 
from the previous policy of the company. 

Mr. Cassepy. Well, I can only explain it in a general way, because 
I don’t have the exact discounts that were given, but prior to this plan 
they had a general trade discount. They had a wholesale-retail, a 
WR, discount. 

They had different discounts to stimulate or to provide for the func- 
tion performed by the distributor handling the parts. I would pre- 
sume a little bit that some of the cases that the Federal Trade Com- 
mission had against parts manufacturers in this industry had some 
influence on General Motors changing its pricing system, so that they 
would discontinue the use of discounts, the so-called functional dis- 
counts, or volume discounts. 

In any event, they did change, and they went to what I have said 
is best described as a one-price policy, so that they establish a single 

rice on a product and give a single discount on that product, depend- 
ing on whether or not the function is a wholesale or a retail function. 

Mr. McHuen. Are you familiar with the 2-percent cash discount 
to warehouse distributors which the General Motors Corp. has given? 

Mr. Cassepy. Yes. They were not giving the 2-percent cash dis- 
count to their own car dealers for some period of time, I believe, during 
last year and some parts of this year. 

I think during the first part of this year it was that they discon- 
tinued the 2-percent cash discount that was then previously given up 
to that time to the wholesaler handling their products, and their 
explanation of that was, so I am told, that they would be discriminat- 
ing in price possibly under the Robinson-Patman Act if they con- 
tinued to give the 2-percent cash discount to wholesalers and did not 
give it to their own car dealers. 

Mr. McHucn. Was the discontinuance of the 2-percent cash dis- 
count to warehouse distributors—did that come about as part of the 
new wholesale parts plan? 

Mr. Cassepy. It did not come about in the beginning of the year 
when the plan was first introduced, but did come about subsequently, 
a you may consider it a continuing development of a new pricing 

an. 

Mr. McHvuaen. Well, the car dealers who were wholesaling parts 
for Genera] Motors previous to this plan were before that time in com- 
petition with the warehouse distributors, or the people to whom the 
warehouse distributors sold; is that not true? 

Mr. Cassepy. Yes. 

I would like to sort of comment there was certainly sort of an in- 
equity that must have worked some unfairness in distribution that, 
I assume, was the basis for their correcting the practice. 

However, I do not mean to imply that there is anything wrong or 
illegal granting 2-percent cash discount if it is given to all purchasers. 

Under the new one-price policy, General Motors now sells its auto- 
motive-replacement products through its car divisions to car dealers 
and through UMS and AC divisions to automotive jobbers at estab- 
lished prices. 
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On wholesale sales the car dealers receive an override, making their 
cost identical with the automotive jobber, provided the parts sold by 
the car dealers are purchased from the car divisions. Thus General 
Motors has effectively removed all of its 19,000 car dealers as potential 
customers of the independent wholesalers of automotive products in 
the replacement market, and by that statement I mean their own USM 
wholesalers—by putting its car dealers into the wholesale replacement- 
parts business under conditions whereby the car dealers cannot afford 
to buy replacement parts from anyone but the General Motors car 
divisions. 

Mr. McHvucr. What are these conditions, Mr. Cassedy, that you 
refer to here whereby the car dealers cannot afford to buy replacement 
parts from anyone but the General Motors car divisions ? 

Mr. Cassepy. My next sentence explains it to some extent, and if 
you will let me read that first, I will discuss it. 

That this is true is obvious since the car dealers will buy very little 
from the independent wholesaler because of the possibility of resell- 
ing such parts at wholesale and losing the override compensation that 
they would get if they bought the parts through the car divisions. 

By that I mean that these car dealers who previously had purchased 
automotive replacement parts from United Motors Service whole- 
salers or other independent wholesalers would not be able to get it 
through that source, to get through that source the same discount that 
they would get from General Motors through the car divisions. 

If they purchased their replacement parts that they resold at whole- 
sale from the car divisions, they would get a larger discount and, of 
course, compensation through that discount for their wholesale sales. 

Mr. McHuau. By that you are saying that the General Motors 
Corp. then is allowing a higher discount to these car dealers as a result 
of this plan, say, on parts which General Motors buys from independ- 
ent manufacturers than the same independent manufacturers will 
allow their wholesalers, who would be in competition with the Gen- 
eral Motors car dealers ? 

Mr. Cassepy. No; I think you have misunderstood me. 

What I was saying was that General Motors sells replacement parts 
through United Motors Service divisions who, in turn, sell through 
the independent, some independent, wholesalers. 

Now, when that wholesaler sells that part to someone else, he gets 
his wholesale commission on that part. 

The same thing is true when the car dealer buys replacements parts 
through the car divisions from General Motors, and resells that part 
at wholesale, he gets the part at the same price that the independent 
wholesaler got it for, and he resells, presumably if he follows sug- 
gested prices, at the same price, and gets the same wholesale discount. 

But, on the other hand, if the independent wholesaler sells to a car 
dealer he is not going to sell to him at the same price he bought it from, 
he has got to make a profit, so, therefore, the car dealer necessarily 
would buy at a higher price from the independent wholesaler than he 
would through his own car division; it would be only logical that he 
would buy through his car division and get the opportunity to resell 
and make the same profit that those in competition with him will make. 

Mr. McHvuen. Would it be possible for the General Motors car 
dealers to purchase from independent wholesalers at a lower price or 
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a price as low as they are able to obtain from General Motors or from 
United Motors Service? 

Mr. Cassepy. I do not think so. It may be theoretically possible, 
but I do not think, as a practical thing, that the independent. whole- 
saler would sell parts at the same price as he bought them for; there 
would be no profit. in it. : 

Is there anything else I can go along on that? 

Mr. McHuen. Go ahead. 

Mr. Cassepy. Another practice of General Motors reported to mem- 
bers of our association is that this corporation represents in ad vertis- 
ing that the replacement parts purchased by General Motors from 
independent manufacturers and sold through their car dealers and 
other wholesale outlets are “genuine parts,” and implies in such adver- 
tising that any replacement parts which do not carry the General 
Motors “genuine parts” label are inferior, spurious, or gyp parts. It 
is well known in the industry that the independent parts manufactur- 
ers distribute replacement parts through independent automotive 
wholesalers which are identical with the replacement parts distributed 
by General Motors under the “genuine parts” label. 

Many of the members of our association believe such representations 
constitute false advertising of such parts and false disparagement of 
identical Roe sold by independent wholesalers. Many of our mem- 
bers say that this practice deceives the consuming public and wrong- 
fully deprives the independent automotive wholesaler of a substantial. 
amount of business. 

Senator O’Manoney. Is that to say, Mr. Cassedy, that there are no 
inferior parts made in the industry ? 

Mr. Cassepy. Not at all; I am sure there are grades of parts, and 
I know that to be true. 

But I also know that there are a number of replacemem parts made 
by independent manufacturers which go through General Motors into 
the replacement market and also go through the independent whole- 
salers into the replacement market. 

Senator O’Manoney. My understanding from your testimony is 
that it is the practice in the industry, or has been for General Motors 
and other manufacturers, to buy certain parts from independent. parts 
manufacturers; is that right? 

Mr. Cassepy. That is true. 

Senator O’Manoney. And that these independent parts manufac- 
turers also have sold their parts, the identical parts that they manu- 
facture, to the independent jobbers and wholesalers. 

Mr. Cassrepy. That is correct. 

Senator O’Manonry. And that the new system which has been 
established of making all of the General Motors automobile dealers 
salesmen wholesalers of parts has the result of adversely affecting the 
independent parts wholesaler who heretofore has dealt with General 
Motors and with the small general public. 

Mr. Cassepy. Yes; that is a correct statement; I agree with that. 

Senator O'Mauoney. So this is an instance in which what is called 
integration operates to drive out of business an independent enterprise 
which heretofore has been recognized by General Motors and other 
‘manufacturers of cars as a legitimate part of the industry. 

Mr. Cassepy. Yes. - : 
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Senator, I would like to clarify it as fairly as [know how. General 
Motors buys some replacement parts that are not sold by independent 
manufacturers and independent wholesalers in the replacement mar- 
ket. In other words, they buy and sell certain types of replacement 
parts that do not have the counterpart on the independent side of 
the market. 

But there are a number of parts that, I am told, are made by the 
Same independent manufacturer on the same machine at the same 
time, and are identical with the parts called genuine parts by General 
Motors and sold in competition with those same idenical parts that 
are handled by the independent jobber. 

Now, I also know, and have seen, many of the advertising pictures 
by some of the car divisions of 2 identical—of at least 2 parts with a 
statement that these parts look identical, but they represent that they 
are not identical. 

Senator O’Manonry. Do I understand you as meaning that in the 
factory of an independent parts manufacturer, from the same machine 
set up to turn out a particular part, the parts which are so produced 
may be divided into 2 divisions, 1 of which goes to General Motors and 
the other of which goes to some independent parts wholesaler; that 
these are parts manufactured by the same machine and are in all 
respects identical, but that one set of them is labeled “genuine” by 
General Motors, and the other, of course, being out of its control, is not 
labeled “genuine” ?¢ 

Mr. Cassepy. That 1s correct; and this matter 

Senator O’Manonry. But there is no difference between them ? 

Mr. Cassepy. That is correct. This matter has been reported to 
the Federal Trade Commission, and I understand that the Commis- 
sion has had this matter under investigation for some time. 

Mr. McHwucn. Mr. Cassedy, do you think this type of advertising 
of the General Motors Corp., which they engage in, in connection with 
its “genuine” parts, is necessary in order to protect the public from 
spurious or gyp parts ¢ 

Mr. Cassepy. There may be ways to use the term “genuine parts” 
that would be entirely correct and proper, but if it 1s used in a manner 
whereby it disparages the parts which are identical and sold by the 
independent wholesaler, then 1 say that is an improper use of that 
term, in my judgment. 

Mr. McHveu. Would you say that this genuine parts advertising 
program of the General Motors Corp. has the effect of funneling more 
of the business through General Motors and its channels of distri- 
bution ? 

Mr. Cassepy. Yes; and further, it tends to limit or to give the 
General Motors Corps. a means of limiting their dealers and whole- 
salers in handling only the so-called genuine parts, and not purchasing 
anv parts from other outside sources. 

Mr. McHvrean. Is the appeal of such advertising only to the actual 
user or is this also directed at the car dealers? 

Mr. Cassepy. I think it certainly, by inference, 1s directed at the 
car dealer as wellastotheconsumer. = ° > | 

Mr. McHver. If that is, would you say that, perhaps, General 
Motors may be doing indirectly what the cease-and-desist order that 
was entered in 1941 on the coercion of dealers, was intended to prevent ? 
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Mr. Cassepy. I think that is one of the factors that should be con- 
sidered in determining whether or not General Motors is violating that 
order or possibly violating the statute under other circumstances, and 
by the statute I aim referring to section 3 of the Clayton Act, the 
exclusive dealing section. 

Senator O’Manoney. Off the record. 

( Discussion off the record.) 

Senator O’Manoney. Proceed. 

Mr. McHueu. Will you continue, Mr. Cassedy ? 

Mr. Cassrepy. There is still another practice reported by the mem- 
bers of our association to which we direct your attention. Independent 
manufacturers—again I say some independent manufacturers—sell 
automotive products for original equipment to General Motors at 
lower prices than the prices charged for automotive products sold for 
replacement purposes. 

Now, there, may [say that, Iam not pointing that out as a complaint, 
but rather as a background fact. 

The Federal Trade Commission in its cases against the spark-plu 
companies had held that such price discriminations are not unlaw 
because parts sold for replacement purposes do not compete with parts 
sold for original equipment, and because they do not compete, the 
Commission says there is no injury to competition flowing from the 
difference in the prices between replacement parts and original equip- 
ment. 

It is believed by some of our members that General Motors is thus 
obtaining automotive replacement parts under the guise of original 
equipment at lower prices than the prices charged the independent 
wholesalers for identical replacement parts, and the General Motors 
is thereafter distributing and selling such automotive products through 
its car divisions in the replacement market. 

T should have said car divisions and its wholesale outlets. 

We are not informed as to the accuracy of this belief but it is sup- 
ported by the reported fact that General Motors car dealers are now 
selling numerous replacement parts at lower prices than such parts can 
be purchased by independent wholesalers from the same independent 
parts manufacturer that sells to General Motors. 

I cannot give you any illustrations of that, but I can say that there 
are wholesalers who know those facts, if you can get them, the whole- 
salers, to testify to them. 

Mr. McHuen. Mr. Cassedy, do you know whether or not General 
Motors, when it negotiates a price with independent manufacturers. 
makes its arrangements in the same contract when it buys for original 
equipment and when it buys for the replacement market 

Mr. Cassepy. Personally I do not know, but I have heard, and label- 
ing what I have heard as pure hearsay, I have heard that General 
Motors car divisions, for instance, have purchasing agents who pur- 
chase for—one will purchase for original equipment and another will 
purchase for replacement purposes; the same thing with the United 
Motors service division. 

Mr. McHvuoeu. These are negotiated separately then, not as the same 
deal ? 

Mr. Cassepy. I am saying that I have heard it is done separately: 
and, on the other hand, I have heard it is also done at the same time 
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through the same purchasing agent, and I have heard a third state- 
ment that on some occasions the independent manufacturer who sells 
to General Motors, both original equipment and replacement parts, 
does not even ask or does not even find out whether the parts are goin 
to original equipment or replacement purposes, but only is concerne 
with how much he can sell them for, what price he can get. 

Now, those are matters that are in the hands of other people, and I 
cannot speak for them. I have labeled the report of this on the basis 
that I have gotten it from hearsay sources. 

The rumor, so to speak, of this is supported by reports we get from 
our members that some car dealers are selling certain parts that they 
obtained through their car divisions, and that those car dealers are 
selling at lower prices than the independent wholesaler can buy those 
parts for. 

Mr. McHucu. The same part? 

Mr. Cassepy. The same part from the independent manufacturer 
who was the original source of both. 

Senator O’Mauoney. It has been repeatedly suggested that un- 
wanted cars are forced upon dealers. 

It was also testified today that in the Federal Trade Commission 
investigation, unwanted parts were forced upon dealers. 

Mr. Cassepy. Well, I might give you some information about that. 

Senator O’Manoney. Let me just finish. 

Mr. Cassepy. Excuse me, Senator; I am sorry. 

Senator O’Manoney. It would not be surprising, therefore, would 
it, 1f a dealer received unwanted parts which were forced upon him, 
that he would try to unload them at the very best price he could ? 

Mr. Cassepy. No; that would not surprise me; I think that prob- 
ably may occur. 

Senator O’Manoney. And that might be the explanation of what 
rumor tells you is the condition, namely, that General Motors car 
dealers are now selling numerous replacement parts at lower prices 
than such parts can be purchased by the independent wholesalers 
from the same independent parts manufacturer that sells to General 
Motors. 

Mr. Cassepy. Yes, sir; that may explain it. 

Senator O’Manoney. Well, that would be an ideal way to make 
Compenuon uncomfortable for the independent wholesaler, would it 
not § 

Mr. Cassepy. Yes, it would. 

I would like to add this to that statement, that we have in this 
industry, in the replacement parts market, what are called fast-moving 
parts and slow-moving parts. 

It is said that an automobile does not need repair until it is about 
a : years old, and from that point on until it is possibly 10 or 12 years 
oO 


But with the change in models and makes of automobiles, there has 
been a corresponding change in thousands of parts. 

The obsolescence of parts over the years is such that only a very 
well-to-do wholesaler can afford to stock parts that are, say, 10 or 12 
years old that would be used in the repair of the older automobiles that 
are still  Sekeen 

t 


Now, the same thing applies to the car dealers when they take on 
the wholesale function. 
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Now, if they handle only the fast-moving parts, they have a rapid 
turnover, and they are able to make more out of it; whereas tradition- 
ally the independent wholesaler has carried both the fast-moving and 
the slow-moving parts, and has rendered a better service to the retau 
outlets and to the consuming public. 

Now, whether or not the car dealers are being forced to take on 
slow-moving parts, I do not know. I have not had any facts on that. 
But there may be some explanation in what you said, Senator, as to 
why they may sell some parts at lower prices than the same parts could 
be purchased by the independent wholesaler. | 

Mr. McHwueu. Mr. Cassedy, is there generally a considerable vari- 
ance between the prices at which independent parts manufacturers 
sell such parts for original equipment and for replacement purposes? 

Mr. Cassepy. Yes. If I remember correctly, on spark plugs there 
was a difference between 5 and 6 cents for original equipment and 22 
cents for replacement parts. If I have got my figures accurate, I think 
it is approximately that amount. 

Mr. McHueu. Does this mean then that a manufacturer of such 
parts for original equipment has to make his profit on the sales in 
replacement parts, in the replacement market ? 

Mr. Cassepy. Yes. 

Mr. McHven. This means then that the burden is really upon those 
users who have to purchase, perhaps, the same part several times for 
replacement purposes ? 

Mr. Cassepy. Yes. 

I might say that the Federal Trade Commission attacked the prac- 
tice of making different prices on original equipment from the prices 
on replacement parts in its complaints against the spark-plug 
companies. 

The hearing examiner, I believe that the hearing examiner, held 
that that practice was illegal and in violation of the Robinson-Patman 
Act which prohibits price discrimination; but the Commission itself, 
I believe, reversed the hearing examiner and held that the practice 
was not illegal where there was no competition between those who 
purchased the original equipment and those who purchased the re- 
placement parts and, therefore, no injury to competition because 
there was no competition; that is, in general, the nature of the spark- 
plug cases. 7 | : 

If this is occurring in this manner the independent manufacturer 
is granting and General Motors is receiving price discriminations that 
substantially injure the competition of independent wholesalers. 

In a proceeding by the Federal Trade Commission against General 
Motors Corp., Docket No. 3152, decided November 12, 1941, the Com- 
mission made, among others, the following findings of fact—before ] 
read these findings, Senator, I see the copy of the entire decision has 
already been introduced in the record. 

Senator O"Manonery. Yes, they are already in the record, and I 
think you may assume—— _— 

Mr. Cassepy. I may skip it, to say that this part I have quoted deals 
with the coercion and intimidation found by the Commission to have 
been exercised by the General Motors Corp. on its dealers. 

Senator O’Manoney. These extracts will be printed in your state- 


. 


ment as though read. You may proceed. 
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(The portaon of the statement referred to follows :) 


In the course of its dealings with dealers, the respondent General Motors Sales 
Corp. adopted acts and practices which were designed to, and did, intimidate such 
dealers, and which cverced and compelled them to purchase parts and accessories 
solely from the respondent General Motors Sales Corp. and prohibited purchases 
from outside sources except in cases of emergency when the ‘‘yenuine” part or 
accessory was not available in General Motors’ warehouse. There are approxi- 
mately 14,000 General Motors dealerships, exclusive of associate dealers, located 
throughout the country, the status of each of which is determined by a franchise 
agreement which is subject to annual renewal and to cancellation on very short 
notice, without cause. Although every dealer is an independent businessman, 
the supervision and control exercised by General Motors Sales Corp. over his 
business operations is almost as complete as if the dealer were an agent in all 
respects. Every dealer acquires a substantial investment in buildings, cars, 
parts and accessories, and builds up goodwill in a community. Consequently, a 
canceled dealership leaves the respondents with one less retail outlet, which can 
be readily replaced, but leaves the disfranchised dealer without a business and 
burdened with his substantial investment, in the liquidation of which he is 
likely to sustain a heavy loss. 

Although the original franchise or agreement made with the dealer runs for 
an indefinite period of time, it is customary to renew such contracts the latter 
part of each year for the ensuing year. In this connection it is customary for the 
zone manager to call meetings of the dealers in each of the districts, at which all 
dealers attend. After a sales talk, usually by the zone manager, the dealers 
present are required to attend a series of personal interviews with representa- 
tives of various departments of General Motors Sales Corp., such as the parts 
and accessories departments, with a final interview with the zone manager, at 
which time the requirements for the coming year are reviewed, as arrived at in 
interviews with the various departments including the parts and accessories 
department. The dealer is required to secure the approval of each of these repre- 
sentatives and to agree with the zone manager on the subject of car requirements 
before the franchise agreement is renewed. Such arrangement carries with it 
an implied threat of cancellation unless satisfactory arrangements are made 
with the parts and accessories managers, as well as the zone manager, and, to 
this extent, a number of dealers have been coerced into the purchase of parts 
and accessories over and above their requirements because of such implied threat 
of cancellation of the contract. 

As a further means of coercion and compulsion in order to prevent dealers 
from purchasing parts and accessories from outside sources, the respondent 
General Motors Sales Corp. has, in many cases, delivered autumobiles equipped 
with various accessories Which were not ordered by the dealer, and has shipped 
accessories to the dealers, with or without cars without prior order therefor. 
In addition thereto, it was customary for said respondent to require the dealers 
to project future requirements in parts and accessories, and in Inany cases the 
said respondent thereafter treated such projections as orders and made ship- 
ments thereon. The entire plan was so designed as to prevent a dealer from 
making any purchases from jobbers or other manufacturers and to eliminate all 
parts and accessories other than those sold and distributed by the respondent 
General Motors Sales Corp. 


Mr. Cassepy. If I may just read the last sentence in which it sums 
it up at the top of page: 

The entire plan was so designed as to prevent a dealer from making any pur- 
chases from jobbers or other manufacturers and to eliminate all parts and 


accessories other than those sold and distributed by the respondent General 
Motors Sales Corn. 


The Commission concluded that the acts and practices of General 
Motors constitute unfair methods of competition—I have corrected 
the English—injure the public and competitors of General Motors, 
substantially Jessen competition and tend to create a monopoly in 
replacement parts used on General Motors cars, in violation of the 
Federal Trade Commission Act and the Clayton Act. 


67272—56—pt. B40 


2804 STUDY OF THE ANTITRUST LAWS 


Based upon the foregoing, the Commission ordered General Motors 
to cease and desist—I learned for the first time this morning, Senator, 
listening to my friend Donald MacDonald, of the Federal Trade 
Commission, that there was a difference in—at least somebody sug- 
gested there was a difference in—the order with respect to accessories 
or supplies and with respect to replacement parts. 

I notice that the paragraphs of the order through pine ee 6 
refer to accessories and supplies, whereas the paragraph relating to 
the Clayton Act provision mentions automotive parts. 

The quote I make is particularly directed to accessories or supplies. 
Frankly, I had not found the word “supplies” in the findings, and I 
had assumed that the word “supplies” covered parts. 

Now, whether or not that be true is possibly not to be debated now 
because the Commission did condemn the practice of coercion and 
intimidation that required their dealers to deal exclusively in General 
Motors products, and it is that principle and that type of thing that 
I want to mention now. 

The use of any system or practice, plan, or method of doing business, for the 
purpose, or having the effect, of coercing or intimating automobile retail dealers 
who have contracts or selling agreements or franchises of the respondents for 
the sale of new motor vehicles into purchasing or dealing in accessories or sup- 
plies manufactured or supplied by the respondents, or by anyone designated 
by them for use in and on automobiles sold by the respondents. 

Reports from members of our association indicate that notwith- 
standing this decision of the Federal Trade Commission, General 
Motors has continued the same or similar acts and practices, con- 
demned by the Commission, which actually or impliedly intimidate 
and coerce the car dealers to deal exclusively in automotive replace- 
ment parts purchased from General Motors. Moreover, at the present 
time there seems to be widespread belief established in the public 
mind, no doubt by General Motors, that exclusive dealing by its car 
dealers is the orthodox rule and that any deviation therefrom is rank 
heresy. But be that as it may, General Motors has now effectively 
foreclosed its competitors, particularly independent automotive parts 
manufacturers and independent automotive parts wholesalers, from 
their car dealers who constitute a substantial share of the consuming 
market in replacement parts. 

Mr. McHuan. Mr. Cassedy, do your jobbers complain that the Gen- 
eral Motors Corp. has been forcing their dealers to take any particular 
types of parts or accessories ¢ 

Mr. Cassepy. I can’t answer that insofar as car dealers are con- 
cerned except again by what I have heard wholesalers say. I can 
answer it better with respect to wholesalers who have taken on the 
UMS lines. 

According to my information, General Motors has a package claim 
whereby they will supply a wholesaler with—— 

Mr. McHucu. Excuse me, Mr. Cassedy, you are speaking now of 
some sort of coercion on the jobbers who are handling—— 

Mr. Cassepy. Well, I didn’t label it as coercion, but only as a possi- 
bly negotiated plan, but once they take on the plan to get some General 
Motors parts, f am told that they must take the whole package. 

Mr. McHvucu. My question was directed at any evidence or any 
complaints by your jobbers of any efforts by the General Motors Corp. 
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to induce or persuade the franchise dealers to handle any particular 
ty pes of parts or accessories. 

I am speaking in particular and wondering whether or not your 
jobbers complain at the present time with reference to undercoating 
or antifreeze that General Motors is requiring its dealers to handle. 

Mr. Cassepy. I don’t think I can give you an answer that would 
be worth anything on that point. I have heard discussions of that, 
but nothing in such a factual way that I could give you any help. 

In presenting this statement we desire to point out that the fore- 
going factual matters relative to General Motors are supplied at the 
request of counsel for the committee. 

Let me say this: That I talked with counsel for the committee and 
asked what type of matter they wanted, and I was told that they 
wanted as much on the factual basis as we could supply, and knowin 
that the information that I might supply would be merely what I had 
heard from members of our association, I have tried to comply with 
that, and I also have in mind that this statement will be sent to the 
members of our association, and I wanted our members to understand 
why it was so limited. 

We have not discussed the size of General Motors, its integrated 
divisions, subsidiaries, dealers, and other wholesale and retail outlets 
because we wish to emphasize that we are not opposed to bigness as 
such. We believe that in a country such as ours, particularly in its 
relatively new role as a world leader, we need the incentive to grow 
big as part of our free competitive aad a system. 

Gariator, I am not going to wave the flag on any speech. I will skip 
over this part. | 

Senator O’Manoney. Let me ask you a question or two before you 
skip. You speak of the need of an incentive to grow big. Suppose 
the system operates in such a manner as to remove incentive and sub- 
stitute coercion in its place; what then ? 

Mr. Cassepy. Then it violates the antitrust laws, Senator, and 
should be considered for either breaking up such an organization into 
smaller parts, or stop it in some way. 

Senator O’Manoney. You have no objection to bigness as such, but 
you do have objection to bigness which grows large by the means of 
the use of such practices as were condemned in the Federal Trade 
Commission cease and desist order, I suppose ? 

Mr. Cassepy. Yes, sir; I would certainly follow that thought. 

Senator O’Mauoney. In your explanatory statement a moment 
ago of the reason for your devoting this paper to factual matters, you 
said that you did this at the request of the committee, and then you 
used the word “limited.” I don’t want you to feel that you are limited 
by this committee from adding any testimony that you wish to add. 

Mr. Cassepy. Senator, I spent over 9 years at the Federal Trade 
Commission on the staff and dealt with a great many antitrust prob- 
lems, and I am very much in accord with the philosophy of the anti- 
trust laws and believe that they should be enforced. 

But I did not think that I should prosecute General Motors here 
before this committee. I thought that I should limit myself to the 
facts that I could supply or the reported facts. 

Senator O’Manoney. I wanted the record clear that there was no 
limitation placed upon you. 
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Mr. Cassepy. That’s right. 

Senator O’ MAHONEY. ¥ ’e asked you, the staff asked you, to present 
a factual discussion, that is true, but I want nobody who reads this 
record to think that we were holding any whip over you to prevent 
you from adding any further testimony you may desire to. 

Mr. Cassepy. "Thank you very much. 

Certain types of production necessarily require large capital invest- 
ments and large-scale operations. But by the same token the vast 
number of small, independent businesses that constitute such a vital 
part of our economy are essential to any free competitive enterprise 
system worthy of the name. 

There is no special virtue in being small, just as there is no partic- 
ular merit in being big, but there is a virtue and great merit in being 
free and independent. 

A really free competitive enterprise system embraces the sum total 
of millions of day-by-day decisions—some good and some bad—but 
freely made by individuals acting individually in the conduct of their 
own businesses. 

Small-business men must be protected in their right as American 
citizens to be independent, to make their own decisions, and to deter- 
mine their own actions in accordance with their own judgments. - Big 
business, though not to be condemned merely because it is big, must 
not be permitted to black out small business, to rob it of its freedom of 
choice in decision and action, or to make small-business men its pawns 
on the chessboard of overr eaching ecohomic power. 

The importance of independent wholesale distribution by whole- 

salers and car dealers in the automotive service industry, as well as by 
wholesalers in other industries, cannot be overemphasized for the 
protection and maintenance of our American free competitive enter- 
prise system, for the independence of the wholesaler 1s vital to that 
system. 

Ay “Availability” is the keynote in American distribution. Our coun- 
try is unique in that known brands of all kinds of yoods are available 
m every nook and cranny of its wide stretches. In deed, that is the 
miracle of distribution. 

The wholesaler is a specialist in making merchandise available. He. 
gives time-value and place value to goods. He is the bridge that con- 
nects thousands of manufacturers ~ with hundreds of thousands of 
retailers. He buys goods in wholesale quantities, warehouses them, 
breaks them up into quantities as needed by jis retail customers, makes 
delivery, extends credit, and furnishes merchandising aids and busi-. 
ness-building counsel to retailers. He is the long arm of the producer 
reaching out Fand giving availability to mer chandise every where. 

Few manufacturer Sy “if any, can directly serve the retailer as eco- 
nomically and as well as they can through wholesalers. Many thou- 
sands of producers and hundreds of thousands of retailers simply 
could not exist were it not for the services which the wholesaler pro- 
vides. If by some calamitous circumstance the wholesaler could be 
and were eliminated, the great majority of small manufacturers and 
retailers, too, would ‘be eliminated. Monopoly, already dominant in 
many or most leading industries, would become even more entrenched. 

The existence of a host of independent businesses—large, medium, 
and small—is the foundation of a democratic, competitive economy. 
Wholesale distribution makes that possible. It is, therefore, a prin- 
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<ipal bulwark against monopoly and a tremendously important factor 
In maintaining our free competitive enterprise system. 

Independent automotive wholesalers realize that perhaps unwit- 
tingly the extreme difficulty in enacting and enforcing our antitrust 
laws has played directly into the hands of overreaching aggregations 
of economic power. It is our belief that the basic reason for the fail- 
ure of our antitrust laws to function as intended stems from the 
“unbalance” in our economy as between decentralized distribution on 
the one hand and the concentration of power in industry and in labor 
on the other. 

For example, the Sherman antitrust Jaw prohibits conspiracy to 
fix prices. If two small-business men agree together on the prices 
of a product sold in competition by them they violate the antitrust 
-Jaw, but a huge, integrated organization, acting as a single legal person, 
can establish price policies that have a decided eifect upon tens of 
thousands of other persons and no question of conspiracy arises. The 
result illustrates the “unbalance” in our economy which must be cor- 
rected by enactment and enforcement. of our antitrust laws. If this 
cannot be done, then we court the adoption of a system of collective 
‘bargaining for the small-business men engaged in wholesale 
-distribution. - 

May I divert there to say that that thought came to me from an 
-editorial that I read in the National Automobile Dealers Association 
magazine for October of this present vear, 1955, which describes the 
plight of the car dealer who has put. his last savings and earnings 
into a business of handling cars of a certain car manufacturer who 
-may, overnight, take his franchise away from him and cause him to 
lose that investment. . 

_. What position that small-business man of this country is in when 
that happens and what. he can do about it was the pent made in the 
-editorial that I thought tended to saving, it tended to the idea of 
saying that singlv he could do nothing, but collectively he could accom- 
-plish something that would give him self-protection. 

Personally I would regret to see collective bargaining among whole- 
sale distributors. It couldn’t be done now legally. It could only 

be done if the law were changed. 

In conclusion we recommend: 

(1) That the antitrust laws designed to protect and preserve small, 

-independent businessmen be strengthened so as to allow freedom of 
choice in decision and action and to secure equality of opportunity of 
all persons to compete in trade or business: 

(2) that coercion, intimidation, and exclusive dealing in any line 
of commerce be prohibited by enactment of both civil and criminal 
‘Statutes ; 

(3) that legislation be enacted requiring automotive-parts manu- 
.facturers to brand all parts sold as original equipment so that they 
may be distinguished from similar parts sold as replacement parts at 
-higher prices, and requiring that records of sales of parts for each 
purpose be kept for a period of 6 years; and 

(4) That section 3 of the Clayton Act as it relates to the legality of 
both tying and exclusive arrangements be restudied and rewritten in 
the light of recent court interpretations so as to protect and preserve 
the independence of the small-business man. 

That completes my prepared statement. 
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Mr. McHvenu. Mr. Cassedy, with reference to your second recom- 
mendation there, can’t the criminal provisions of the Sherman Act now 
be extended to apply to coercion and exclusive dealing aa eae 

Mr. Cassepy. Yes, I think they can. However, I do-know-that many 
particular acts and practices have been dealt with by special statutes 
as. for instance, price discrimination and so in the Robinson-Patman 
Act and exclusive dealing has been dealt with in section 3 of the Clay- 
ton Act. 

Mr. McHven. Mr. Cassedy, do your wholesalers or jobbers, mem- 
bers of your association, complain that the United Motor Service exerts 
pressure in any way upon its jobbers, the people to whom it sells, not 
to handle competitive lines ? 

Mr. Cassepy. I have not heard of any coercive or intimidation prac- 
tices by General Motors on United Motor Service jobbers, but I have 
heard of certain exclusionary promotional activities that would tend 
to exclusive dealing with the jobbers. 
~ Mr. McHueu. Could you describe what they are? 

Mr. Cassepy. Yes. I started a few minutes ago with respect to the 
package me | 

Now the package deal which General Motors proposes that its 
jobbers handle, some independent jobbers handle only very few or 
maybe one line of parts. Some may handle only the A. C. Spark Plug 
ae Some, on the other hand, may handle all the lines General Motors 
sells. 

I am told that there is an effort. now being made by General Motors 
through its United Motor Service division to get the independent 
jobbers who take on any part of their lines to take the whole package 
and make a contract for a large amount or quantity in dollarwise 
parts, and in that way so supply and fill their shelves that they have 
no way that they can take on competing lines. 

In other words, if they take on a contract for say $100,000 of parts 
at a time, and agree that General Motors can have their salesmen or 
representatives come into their place and check their stock from time 
to time and replace and keep that stock full, they do that, I suppose, 
in a lawful way, but it has the effect of excluding from the practical 
standpoint all competing lines in that establishment. 

Mr. McHvan. Are there any special inducements given by United 
Motor Service to their jobbers to take on the so-called package deal ? 

Mr. Cassepy. There may be some, but I can’t name them; supplying 
them the various lines of parts may be considered an inducement, sup- 

lying them with certain lines that are hard to get may be a desirable 
inducement, giving them technical service with respect to keeping 
their stock filled may be a special inducement. 

Those are things that you can best get from one of the United Motor 
Service jobbers; I mean he would know the facts better than I do. 

Mr. McHwueu. Does such a practice have the effect of restricting the 
market into which the independent parts manufacturer can sell ? 

Mr. Cassrpy. Yes; in my judgment it does. There are some inde- 
ana wholesalers who had not taken on General Motors lines who 

iave, so I am told, become so afraid of their position in the market 
they were afraid thev would be forced out of business if they didn’t 
take on the General Motors line. 

Mr. McHuen. Senator, I have no more questions. 
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Senator O’Manongy. I would like to ask you to turn, Mr. Cassedy, 
to the first two pages of your statement. 

I am referring to your statement on the first page that Motor and 
Equipment Wholesalers Association which you represent has approxi- 
mately 3,500 wholesale trade outlets throughout the United States 
and Canada among its members. 

Mr. Cassepy. Yes, sir. 

Senator O’Manoney. Your statement on the second page conserva- 
tively estimated there are at present in this industry approximately 
1,200 independent manufacturers, and about 12,000 independent 
wholesalers, distributors, or jobbers are included. Now are these 
independent manufacturers members of your organization ¢ 

Mr. Cassepy. No, sir; we have no manufacturers in this association. 

Senator O’Manoney. And are the 12,000 independent wholesalers, 
distributors, or jobbers engaged in the same business as the 3,500 
wholesale trade outlets represented by your organization ¢ 

Mr. Cassepy. Generally speaking, yes, sir. 

Senator O’Manonry. Are they bigger or smaller than your 
members? 

Mr. Cassrepy. That, of course, is hard to answer. We have some 
very large wholesaler members who have a number of individual out- 
lets. We would consider them to be one member, but maybe have 
as many as 5 or 10 wholesale stores that we would term wholesale 
outlets. 

Senator O’Manoney. Well, does your organization represent a sub- 
stantial proportion of the trade in independent selling of automotive 
products? 

Mr. Cassrepy. Yes, sir, it does; it represents a substantial number 
of the wholesalers. 

Senator O’Manoney. What percent would you indicate? Iam now 
talking of the aggregate trade, not members. 

Mr. Cassepy. I would estimate close to 15 percent. 

Senator O’Manoney. Of the actual sade! 

Mr. Cassepy. Of the wholesalers. 

Senator O’Manoney. Of the independent wholesalers, is my 
question ? 

Mr. Cassepy. Yes, sir, that’s right. I would estimate about 15 
percent of the independent wholesalers. 

Senator O’Manoney. Do these other 85 percent in your opinion 
have a different status from the members of your organization ? 

Mr. Cassepy. No. They are substantially in the same status. I 
don’t know, Senator, how many of the wholesalers among those 12,000 
have taken on United Motor Service lines. There are some several 
thousand of course that have. I have no way of knowing that. 

Senator O’Manoney. Have any of your members taken on United 
Motor Service? 

Mr. Cassepy. Yes; many of them have. 

Senator O’Manoney. What do they report to you, if anything, 
about the result of their business ? 

Mr. Cassepy. Senator, I don’t have enough information on what 
they report. Most of what I know would be so remotely heard or so 
far removed from me that I would rather someone else gave that 
information. 
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Senator O’Manoney. Well, the general summary of your statement 
I think is that the present system whereby General Motors has made 
wholesale dealers of its 19,000 local dealers has established an eco- 
nomic situation which is very disadvantageous to all of the dealers in 
parts, whether they are members of your organization or not. 

Mr. Cassrepy. Yes; it certainly has. 

Senator O’Manoney. Do you have any doubt about that ? 

Mr. Cassepy. I have no doubt about it at all. In fact the general 
effect of this exclusive dealing arrangement with their car dealers is 
that most everyone in the public sinks it is entirely proper for Gen- 
eral Motors to require exclusive dealing on the part of its Chevrolet 
or Buick dealers or any other car dealers that it has. 

Senator O’Manoney. How many States are represented by your 
3,500 wholesale dealers ? 

Mr. Cassepy. All of them, all 48 States. 

Senator O’Manoney. All of the States? 

Mr. Cassepy. Yes, sir. 

Senator O’Manoney. Then if we add the others to make up the 
12,000 independent wholesalers to which you referred on page 2, how 
many cities in the United States do you suppose are affected or have 
such dealers within their boundaries? 

- Mr. Cassepy. Senator, nearly every city of any size at all has a 
wholesal 2 automotive parts dealer. 

Senator O’Manoney. What will you give as the minimum popula- 
tion, sir ¢ 

Mr. Cassepy. I was trying to think. I was in Memphis a short time 
ago and I heard some automotive parts wholesaler say there how many 
they had in members, but there were quite a number in that one 
city. 

Senator O’Manoney. You misunderstood me. I ain trying to de- 
termine what is the smallest community in the United States which 
has such a dealer, a community of 25,000 

Mr. Cassepy. Senator, I have my own small hometown down in 
south Mississippi that has two wholesale parts dealers in my town, 
that has less than 10,000 people. 

Senator O’Manoney. So that you would say that most of the urban 
population of America is to be found in towns and cities in which 
there are independent wholesale dealers of automotive parts? 

Mr. Cassrpy. Yes. 

Senator O’Manonry. When we are speaking of local free enter- 
prise, are these dealers to be included within that definition ? 

Mr. Cassepy. Yes, sir. 

Senator O’Manoney. If a system is permitted to grow by which 
the business in which they have traditionally engaged is taken away 
from them and concentrated m the hands of the largest manufacturing 
company in the world, would you say that free enterprise was 
advanced or retarded ? , 

Mr. Cassepy. It would certainly be retarded and destroved. 

Senator O’Maronry. We thank you very much, Mr. Cassedv. for 
vour presentation. The committee will stand in recess until 10 o’clock 
Monday morning in this room. 

(Whereupon, at 3:45 p. m., the committee adjourned, to reconvene 
at 10 a.m. Monday, November 21, 1955.) 
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MONDAY, NOVEMBER 21, 1955 


Umirep States SENATE, 
SUBCOMMITTEE ON ANTITRUST AND Monopo.y 
OF THE COMMITTEE ON THE JUDICIARY, 
Wahington, D. C. 


The subcommittee met, pursuant to recess, at 10:30 a. m., in room 
457, Senate Office Building, Senator Joseph C. O’Mahoney presiding. 

Present: Senators O’Mahoney (presiding), Kefauver, and Dirk- 
sen. | 

Also present: Joseph W. Burns, chief counsel; Donald P. McHugh, 
assistant counsel; and Joseph A. Seeley, assistant counsel. 

Senator O’Manonry. You may proceed, Mr. Burns. Who is your 
first witness? 

Mr. Burns. The first witness this morning will be Mr. Harold T. 
Halfpenny, and Mr. McHugh will examine him. 


STATEMENT OF HAROLD T. HALFPENNY, COUNSEL, NATIONAL 
STANDARD PARTS ASSOCIATION; ACCOMPANIED BY JACK L. 
WIGGINS, EXECUTIVE VICE PRESIDENT 


Mr. McHucu. Mr. Halfpenny, do you have a prepared statement? 

Mr. Hatrrenny. Yes, I do. 

Mr. McHugh and Senators, I have a brief statement that I pre- 
pared, and supplementing one that I have previously given, and accom- 
panying me here this morning in this statement is Mr. Jack L. Wiggins, 
executive vice president of the National Standard Parts Association, 
from Chicago. 

I am appearing as their general counsel. National Standard Parts 
Association is a national trade association with a membership of 
approximately 350 manufacturers, and 2,500 wholesalers of auto- 
motive parts, supplies, and equipment, and they are located in the 
48 States throughout the country. 

Senator O’Manoney. Pardon me, before you proceed further, will 
you identify yourself by experience and the time of association with 
the Standard Parts Association, and identify Mr. Wiggins also or 
you may speak for yourself on that. I want to know how long you 
have held these respective positions. 

Mr. Hatrrenny. Yes. 7 

Senator O’Manoney. Proceed; and what your previous experience 
has been. : : 

| Mr. Hatrrenny. I have been general counsel for National Standard 
Parts for about, approximately 20 years, and during that period of 
time have specialized in the field of representing independent manu- 
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facturers and wholesalers in the automotive replacement industry. 

Prior to the 20 years, Mr. Wiggins has been in this field, and he will 
tell you his background in this industry. 

Mr. Wiccrns. Well, my background is 1920 starting in the industry 
as a representative of manufacturers, working for manufacturers; and 
in 1934 I became field supervisor for National Standard Parts Associa- 
tion; in 1947 I became their executive vice president. 

Senator O’Mauonry. What were you doing for manufacturers at 
the beginning ? 

Mr. Wicoins. I was advertising sales manager for manufacturers 
of automotive parts in Cincinnati; I was a manufacturer’s agent, hav- 
ing my own business in Chicago; I worked for an automotive publish- 
ing company in Philadelphia, and also I represented a local association 
in Chicago of wholesalers. 

Senator O’Manonry. When was the organization of which you are 
the executive vice president formed ? 

Mr. Wicarns. 1924. 

Senator O’Manoney. Have you been associated with it 

Mr. Wiccrins. Since 1934. 

Senator O’Manoney (continuing). Since 1934? 

Mr. Wicerns. 1934. 

Senator O’Mauoney. You have been associated-—— 

Mr. Hatreenny. About 20 years, Mr. Chairman; general counsel. 
As I stated, I am in general practice, but specializing 1n the automotive 
replacement field in the independent industry, independent whole- 
salers, and independent manufacturers. 

Senator O’Manoney. Thank you very much. 

Mr. Hatrrenny. If it please the committee, previously on August 
31, I had the privilege of appearing and testifying before the sub- 
committee, and at that time I detailed the growth and distribution 
problems of the automotive replacement industry, pointing out that 
the 8 major vehicle manufacturers not only assembled vehicles but 
actively engaged in the production and distribution of automotive 
replacement parts and services, that the 3 major vehicle manufacturers 
in attempting not only to sell original equipment but to control all 
repairs and services to their respective vehicles are trying to create 
amonopoly. Today’s testimony supplements such previous testimony 
to particularize and direct your attention to General Motors’ growing 
concentration of power. 

Mr. McHven. Mr. Halfpenny, may I interrupt you at this point 
to learn something more about the composition of the membership 
of your organization. Among the manufacturers who belong to your 
organization, are there persons who furnish the General Motors Corp. 
with parts and equipment? 

Mr. Haurrenny. That is correct, sir; they furnish parts to General 
Motors and also supply our independent wholesalers with those parts. 

They are identical parts that are supplied both to General Motors 
and to the replacement market. 

Mr. McHvuexr. Do some of these manufacturers furnish General 
Motors equipment just for use in the assembly of the automobiles? 

Mr. Hautrrenny. Our members, no. All of our members would 
supply the independent wholesaler, as well. The great majority of 
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them would supply just wholesalers; but we do have people that supply 
both General Motors and major car equipment, and the wholesalers, 
but to be eligible for membership in our organization they must dis- 
tribute through independent wholesalers. 

Mr. McHvucu. Among the jobbers who are members of your asso- 
ciation, do you have wholesalers who purchase from United Motors 
Service? | 

Mr. Hatrrenny. We do, sir. 

Mr. McHueu. And you do have wholesalers who purchase from in- 
dependent manufacturers and do not have connection with United 
Motors Service? 

Mr. HatFrenny. Some are dual; they have United Motors Service, 
and they puurchase from independent manufacturers. 

Mr. McHveu. All right; fine. 

Mr. Hatrrenny. Continuing, the automotive service trade is com- 
prised of approximately 1,200 manufacturers who manufacture and 
sell and distribute automotive replacement parts, several integrated 
vehicle manufacturers who manufacture, purchase automotive parts 
which they sell and distribute for replacement purposes, approxi- 
mately 49,000 integrated car dealers, and approximately 1,200 in- 
dependent distributors and jobbers, and a substantial number of chain 
stores, jobber retail organizations, warehouse distributors, and others 
who combine the function of manufacturer and wholesaler or whole- 
saler and retailer in the sale and distribution of replacement parts. 

In addition, there are approximately 300,000 retail] outlets, including 
car and equipment dealers, general and specialist repair shops, ga- 
rages, gasoline stations, jobbers with repair facilities, chainstores and 
mail-order houses who sell and distribute replacement parts to car 
owners. The market structure is highly complicated with many dif- 
ferent patterns that criss-cross the industry. 

Mr. McHvucnu. Excuse me, Mr. Halfpenny, I do not seem to find that 
in the statement, mimeographed statement, that I have here. 

Mr. Hatrrenny. I was just giving—TI Just give that background— 
it 1s m my previous testimony—and I would hike to incorporate that 
by reference. I have a copy of that, 1f you do not already have it in 
the record. It isin once; I do not know whether you want it—— 

Mr. McHvcu. This is by way of further amplification of the struc- 
ture of the industry ? 

Mr. Hatrrenny. That is right. 

Mr. McHuag. I do not think it wil] be necessary. 

Senator O’Manoney. I would like toseeacopy. Hesays he has the 
copy. 

Mr. Hatrreenny. Here it is. 

Senator O’Manoney. Do you have another copy ? 

Mr. Hatrreenny. Yes, sir; I do. 

Senator O’Manoney. Please hand it out. 

Mr. Hatrrenny. I will not go into the details of that because that 
gives the whole background of the market structure; that details, Sen- 
ator, the background of the industry. 

Senator O’Manoney. May I ask you, sir, to read it again because 
the committee and the staff were looking for it in vain in your state- 
ment, so I would like to have Senator Dicksen and myself have the 
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opportunity of having it presented again. This need not be on the 
record. 

(Discussion off the record.) 

Senator O’Manoney. These 1,200 independent manufacturers first 
mentioned | 

Mr. HaLrpenny. Yes, sir. = 

Senator O’MAHonEY (continuing). Where are they to be found in 
the States ? 

Mr. Hatrrenny. They are located in approximately all of the 
States of the Union with, I would say, the greatest concentration be- 
ing in Ohio, Michigan, Illinois, and Pennsylvania. 

Senator O’Manonxty. Ohio, Michigan, Illinois, and what ? 

Mr. Hatrepenny. Pennsylvania. But they are scattered pretty 
much, Senator, through the 48 States. | 

Senator O’Mauonry. How Jong have they been engaged, on the 
average, in the production of these parts? ; 

Mr. Hatrrenny. I would say most of them have been engaged from 
40) to 50 years: many of them started back in the carriage business, 
and developed parts that have been used in the assembly of automo- 
biles by the vehicles manufacturers. , 

Senator O’Manoney. Now, then, with respect to the integrated car 
dealers, what do you mean by that 49,000 integrated car dealers ? 

Mr. Hatrrenny. They not only sell cars of the various major ve- 
hicle manufacturers, but. they also supply parts that they sell, the 
repair parts, and they also supply service of various kinds in re- 
pairing those cars. 

Senator O’Manoney. I ask those questions because the word “in- 
tegrated” 

Mr. Haurrenny. Yes, that is what we mean. 

Senator O’Marioney (continuing). Is usually meant to refer to a 
manufacturing company which covers the whole gamit of a particular 
industry. 

Now, the car leaders of whom you speak here, integrated car dealers, 
are not manufacturers of cars; are they ¢ 

Mr. Hatreenny. No; they are the manufacturers’ dealers, and op- 
erate under a franchise from the vehicle manufacturer, and they sup- 
ply parts and service. 

Senator O’Manonrty. How long have they been doing that ? 

Mr. Hatrrenny. Well 

Mr. Hicerns. Since the end of the war, I mean, is when they became 
very active in it. 

Mr, Hatreenny. In the parts business. 

Mr. Hiceins. That is World War IT. 

senator O’Manonry. Then I take it the parts manufacturers did 
not have competition from the 49,000 integrated car dealers until ap- 
proximately after the Second World War! 

Mr. Hatrrenny. They had some, but not serious competition until 
after the end of World War II. 

Senator O"Manonxrty. From whom do the 12,000 independent dis-. 
tributors and jobbers obtain their parts? | 

Mr. Hatrrenny. They obtain their products from the 1,200 manu- 
facturers, approximately 1,200 manufacturers and, as I will develop in 
ou testimony, some of them now are also being supplied by General 

Lotors. 
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- Senator O’Manonry. And these independent distributors and job- 
bers operate in how many States ? 

Mr. Haurrenny. The 48 States in great numbers. 

Senator O’Manonry. Now, then, the same situation, I assume, exists 
with respect to the chain stores and the jobber retailer organizations? 

Mr. Haureenny. That is night. 

Senator O’Manoney. Thank you very much. 

Mr. Hatrrenny. I thought I would just give you that background. 
‘It is incorporated, as I testified before—— 

_ Senator O’Maronry. Well, the importance of my questions as I 
conceive them was to determine whether or not the concentration of 
the manufacture and distribution of parts in the car manufacturers 
owas having an adverse effect upon the industry and upon the jobbers 
as a whole. 

Mr. Hatrrenny. That is right; I understand. . 

Mr. McHveu. Mr. Halfpenny, are the various manufacturing divi- 
sions of General Motors divisions members of your association ¢ 

Mr. Hicerxs. Two of them, AC Spark Plug. United Motors Service. 

Mr. McHteu. These are the distribution divisions then ? 

Mr. HaLreenny. That is correct. 

Mr. McHucu. But the various manufacturing divisions as such, 
they do not belong ? 

Mr. Hatrrenny. Just the distribution divisions, and we felt that 
under existing laws when they requested membership that under the 
law we had to allow them to become members if they were, and they 
were, because they were in the distribution field. 

_ Turning to the second page of my prepared statement, particulariz- 
ing on General Motors’ growing concentration of power, I wish to just 
point out in generalities that we have people who are going to be very 
specific, that effective January 1, 1954, General Motors announced a 
major change in the distribution of replacement parts for all its 
vehicles. 

On that date General Motors took the position that all of its 19,000 
car dealers in the future should have a dual function, not only to con- 
sume and use GM parts, but to go out and sell GM automotive parts 
at wholesale to other repairmen. Under this plan all General Motors 
car dealers became wholesalers with no restriction on their receiving 
and wholesaling products of the AC Spark Plug Division and United 

. Motors Service Division. In years prior, these divisions of General 
Motors had been established to sell certain General Motors products 
to the independent automotive wholesalers. 

In the first public meeting announcing this program, held in Omaha, 
a representative of General Motors, one Charles Coker, after reading 
a telegram from the now deceased W. N. Potter, who was then general 
manager of United Motors Service, stated, and I quote: 

PDne to the various cease-and-desist orders in effect throughout the industry 
and the fact that there are so many interpretations of the Robinson-Patman Act, 
General Motors, in formulating this policy, has endeavored to set up a policy 
that will put all people in competition on an equal basis. While the aforemen- 
‘tioned is not the basic reason for this new policy, it, at least, has taken the laws 
of our Jand in consideration. However, the primary reason for the new policy 
is that General Motors, having manufactured approximately 50 percent of all 


cars, trucks, and engines, feel they should make effective a plan to penetrate 
the replacement parts market they are rightfully entitled to. 
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_ Mr. McHvau. Mr. Halfpenny, before this new General Motors plan 
was adopted on January 1, 1954, what type of restrictions exi on 
the General Motors dealers in wholesaling parts? 

Mr. Hautreenny. Up to that time the General Motors dealers did 
not receive products of their AC Spark Plug division and the United 
Motors Service division and, furthermore, they were not actively 
engaged in going out and selling their parts at wholesale. They did 
not have the price to do that. 

Mr. McHucn. Do I understand from this, then, that any parts 
which the car dealer was wholesaling up to this time, they were obtain- 
ing directly from the car division ? 

Mr. Haureenny. That is right. 

Mr. McHvuaen. They were not then obtaining anything from United 
Motors Service or from the AC Spark Plug division ? 

Mr. Hatrrenny. That is correct. 

Mr. McHvueu. Is it true also that the car dealers were not obtaining 
for replacement purposes, selling it at wholesale, all of the equipment 
that was being manufactured by the car divisions ? 

Mr. Hatrrenny. That is correct. 

Mr. McHvcen. Just certain standard lines? 

Mr. Hatrrenny. That is right; and they were net at that time 
really going out pushing for this wholesale sales like they did as of 
January 1, 1954. 

Mr. McHuvcn. Up to that time the General Motors Corp. was con- 
tent to get its distribution on those parts through 

Mr. Hatrrenny. Their own car dealers. 

Mr. McHoucu (continuing). United Motors Service, their own 
wholesalers and jobbers ? 

Mr. Hautrrenny. That is correct. 

Under this plan not only did the car dealers now have the Gen- 
eral Motors parts to repair their own vehicles in their own shops but 
they required them to put in, requested them to put in, a stock of 
parts that they could go out and sell all the independent-repairmen. 

Mr. McHvcn. Now, by the independent repairmen, you mean the 
independent garages and filling stations? 

Mr. Hatrreenny. That is correct, sir. 

Mr. McHven. This line of customers, are they not in competition 
with the General Motors car dealers in selling at retail? 

Mr. Hatrrenny. They are, sir, but they are selling them under 
this new plan. 

Mr. McHven. So under the new plan they are now selling to a class 
of customers with whom they are actually in competition ? 

Mr. Hatrrenny. That is right, sir; and who heretofore had always 
been the customer of our independent wholesaler. 

' Mr. McHuau. Excuse me, Mr. Halfpenny, but in connection with 
this statement, how do you construe this phrase “the replacement parts 
market they are rightfully entitled to?” What does that mean to 

ou? 

‘ Mr. Hatrrenny. I do not think they are rightfully entitled to an 
market. But they construe that they believe that hey are entitled, 
that they are making 50 percent of the automobiles and that, therefore, 
they should have 50 percent of all the repairs which means that the 
repairs of all General Motors cars should be sold through them. 
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I want to point out along that line that when they say they are 
rightfully entitled to it, you must remember that the vehicle manu- 
facturers are merely assemblers of parts. They did not—if you would 
go into the background and history—this is not an invention of theirs. 

The General Motors is an accumulation by merger and so forth of 
many years of various car assemblers, and the early background of 
the industry is such that the motor was made by Continental or some 
motor company, the parts were made by someone, and they took those 
parts and assembled them, and they still do that to a great extent; so 
we feel that this market they are not rightfully entitled to, this 50 
percent. 

Our people, our independent manufacturers, created many of these 
parts; they have developed them, and if you go back mm early history, 
the bumpers, the windshield wipers, the carburetors, the self-starters, 
all these things have been developed by our independent manufac- 
turers and have been adopted and assembled on the vehicle by the 
major vehicle manufacturers, and our people have done the work on 
creating and perfecting those. 

Mr. McHven. Are you saying by that that the only other competi- 
tion which the General Motors Co. has in connection with the parts 
that are being sold for replacement comes from the independent man- 
ufacturers who are members of your association ? 

Mr. Hatrreenny. That is correct, sir. 

Mr. McHucx. Would not the other car manufacturers be competi- 
tion for General Motors in connection with some of these parts? 

Mr. Hatreenny. They would not be because, for instance, Ford 
is interested in Ford parts. They compete at the vehicle level trying 
to have the consumer purchase a Ford rather than a General Motors 
product. But when it comes to the servicing of the parts, Ford only 
services Ford parts; they do not compete with General Motors on 
General Motors parts. 

The same is true of General Motors as to Ford. The only people 
who supply competition to al] those parts are our independent manu- 
facturers. They make parts for all makes of automobiles and trucks. 

Mr. McHtcr. So if there was to be competition in this field, the 
public will be dependent upon the independent manufacturers who 
would provide the competition for Genera] Motors for these replace- 
ment parts? 

Mr. Ha.rrenny. That is correct. 

If it were not for our independent manufacturers, there would be 
no competition on the replacement level. Each one would have their 
own exclusive market, Ford, Chrysler, and General Motors. 

Continuing with my statement here, similar statements since that 
date have been mace by officials and representatives of General Mo- 
tors at various meetings throughout the country, that they felt they 
were entitled to this percentage of the overall aftermarket. 

Mr. McHvuenw. Were there ever any statements made, Mr. Half- 
penny, that the General Motors Corp. expected as their rightful part 
of the market, that it would be the replacement parts on 50 percent of 
the total automobiles which General Motors Corp. makes? 

Mr. Hatrrenny. That is right. 

Not only the statement that I have read that Mr. Coker made, but 
they have made them at numerous public affairs throughout the coun- 
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try. I myself have not heard them, but I am sure they have been 
mace. 

They were made at their official welcoming just before the opening 
of the Powerama at Chicago in a breakfast that all the users o arts, 
and so forth, attended in Chicago. A representative of General Mo- 
tors made the statement that they felt they were entitled rightfully 
to the replacement on the General Motors products. 

Mr. McHtcu. Well, to obtain 50 percent of the replacement parts 
business would mean that the General Motors Corp. is seeking to 
obtain 100 percent of the replacement parts on their own cars? 

Mr. Hatreenny. That. is correct, Mr. McHugh. 

Mr. McHucu. Have there been statements to that effect made by 
General Motors officials? 

Mr. Haurrenny. Yes, there have. 

Mr. McHoucu. At the opening of the Powerama—— 

Mr. Hatrpenny. Yes. 

Mr. McHveu (continuing). Was this statement made? 

Mr. HaLFrenny. I understood it was. I was invited, but I was not 
there, and I did not hear it myself, but I have been told it was made, 
and I know it has been made in various places. 

Mr. McHven. Are you familiar with the name of the General 
Motors official who may have made such a statement ? 

_ Mr. Ha.trrenny. I am not, except as to what I have testified here, 

because I have a transcript of Mr. Coker’s remarks made in Omaha. 
I mean, you hear many things, and I cannot myself testify except what 
I have records to. 

Senator O’Manoney. Mr. McHugh, have we obtained a copy of this 
transcript? 

Mr. McHvanu. He has referred to it in his statement. 

Mr. Hatrrenny. Yes, on page 2; that is right. 

Senator O’Manonry. But that is only a paragraph. 

Mr. Hatrrenny. I do have one that I can ae available that out- 
lines their plan on this Omaha speech. 

Senator O’Manoney. I think it is important that we know what 
the plan was | 

Mr. Hatrrenny. That is right. 

Senator O’Maroney (continuing). As outlined by the spokesmen 
of General Motors. | 

Mr. Hatrrrenny. I will turn that over to Mr. McHugh. 

Senator O’Manoney. May I ask you then, who was Charles Coker? 

Mr. Hicarns. He was their territory or regional man, regional man- 
aver of that territory, in and around Omaha. 

Mr. Hatrrenny. Of United Motors Service. He was substituting 
for the general manager, Mr. Potter. 

Senator O’Maroney. Mr. Burns, on numerous occasions during the 
course of this hearing our witnesses on both sides, that is to say, the 
independents and the representatives of General Motors, have referred 
to regions and zones. 

I think it is important. for us to get into the record as cl_ar a picture 
as we can of the regional system set up by General Motors and the 
other companies and associations that may be involved, and the zone, 
so that we may compare these regions and zones with the boundaries 
of the States. 
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Now, of course, the regionalization of Government began a long time 
ago; perhaps the earliest that needs be mentioned now was the creation 
_ of the Federal Reserve System, whereby the United States was divided 
_ into regions which included numbers of States, and there have been 

such regions established since then in Government. 
_ In each case it has resulted in the transfer from the States to the 
regional centers, the Government ofticials whose activities concern the 
_ people of the States. 

There were many debates about this in the Appropriations Com- 
mittee in years past when we were asked to make appropriations to 
establish these regions. Senator Dirksen, I am sure, will recall on 
many occasions protest was made on behalf of the people of the several 
States upon the ground that when a Government bureau moved its 
headquarters from the State capital to some other city in the region, it 
made it more diflicult for the people of the respective States, except 
the State which was the head of the zone or the region, to make contact 
with the Government bureau whose operations were of great impor- 
tance to the people. 

Now we see that same structure being formed in the automotive 
industry. We have seen drawn this morning a picture of some 1,200 
independent manufacturers, most of whom were concentrated in Ohio, 
Michigan, Illinois, and Pennsylvania, now finding themselves in com- 

tition, so to speak, with a new regional system established by the 

ig automobile manufacturers to govern their economic affairs, and 
from these regions there has been testimony, certainly in the letters 
that I have received from motor-vehicle distributors that are under 
the control of the zone managers and the regional managers who are 
the mediums through which the policy of the manufacturer is enforced 
upon the dealers—— 

Mr. Hatreenny. That is correct. 

Senator O’Manonery. So I think it is important to have this zone 
system and regional system clearly outlined in our testimony. 

Mr. Burns. We shal! dothat, Senator. 

Mr. Hatrrenny. Some of our subsequent witnesses who are mei- 
bers of our association may be able to help you along that line, too, 
who are actually engaged in the business. 

Senator O’Marionry. Proceed. 

Mr. Hautreenny. As a result of this plan of General Motors, in- 
numerable General Motors car dealers put in inventories of replace- 
ment parts in the wholesale parts business in conjunction with their 
car dealership. There is no question that many were pressured into 
this activity. 

Mr. McHvucn. Mr. Halfpenny, are there car dealers who would not 
be interested in engaging in this wholesale distribution program? 

Mr. Haurrenny. I would say from our discussion with our mem- 
bers and the field secretaries of NSPA, in talking to our members, that 
most of the car dealers were not interested in going into this business, 
because they are interested in a large sale of an automobile. 

When you go into the parts business, you get into small sales of a 
few cents up to a few dollars involving technical skill and a large 
inventory, and most of them had to make a substantial investment 
or enlarge their premises so that they could take on this type of 
business. 
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It is a totally new type of business. They now, if they become 
wholesalers, have to put salesmen out calling on these independent 
repair shops, taking orders, bringing those orders back, and supplying 
those people with these small parts rather than selling automobile. or 
repair service. 

r. McHueu. Would this mean that car dealers are now being 
required to tie up a considerable amount of their capital in inventories 
of parts where they might prefer to have that capital in new and 
used cars # 

Mr. Ha.reenny. From our information that is true. I think you 
will go into almost any large city now, and you will see a section of 
the car dealers, that they have a parts section with a counter and 
stools, and so forth, where people can come in and purchase these 
parts. 

It is foreign to a great extent to their car dealership; the type of 
salesmen they have selling cars cannot sell parts. It is a new type of 
business. 

Mr. McHvuau. Now, if many of these car dealers are not interested 
in this type of business because they are not set up or equipped par- 
ticularly to function effectively, why would they want to go ahead with 
this wholesale parts program of the General Motors Corp. ? 

Mr. HaLrrenny. Well, I think your investigation in talking to car 
dealers is that if you have a franchise that you generally do what 
the major vehicle manufacturer suggests that you should do, and 
especially in recent years when a dealership has been a very economic 
aid to anyone in that business. 

Mr. McHucu. You are suggesting that the manufacturer has the 
authority to induce the dealer to participate in this plan by means 
of a threat of cancellation of his franchise ? 

Mr. Hatrrenny. Well, I do not think they will go that far. I 
think that they can do it in a better method than that. I think they 
generally can come in and say, “You have been very successful as a 
General Motors dealer. The corporation knows what is best for you 
and what we have decided is the thing that will make you money 
and that you should go into it,” and indicate that they highly recom- 
mend it, and I say most of them would follow that reeommendation; 
how much pressure there is, is hard to state. 

Mr. McHvceu. Prior to the adoption of this plan, your jobbers or 
wholesalers were selling to the General Motors car dealers? 

Mr. Hatrrenny. That is right. We still do to a certain extent, 
and that is where it is a difficult problem. 

Our wholesalers now find that the car dealer who is not only a cus- 
tomer but a very vigorous competitor himself—that is the existing 
situation. 

Mr. McHueu. Do any of your members report that car dealers 
are unable to purchase from them because the General Motors Corp. 
has stepped up its sales program in the wholesale parts picture ? 

Mr. Wicorns. We hear that, we hear that through the GMAC 
finance or finance company; they send out a report to the wholesaler 
and ask him how much business he does with his particular vehicle 
car dealer. 

Senator O’Manoney. Now, may I ask you to make that a little bit 
more specific? 
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Mr. Wiceins. Well, yes—— 

Senator O’Manoney. You say this car dealer. 

Mr. Wiacins. Yes; General Motors. I mean General Motors 
Acceptance Corp. sends to the independent wholesaler a credit report- 
ing form, and on that form they list the name of a General Motors 
dealer. They have 5 or 6 questions in which they ask, “How much 
business do you do per month; how do they pay; is it satisfactory?” 
and everything else, and they are sipped to send that back to 
GMAC. Then GMAC—— 

Senator O’Manoney. That is a questionnaire coming from GMAC 
to an independent dealer? 

Mr. Wicarns. To an independent wholesaler. 

Senator O’Manoney. An independent wholesaler. 

Mr. Wicarns. Yes. 

Senator O’ManHoney. He may or may not answer the question. 

Mr. Wicerns. That is right. Some of them do answer it. So if 
GMAC does not have that information on their own dealers and have 
to go to the independent wholesaler, it is kind of silly; so it has worked 


out that some of them have reported sales. AJ} we have is hearsay on 
this, but the fieldman for the GM company comes in and says, “Why 


are you buying all of these parts from this independent wholesaler ? 
We handle parts. You buy from us.” 

Senator O’ManoneEy. You say that you have this on hearsay ? 

Mr. Wicarns. Yes, sir; I cannot get it in black and white. I may 


' be able to get someone to come and testify to the absolute experience. 
There is one aie in Washington. . 
? 


f 
b 


| 


Senator O’Manoney. Tell me why you say “hearsay” ? 


' Mr. Wicarns. Because I believe the only thing—I believe on some- 


thing like this—is black and white, unless I am there myself and 


hear it. 

Senator O’ManHoney. But have you ever heard it from a wholesaler ¢ 

Mr. Wicoarns. Yes, sir. 

Senator O’Manoney. And that is what you call hearsay ? 

Mr. Wicorns. That is right. 

Senator O’Manoney. But the wholesaler has not written it for you? 

Mr. Wicarns. That isright. I want him to write it to me so I could 
submit it to Mr. McHugh. I have submitted to Mr. McHugh their 
form that they use. I gave you one of those. 

Mr. Hatrrenny. Senator, I ought to point out the difficulty of that 
is that our wholesalers still sell that car dealer on the local Jevel some 
products, and he does not want to get that car dealer in difficulty and 


. neither does he want to get himself in difficulty. But we, innumerable 
. times, hear from whoesalers saying that for many years they may 


supply a Chevrolet dealer certain types of parts or a Buick dealer, 
and then a zone manager wil] come in and tell that Chevrolet dealer, 
and so forth, “We have a division selling these parts. Why are you 


_ buying all these parts from outsiders?” 


_ And he will be informed that from now on they have got to cut 


, down on what they are buying, but he still does some business with 
_ them, and he does not want to get into controversy. 


Senator O’Manoney. What I am trying to get into the record—— 
Mr. Hatrrenny. That is our problem. 
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Senator O’Manoney (continuing). Is whether or not this 1nforma- 
tion which you have now given the committee has been given to you 
by the individuals concerned. 

Mr. Hatreenny. That is right, sir. 

Senator O’Manoney. Orally. 

Mr. Hatrrenny. That is right; and some of them have also 
given 

Mr. Wicarns. Yes, sir. 

Mr. Hatrrenny. Some of them have given information to the Gov- 
ernment, such as the Federal ‘Trade Commission, on innumerable 
occasions. 

Senator O’Manoney. But they are reluctant to put it in black and 
white? 

Mr. Hatrrenny. That is correct, sir, because, say, you are selling 
2 Chevrolet dealer, and vou are not getting any Chevrolet parts or 
General Motors parts. That Chevrolet dealer often does repair on 
Ford or Chrysler or some other make of car. He then will buy those 
parts from our independent wholesaler. Therefore, he is a customer, 
and our man does not want to lose that business. I am sure you 
understand the problem facing us. 

Senator Dirksen. Mr. Halfpenny, is there any dealer franchise 
that requires purchases of parts at the same time, that you know of! 

Mr. Hatrrenny. I think that. has been eliminated, Senator, in their 
franchise dealership. 

Years ago it may have been in there, but in recent years because of 
court decisions it is illegal to put them in the dealership, and I would 
say that it is not in the dealership now. It is done by other methods, 
Senator. Their zone manager calls on these people. In most zones, 
as I understand it, General Motors will etablich a large parts depot 
that will service that area, and they will have these zone men going out 
to see that their dealership does take this material from them. 

Senator Kerauver. Mr. Chairman, may I ask a question ? 

Have you stated what percentage of the General Motors dealers go 
into this parts business? Do all of them do it? 

Mr. Hatrrenny. They do not, sir. In fact, apparently, from what 
I will further testify, they did not find that as being completely suc- 
cessful, so in mid-195+4 they adopted a new plan; but a number of their 
dealers did. But I do not know what percentage. There is no way 
of our knowing that. 

Senator O’Manoneyr. Well, you stated in your testimony, before 
Senator Kefauver came in—this is at the top of page 2—yon were 
talking about what happened on the 1st of January 1954. 

Mr. Haurrenny. That is right. 

Senator O’Manoney. You said: 

On that date General Motors took the position that all of its 19,000 car dealers 
in the future should have a dual function not only to consume and use GM parts 
but to go out and sell GM automotive parts at wholesale to other repairmen. 

In that statement you said the direction from Genera] Motors was 
to all of their dealers. 

Mr. Hautrrenny. That is correct; and I cannot tell you whether all 
of them have taken it on. I would assume that all of them have not, 
but a great number have. How many have, I could not testify to. 

eras O’Manoney, It is not yet 2 years since this policy was an- 
nounced. 
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Mir. [iatrrenny. That is right. But a substantial number have in 

that period; yes, sir. = 

Mr. McHven. Mr. Halfpenny, excuse me, does this credit informa- 
tion which GMAC has requested of your wholesalers include infor- 
mation concerning the volume of purchases by the car dealer from 
your members? 

Mr, Watreenny. That is correct. 

Mr. Wiacrns. Yes. 

Mr. McHvcn. Would it indicate the manufacturing sources of such 
parts? 

Mr. Wicerns. No. But we understand they have a form they have 
to ‘fill out once a month of all the parts that they buy from outside 
sources, and that would have the hsting. The car dealer has to fill 
out that form and send that back to Detroit. 

Mr. McHuaun. Was it your belief that from these credit reports 
General Motors or GMAC would be able to determine something about 
the volume of purchases which the car dealer is buying from inde- 
pendent sources ? 

Mr. Wicains. That is right; no question about it. 

Mr. McHven. Not GM? 

Mr. Hanrrenny. That is right. 

Mr. Wicerns. Those are the only questions they ask. It is of a 
Chevrolet dealer or Pontiac dealer they ask that specific question, and 
send it to this wholesaler, and they list the car dealer’s name there, and 
they send it back with their name signed on it, the wholesaler’s name 
eee on it. 

fr. McHueu. Is not GMAC a wholly owned subsidiary of the 
General Motors Corp. ¢ 

Mr. Wiacerns. That is correct. 

Mr. McHucu. If they were seeking credit information on their 
dealers, wouldn’t that information be available to them directly ? 

Mr. Wiaarns. I would think so; they would have more information 
than Dun & Bradstreet. If they do not know the credit situation of 
their dealers, who they are selling to, their dealers, and have to come 
to a wholesaler and ask him about a hundred dollars worth of pur- 
chases, when they are selling $4,000 automobiles, that does not seem 
feasible either. 

Mr. McHucu. Some of your wholesalers do refuse to answer these 
reports ¢ 

{r. Wieoins. Yes, sir; they do. 

Mr. Hatreenny. Most of them do now. 

Going along in my statement here, I say, however, General Motors 
Corp. was not yet satisfied with the great volume of replacement busi- 
ness it was now obtaining through their car dealers so, in mid-1954, 
in its constant drive for an even greater share of replacement parts 
volume, General Motors Corp. announced a new, drastic, policy 
change. 

The sale of fast-moving parts manufactured by General Motors 
Corp.—these are things thev manufacture themselves which we com- 
monly call captive parts—including transmissions, steering, brakes, 
bumpers, grilles, body hardware, and batteries, previously sold ex- 
clusively through General Motors car dealers a truck dealers, was 
promoted through certain selected independent wholesalers. These 
selected wholesalers are sold what is called a GM package deal, vary- 
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ing in size from $10,000 to one-half million or more, with the right to 
return all unsold merchandise up to 12 months from date of purchase. 

We have been advised that General Motors Corp. plans to select 
approximately 1,200 of the independent wholesalers throughout the 
48 States, which I say, many of them are our members, to handle this 
new distribution plan. About 600 to 800 wholesalers have already 
taken on the plan. 

Senator O’Manoney. Do you mean to infer from this statement 
about “selected wholesalers” that only those wholesalers whom Gen- 
a Motors picks out are permitted to purchase parts from General 

otors § 

Mr. Hatrrenny. They are selecting the ones that they are going to 
offer this to; yes, sir. 

They go into each State and try to pick out what is generally the 
larger one or the more prominently known one, and tell them that they 
will make available to them for the first time all of General Motors 
parts, and that 1s a complete line. 

Now, that will be in direct competition with the independent parts 
that that wholesaler is selling, and they will put in that package deal, 
depending on the size of the store, the size of the location, they will 

i them what they should have in this package and how much, and 
they will ship it to them. 

They then give them the right to return any merchandise that is 
shipped to them in that package deal up to one year. 

enator O’Manoney. Well, no other wholesaler, save those who are 
selected, can purchase these parts ? 

Mr. Hatreenny. That is right; that is correct. 

Senator O’Manoney. This, however, is extending the distribution 
from the United Motors Service—— 

Mr. Hatrrenny. That is right. 

Senator O’Manonry. To wholesalers; is it not? 

Mr. Hatrrenny. That is right. 

For instance, Senator, some of the United Motors Wholesalers that 
have in past years had this United Motors Wholesalers deal of Gen- 
eral Motors may or may not be selected for this new package deal. 

For the first time these items, which are commonly known as crash 
parts, which is a very important piece of business, grilles, and things 
that General Motors does manufacture, no independent manufacturers, 
that is being made available to the selected wholesalers, plus they give 
them a whole duplication of lines from the same type of merchandise, 
and in many instances from the same manufacturer that this independ- 
ent wholeslers is buying directly from the manufacturer, only it is in 
a General Motors box. 

Senator O’Manoney. Then it includes not General Motors parts 
alone, but parts manufactured by independent manufacturers ? 

Mr. Haurrenny. That is right; that is in a General Motors box. 

Senator O’Mauoney. Now, these parts may be used for the repair 
of other makes of automobiles than the General Motors line? 

Mr. Haurrenny. Their full line there. That manufacturer will 
make that General Motors part, but a General Motors part may not 
fit a Ford. But that independent manufacturer will supply that 
wholesaler with a complete line, the General Motors parts, Ford and 
Chrysler, but the General Motors parts in some instance will be 
identical to the one General] Motors is getting, except it is in a box. 
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Senator O’Manoney. I understand you to say, Mr. Halfpenny, that 
> the General Motors package included not only parts for General 
Motors cars manufactured by General Motors, one of the General 
. Motors divisions, but also contained parts manufactured by independ- 
- ent manufacturers. What I want to know is whether those parts 
- amanufactured by the independent manufacturers included parts for 
other cars than General Motors. | 

Mr. Haurrenny. No, it does not, Mr. Chairman. General Motors 
Just gives it for their own parts. 

Senator O’Manoney. Fine; all right. 

Mr. McHveu. Mr. Halfpenny, do I understand that you are say- 
ing before the modification of this plan you just described here, the 
so-called captive parts or parts manufactured exclusively by General 
Motors Corp., were not made available to independent wholesalers? 

Mr. Haurrenny. That is correct. 

Mr. McHtven. Those parts then were distributed only to General 
Motors car dealers ? 

Mr. Haurrenny. Correct. 

Senator O’Manoney. Why do you call this drastic ? 

Mr. Hartrrenny. Well, it was drastic because of the fact that look- 
ing ahead, and even at the moment, the independent wholesaler has 
been buying—let us take his gaskets, or his piston rings, or any of 
those items—from an independent manufacturer. 

Now, if he takes on this package deal, he also has maybe the same 
commodity, the same product, in a General Motors box, so his sales- 
men going out now are carrying the General Motors product; they 
are also carrying the independent parts manufacturer’s product for 
the same vehicle; and he now though can sell the car dealer, General 
etl car dealers, a General Motors part which he could not do 

ore. 

Looking ahead, it seems to me that they have put their foot in the 
door as far as the independent market is concerned, that they can get 
strong enough so that they can almost dictate the terms; eventually 
that is going to occur as far as the independent wholesaler is 
concerned. 

Senator O’Manoney. If I understand you then, you mean the result 
of this package deal will be that the selected wholesalers selected to 
handle the package deal for General Motors would deprive the inde- 
pendent wholesalers and, therefore, the independent dealers, of the 
opportunity of selling General Motors parts which are not included 
within the description of the captive parts ? 

Mr. Hatrernny. I think that is a correct statement; yes, and it 
provides for the first time many of the independent garagemen who 
might not want to buy fom the car dealer, who is his competitor, he 
has been used to buying from our independent wholesaler, and so he 
has a more ready entree into that independent repairman. 

Mr. McHvucn. Mr. Halfpenny, cannot United Motors Service 
wholesalers still elect to take only certain parts of a General Motors 
line and refuse to take on a package deal ? 

Mr. Wiccrns. We understand now they can, but we understand 
originally it was the package deal. We understand now there are 
certain parts of the line, of the package, they can take, although we 
have nothing in writing, I have not seen anything; in the original 
form it was for all the automobiles listed in the original contract, in 
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the UMS-General Motors contract, but we understand now they are 
trying to get—you can handle certain lines like, we will say, Chevrolet 
and Cadillac, and things of that kind, certain parts. I do not know. 
Maybe some of these other witnesses who are in the business can tell 
you more about it. 

Mr. Hatrrenny. I believe they are tailoring it to take whatever 
part of the market that individual will give them. 

Mr. McHueu. I assume with reference to this, the big package deal. 
United Motors Service, General Motors, would be attempting to 
interest the larger, the bigger, wholesaler ? 

Mr. Hatrrenny. That is correct. 

Mr. McHvuen. Do any of your manufacturer members complain that 
the effect of this policy has been to foreclose them from access to this 
portion of the market ? 

Mr. Hatrrenny. It has only been in effect approximately a year, 
and it 1s difficult to say. But some of them feel that they have lost a 
certain percentage of General Motors replacement—a certain percent- 
age of the volume of General Motors repairs that they previously were 
vetting. 
= Mr. McHvaxs. They still have other outlets open to them; do they 
not? 

Mr. Hatrrenny. That is right, sir. They are the smaller and more 
expensive to serve. 

Mr. McHten. This would have the effect of committing the larger 
manufacturer to United Motors Service and, therefore, narrowing the 
market for this portion of the market from your independent manu- 
facturer ? 

Mr. Haurrenny. Yes, it could; and I think it will. 

It. has not been in effect long enough to know the full result. Ten, 
twelve months are not very Jong in a complicated industry such as this. 

Shall I proceed ? 

Mr. McHven. You may continue, Mr. Halfpenny. 

Mr. Hatreenny. I ought to point out that this is a really compli- 
cated distribution market, and even someone like myself who has been 
representing it for 20 years, you run into complications that are hard 
to explain; you almost have to live with it to know the real problems 
that are involved. We are just trying to give you the best we can. 
some of our findings. 

To continue with this, thus General Motors Corp. has now accom- 
plished a dual distribution of all GM parts, not only to and through 
its car dealers, but also now through the independent wholesalers 
selling GM parts to the car dealers’ competitors, the independent 
garagemen and repairmen. The primary purpose, of course, is to 
completely penetrate the market and secure the greater share of the 
replacement-parts business. 

Senator O’Manonry. On of the reasons that I was so interested in 
asking for a copy of the report of Mr. Charles Coker, one of the 
regional officials of General Motors at. the first public meeting early 
in 1954, was to get a clear understanding of why General Motors, in 
its own explanation, has undertaken this svstem. 

I think Mr. McHugh may be about to ask some questions with respect 
tothis. Ifso, I apologize, Mr. McHugh. | 

Mr. McHten. Go right ahead, sir. 
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Senator O’Manoney. But the very first sentence in the quotation 
from Mr. Coker that you have on page 2 read as follows: 

Due to the various cease-and-desist orders in effect throughout the industry and 
the fact that there are so many interpretations of the Robinson-Patman Act, 
General Motors, in formulating this policy, has endeavored to set up a policy 
that will put all people in competition on an equal basis. 

That is the end of the sentence. 

Mr. Hatrrenny. That is right. 

Senator O’Manoney. Now, “the cease-and-desist orders ie which ref- 
erence is made in this sentence are the orders of the Federal Trade 
Commission. 

Mr. Hatrrenny. That is right. 

Senator O’Manonrr. We had testimony last week with respect to 
some of these orders which were sustained. 

In other words, the cease-and-desist orders of the Federal Trade 
Commission were legal after having been tested in the courts! 

Mr. Hateprenny. Right. 

Senator O’ Mawonry. So this sentence bases the change of policy 
upon the various cease-and-desist orders in effect throughout the 


industry ? 


Mr. Hatrrenny. That is right. 
Senator O’Manoney. It is, therefore, very important for this com- 


. wnittee to know whether or not this new system has, in fact, circum- 


vented the cease-and-desist orders. 
They were issued on the ground that the practices theretofore fol- 


: lowed by General Motors were such that they could substantially lessen 
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competition. The purpose of the law, of course, is to maintain com- 
petition. 

Mr. Harrrenny. That is right. 

Senator O’Manonry. Now, if the General Motors Corp. is seeking 
to evade those cease-and-desist orders, it is difficult to understand what 
the author of this statement, Mr. Coker, meant when he said that in 
putting this new system into effect, General Motors “has endeavored 
to set up a policy that will put all people in competition on an equal 
basis.” Apparently “all people” does not include the wholesalers. who 
are not selected wholesalers. 

Mr. Hatrrenny. That is correct; that is why I used that whole 
interpretation. I just do not know what they meant myself. These 
orders so far have been, although sustained by the courts, have been 
ineffective as far as preventing the continued growth and taking over 
of this replacement market is concerned. 

Senator O’Manoney. And it is also important to find out what 
was meant by “competition on an equal basis.” 

Mr. Hatrrenny. That is right. 

Senator O’Manoney. If the independent manufacturers are in- 
cluded among “all people,” and one would imagine that they were, 
it is difficult to see how competition was bein maintained for them 
by this new practice which, you say, was made more drastic in the 
middle of 1954 or approximately 6 months after it was first announced. 

Have I correctly summarized the situation ? 

Mr. Hatrrenny. You correctly have summarized it, Senator, and 
I think the answers to those questions would be most interesting: that 
is correct. 
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Senator O’Manoney. You referred in your testimony, Mr. Half- 
penny, on page 2, to the fact that Mr. Coker made this statement 
after— 
reading a telegram from the now deceased W. M. Potter, general manager of 
United Motors Service. 

Do you have a copy of that telegram ? 

Mr. HaLFrenny. The telegram is in this copy of the transcript that 
I will give you. 

Senator O’Mauoney. It is in this transcript that you have agreed 
to provide us? 

r. Hatreenny. Yes; that is right. 

Mr. Potter merely stated that he regreted that he could not be there 
to tell this personally to these people assembled, and that he asked— 
this man was fortunate that he could tell them the good news. 

Senator O’Manuoney. So that he sponsored the message given by 
Mr. Coker ? 

Mr. Hatrrenny. By Mr. Coker; he was appearing from this tele- 
gram to point out—as we point out, in his place and stead. 

Senator O’Manoney. Go ahead. 

Mr. McHvueu. Mr. Halfpenny, can you tell us whether or not the 
discounts granted to General Motors car dealers under this United 
Motors Service, General Motors plan, enables General Motors car 
dealers to undersell or gain any competitive advantage over the whole- 
salers who were members of your association when they compete with 
them in reselling to the independent garagemen ? 

Mr. Hatrrenny. That is a difficult question to answer. I would say 
that the way the price structure is set up that they cannot do it. But 
I wish to point out specifically that on those items that General Motors 
has, as I point out in my testimony, in which they have competition, 
where it is highly competitive, such as the muffler industry, or so fo 
they will grant—they have a price list—then they grant so much o 
the list price. In many instances it is 50 percent discount, which is 
actually a hundred percent on these things that are highly competitive. 

On those items that are captive parts which they control they only 
will give a discount of 15, 20, or 25 percent, and they control the list 
price, so that the consumer in that instance—the prices are often in- 
creased, and the long discount is not given on those noncompetitive 
prices, which puts the independent manufacturer at a great disadvan- 
tage. He has to meet whatever that long discount may be, and there 
are only so many cents in each dollar, and if you give 50 of it away 
at the start it makes it very difficult. 

Mr. McHueu. Well, are you suggesting that the General Motors 
Corp. pretty much sets the price structure to the independent manu- 
facturer on replacement parts? 

Mr. Hatrrenny. I previously testified saying that is true, and 
that is true, because of their tremendous advertising, television, radio, 
many things you have to meet their price—I mean, they set the price, 
of necessity, whether they manufacture it or not. Whatever they set 
up as a list price, you will have to meet that or you will not do 
business. 

Mr. McHueu: That is your position then, that with reference to 
the so-called captive parts which General Motors manufactured, and 
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which they have no competition in, the discounts are lower to the 
jobbers, and the General Motors’ profits on such items are greater? 

Mr. Hatrrenny. That is right. 3 

I would just like to read here, and I will answer that. 

As explained in my previous testimony, General Motors Corp. es- 
tablishes the list price for parts, and historically the independent parts 
manufacturer has had to follow those list prices. It is quite noticeable 
that on the replacement automotive parts that are highly competitive, 
where there are strong independent manufacturers active in the 
business, there has been no appreciable change in General Motors’ 
pricing—even in the face of increased costs of labor and materials, 

On the other hand, on those parts in the General Motors line that 
are more or less captive items, or where GM has acquired a substan- 
tial percentage of the market such as its Delco-Remy Division line, that 
1s, ignition. 

General Motors has substantially increased its list and net prices, 
resulting in substantial profits on such captive items. 

The question immediately comes to one’s mind: Are unreasonably 
high profits made on GM’s captive parts, and used to stifle the compe- 
tition of the independent manufacturers and distributors of the non- 
captive parts? 

While I have not made a detailed comparison, I believe it would be 
very interesting and enlightening for all if this committee were to 
go back 2 years and study increases in list prices that General Motors 
and United Motors have put in effect on Delco-Remy and the captive 
lines in comparison with increases in list prices on highly competitive 
lines such as exhaust system parts, for example. 

Senator O’Manoney. What you are saying, Mr. Halfpenny, if I un- 
derstand you, is that the practice which General Motors has put into 
effect with respect to these captive parts and the wholesale dealers, 1s 
to increase the price on the parts manufactured by General Motors but 
not by the independents? 

Mr. Hatrrenny. That is right. 

Senator O’Manoney. And not to increase the price on the parts 
which are competitively manufactured by General Motors and the 
independent manufacturers ? 

Mr. Hatrrenny. That is correct; and I think a study would show 
that very clearly; and I think if you took certain Delco-Remy parts, 
which are ignition, that they have almost exclusives on because they 
are expensive parts, that the increase percentagewise has been very, 
very much larger than on those items that are highly competitive. 

One other interesting thing they do on their captive parts for dis- 
tribution, that is when the wholesaler sells that to the repairman, what 
his margin is to be for that, the increase in price, that is very small, the 
discount on captive parts; while on the captive parts it is very large 
and, naturally, the competitor must meet that 50 percent off list, while 
on their own items from 15 to 25 or 30 is their largest; most of them 
are 20 or 25 percent. 

Senator O’Manoney. Thank you, sir. 

Senator Kerauver. Mr. Chairman, what the witness is really saying 
is that on the competitive parts they cannot raise their price to the 
proportion, the same proportion, that they can on captive parts; is 
not that the situation ? 
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Mr. Haurrenny. That is correct, or they do not wish to do it, because 
it makes it more difficult on the competitor either way, but I think 
a ana what you say iscorrect. By our independent munufacturer 

eing competitive, those prices are kept down. 

Senator Kerauver. Well, it is not generosity on their part that they 
do not raise the prices on competitive parts. 

Mr. Hatrreenny. It surely is not indicated by what they do on their 
captive parts; that is right. 

Senator Dirksen. Mr. Halfpenny, what is the annual dollar volume 
in the parts business ? 

Mr. Hatreenny. It is about $214 billion. Now, we cannot tell you 
exactly what percentage the independent does and what percentage 
General Motors is getting, it is so large and complicated, but our trade 
publications indicate that it is approximately $214 billion, going up 
each year very rapidly. 

Senator O’Manoney. It is a substantial business rather than a small 
local business ? 

Mr. Hatrrenny. It surely is, Mr. Chairman. 

Senator O’Manoney. And when $214 billion worth of business 
finds itself, as you have testified, in danger of being pushed out of 
existence, it is something which requires the attention of the national 
lawmakers. 

Mr. Hanrrrnny. Senator, we have come to the conclusion that that 
is the only place that we can get relief. We have attempted over the 
many years appearing many places and under the existing antitrust 
laws we have been unsuccessful, and the market, as far as the inde- 
pendent is concerned, their problems are increasing instead of 
decreasing. 

Senator O’Manonry. You cannot get relief from the States—— 

Mr. Haureenny. No, sir. 

Senator O’Manoney (continuing). Because the States have no 
jurisdiction 

Mr. Hatrpenny. Right. 

Senator O’Matroney (continuing). Over interstate commerce. 
Therefore, if you are entitled to relief, you must come to the national 
lawmakers. 

Mr. Hatrrrnny. That is right; and that is why we are here, and 
we appreciate this opportunity of being allowed to be heard. We have 
have a number of witnesses from the industry. 

Senator O’Manoney. If the national lawmakers do not give the 
relief that you request, then the pattern which the large integrated 
corporations Jike General Motors lay down will be the rule governing 
commerce among the States 

Mr. Hatrrenny. Right, Mr. Chairman. 

Senator O’Mationry (continuing). Which, by the Constitution, 
was vested in Congress. 

Mr. Hanrrenny. We are rapidly coming to a place where, in my 
opinion, in this vehicle industry that the public. through you neonle, 
elected officials, are going to have to decide whether they are going to 
have this complete business, not: only the sale, the manufacture and 
sale of vehicles. the financing of them. but the renairine and servicing 
of all those vehicles—I mean that is the way it is tendino—and with 
every person in this country dependent upon an automobile for trans- 
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portation, it is something that assumes serious consideration by 
everyone. 

There is not any question but the vehicle manufacturers have done 
an outstanding job in putting cars on the road. But now are they 
entitled after you buy a car, that you are a captive of that corpora- 
tion the balance of your life? Because a car is a necessity, most peo- 
ple buy it on time, and if they are going to have to buy all the repair 
parts and service through that corporation, you are going to be mort- 
gaged to them for the balance of vour existence; and I feel that it is 
these independents and these small repair shops that have done the 
outstanding job in the country. 

All the real developments in the industry have come from these 
independents working in backroom shops, and these alley garagemen, 
and so forth; they are the ones who made this industry great, and 
have kept these cars moving. 

If this continues they are going to be put out of business, without 
any question. 

Senator Kerauver. Mr. Chairman, I have not been able to hear all 
the witnesses, but is this witness going to testify as to the number of 
independents that have had to go out of business, or what the reduc- 
tion in competition has been, or will some other witnesses go into that? 

Mr. Ha.rrenny. I will not, Senator; and I would say at the moment 
that that has not occurred in great numbers because of the fact—you 
must remember—that there was a great backlog of necessity of new 
cars and repair of cars after the war, and none of them have been able 
to handle all of this; and so the full impact of what General Motors 
is doing in this replacement field has not been felt as yet, and I feel 
that it will not be felt for several years ahead of time, but in the future. 
But the picture is being set up. 

Senator Keravver. Mr. George Pepperdine, what was his company 
or companies? 

Mr. Wiccins. Pepperdine? 

Mr. Watreenny. Pepperdine? Ido not know him. It may be true 
in other industries. They have stepped into other industries where 
there has been a serious and there have been serious changes, 
but I am just speaking of automobile replacement. 

Senator Keravuver. I was going to ask, I thought Mr. Pepperdine 
was the head of one of the large parts companies and he lost his busi- 
ness as a result of this competition. 

Mr. Hatrreenny. Iam not acquainted with him, Senator. 

Senator Krrauver. I am talking about the man who was the 
founder and the sponsor of the George Pepperdine College in Los 
Angeles. Wasn’t that automobile parts? 

Mr. Hatrrenny. I do not believe so, Senator. I thought I knew all 
of them, especially anyone that was important enough to back a col- 
lege, but I do not happen to know him. Do you know him, Mr. 
Wiggins? 

Mr. Wiccrns. No. 

' Senator O’Manoney. Facetiously speaking, having been a captive 
member of this committee since it was initiated and sitting in on most 
of the studies which have been made, I think it may be appropriate to 
remark, Mr. Halfpenny, that-your testimony just now harmonizes 
completely with what has been told to us in the past, even beginning 
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with Judge Barnes, the head of the Antitrust Division of the Depart- 
ment of Justice, when he testified several months ago, that certain 
mergers in the automobile field were approved. That is to say, when 
the companies, the smaller companies, laid before the Department of 
Justice their plan to merge, the Department of Justice said, “We will 
not prosecute such a merger because we believe that it will be an aid 
to competition,” the theory being that if Nash and Hudson were not 
permitted to merge neither one of them would be able to survive; the 
same with respect to Studebaker and Packard. 

Now, you were correct in saying that when the war ended, there 
was a great pent-up demand for new automobiles. Kaiser, recogniz- 
ing that pent-up demand, came out with an utterly new car and 
sought to manufacture it in great quantities. 

It did not stand up very well and had to be in one of these mergers. 
But that pent-up demand resulting from the war orders which re- 
quired metal to be used for the manufacture of war machines instead 
of automobiles and trucks, has now been filled. What you are talking 
about and what this committee is talking aboutis what is going to hap- 
pen in the future. 

Mr. Hatrrenny. That is right. 

Senator O’Manoney. It is clear that there is a great competi- 
tive fight between General Motors and Ford. Nobody knows what 
the result of such a conflict may be, but it is altogether clear, because 
the automobile industry is a national industry affecting not only 
wholesale parts dealers and retail parts dealers and car dealers and 
manufacturers, but also every individual car owner in the United 
States, what is to be the future for those individual purchasers is 
involved in the facts which we are trying to lay on the table in this 
committee hearing. 

If it should come about that only one or two great motor companies 
should survive and should have the complete control of the manufac- 
ture of parts, the distribution of parts, the repair of automobiles, then 
we yore have a concentration in this industry such as has never before 
existed. 

Mr. Hatrrenny. That sums it up correctly and it is coming very 
rapidly; that is a decision that is imminent, I feel. 

Senator Kerauver. May I ask the chairman, in his great experience, 
if he has not found that in other industries where all but two or three 
are driven out, that while there might be competition for a time, that 
sooner or later they seem to settle down to some understanding ? 

Senator O’Manonry. They find a way to understand what the price 
shall be without any written document. 

Mr. Hatrrenny. I would like to point this out—the chairman 
raised a very interesting point. Our independent wholesalers and 
manufacturers feel that they have an obligation to the public, and 
all of you people have constituents that have many of these old makes 
of automobiles, say the Kaiser that is no longer manufactured, and 
so forth, back to model T’s, and some of these engines are taken off 
the road. 

We feel an obligation that we have to service those, and we do sup- 
ply parts. To doa job, many of our people carry, for instance, in the 
piston ring line, as many as 15,000 items. Many of those are very slow 
moving items, and they feel that that is a service that is of necessitv. 
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The vehicle manufacturer is not interested in those old automobiles. 

‘We feel an obligation to do that, and have done it for the consuming 
ublic. 

. Senator O’Manonry. That is one of the reasons why the bluebook 

value of old cars has gone down very rapidly, even though because 

of this competition of which I speak, the dealers are now finding them- 

selves forced to give increased credit upon the old automobile, a credit 

far greater than the bluebook value—— 

Mr. Hatrrenny. That is right. 

Senator O’Manoney (continuing). All of which leads to inflation. 

Mr. Hatrpenny. That is right. 

Mr. Wicearns. Senator, I think it is important, too, to know that 1 
oo of every 7 persons is engaged in the automotive industry; 1 out 
of 7. 

Senator O’Manoney. What is your authority for that, Mr. Wiggins? 

Mr. Wicatns. Well, Professor Davidson’s book on the Michigan 
study, and the Chilton publications, the automotive publications, who 
have made a study. 

Senator O’Manoney. That is to say, in the —— 

Mr. Wicoarns. In the entire industry. 

Senator O’Manoney (continuing). The industry press, and the 
professorial studies of the industry ? 

Mr. Wicorns. That is richt. 

Mr. Hatrrenny. They estimate that. 1 out of 7 people in the United 
States in one manner or another make their livelihood out of the 
automotive industry. 

Mr. Wicarns. In some little communities, I mean, their whole com- 
munity is dependent upon that parts manufacturer; he employs prac- 
tically everyone in that community, the independent parts manufac- 
turer. If he goes, so does his community. 

Mr. Hatrrenny. Going back to my statement, I say it is our studied 
opinion that the vehicle manufacturer, with full knowledge, obtains 
discriminatory prices when purchasing products for use on original 
equipment, part of which he subsequently sells in competition with 
the independent warehouse distributor, wholesaler, and jobber in the 
replacement and service market. 

As I previously pointed out, there is no question that there is healthy 
competition between the three major car manufacturers at present 
in the sale of automobiles. But they do not compete with one another 
in the sale of repair parts for one another’s vehicles. The only com- 

tition in the manufacture and distribution of repair parts for a 
Chevrolet comes, not from Ford or Chrysler, but from the indenendent 
parts manufacturers. The same is true with all vehicles. The com- 

etition of the independent parts manufacturer and distributor must 
e preserved, or each vehicle manufacturer will have a complete 
monopoly in the sale of replacement parts for his own vehicle. 

We do not believe that big business is the natural enemy of small 
business or that one prospers only at the expense of the other. How- 
ever, in the case of the major vehicle manufacturers, and especially 
General Motors, it would seem that now is the time when this Nation 
must decide whether the major vehicle manufacturers are to have 
complete monopolies in the manufacture, sale, financing, and repairing 
of their motor vehicles and trucks, or whether it is time to invoke 
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divestiture proceedings limiting General Motors and the other major 
vehicle manufacturers to the manufacture and sale of automotive 
vehicles and trucks, leaving the manufacture and distribution of re- 
placement parts and the repair, maintenance, and service of these 
vehicles to the independent service industry to pve such service 
more competitively, efliciently, and less expensively; and in that. Sen- 
ator, I feel that there have been divorcement and divestiture proveed- 
ings instituted in industries that did not affect the public nearly as 
much insofar as this automotive industry is ne ae 

We recently in the past number of years had it invoked as far as 
the Pullman Co., which in no manner affected the great consuming 
public as we do in this automotive industry, and it seems—we have 
given it a great deal of thought—it looks like, in our opinion, that is 
the only possibility you are going to keep this repair and service 
industry alive, some such proceeding as that. 

It is beyond the ability of any one industry, individually or col- 
lectively, through our trade associations, to do much about it, and 
the only one we can turn to, we feel now, is the Government. Up to 
date the Government has been very ineffective, I must report. 

Senator Dirrxsen. Mr. Halfpenny, it would occur to me from the 
standpoint of volume and distribution that, perhaps, the most com- 
parable industry would be the farm-machinery industry. Does a 
comparable situation obtain there or not ? 

Mr. Hatrrenny. It is not nearly as concentrated, Senator, in the 
farm-machinery field, and the farm-machinery people do a great deal 
of servicing their own equipment. Our people do some of it. 

But in those instances those people invented and created that ma- 
chinery, and I think that in that instance they are more entitled to the 
repair and servicing of it, the reaper and all the cornpickers; those 
things were invented by those people that sell them. 

That is not true of General Motors. They have assembled parts 
made by these hundreds of independent manufacturers, and now say, 
“that because we have assembled it, you people are not entitled to this 
repair service.” 

But that industry would come as close in magnitude, I would think, 
as many other businesses I know. 

Mr. McHueu. Mr. Halfpenny, is it your belief that the General 
Motors Corp. makes a higher profit on the so-called captive products 
where they have no competition and this, in fact, is being used to sub- 
eas their operations in those areas where they are getting competi- 
tion $ 

Mr. Hautrrenny. That is my thinking; yes. There is no way of 
knowing that without—the way they put out their balance sheets, and 
so forth, you cannot find how much they are doing it in replacement 
business, but that would be my position; yes. 

Mr. McHueu. Do you think this is part of a deliberate attempt to 
exert pressure upon the independent manufacturer and his wholesaler 
aH ae area where the General Motors competition is competing with 
them 

Mr. Hatrrenny. That is right. 

I think the end result of true competition is to become a monopoly; 
I mean, you compete to put everybody else out of business, and that is 
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where the Government must step in some place to keep some competi- 
tion going, and they are only doing what is the natural thing to do. 

‘They see a soft market or a market they can move in, and they have 
the power to do it, and they are going to do it as long as they can, and 
unless Government decides what they are going to do, I cannot see 
where it is going to be stopped. 

Mr. McHuen. Mr. Halfpenny, is there generally a substantial dif- 
ference between the price at which General Motors purchases parts 
and equipment for original equipment as against replacement pur- 

oses ¢ 
Mr. Hatreenny. In many instances there should be, but there may 
not be. 

We have no objection in the replacement industry of how cheap 
they purchase it for original equipment. In fact, I think that is 
necessary to put the car on the street. 

But when they go into the replacement market they should have to 
pay the same as the independent wholesaler for those replacement 
parts, except whatever difference they could cost-justify. 

But we feel in many instances they are diverting parts that they 
bought for original equipment at a low price into the replacement 
market in competition with the independent wholesalers that purchase 
at a higher price. 

Mr. McHucu. They are diverting that into the replacement market 
through United Motors Service or the AC Spark Plug line? 

4 ca Harrernny. And now they will do it through this GM package 
eal, 

Mr. McHvueu. Well, now, does the United Motors Service or AC 
spark Plug acquire items directly from the manufacturer for origi- 
nal equipment? What I am trying to figure out is how does UMS or 
AC Spark Plug get such equipment ? 

Mr. Haurrenny. They get that through the corporation, and on 
most of it the corporation purchases everything, and then will send it 
to the divisions. 

Mr. Wiaatns. UMS is merely a sales agency. 

Mr. McHven. What you are saying is that United Motors Service 
would have this equipment bought by the original car division, shipped 
by the car division to United Motors Service, and then redistributed ? 

Mr. Haureenny. That is right. 

moe items are boxed by General Motors and some are not boxed 
at all. 

As you read the testimony in the Federal Trade Commission case 
in the spark-plug cases, all spark plugs were shipped to them in ege 
crates, and you did not know whether they were going into original 
equipment or replacement, and there was some difference if they would 
box those for replacement, there was some difference. 

Mr. McHvucu. Mr. Halfpenny, what evidence do you actually have 
that the Genera] Motors Corp. is purchasing equipment for original 
pipes and is diverting that into the replacement market? _ 

r. HaLrpenny. I have no testimony on it. There is no way that 
we in the independents can obtain that nor is there any way for an 
independent manufacturer to determine that. Say that you are manu- 
facturing some item that is in the replacement field. Let us take as 
an example a muffler. It is very important that you get that muffler 

67272—56—pt. 642 


2836 STUDY OF THE ANTITRUST LAWS 


if you are an independent manufacturer on a Chevrolet or a Buick 
or something because of the advertising possibilities. 

So General Motors may go to 4 or 5 muffler manufacturers and order 
a half million mufflers, and they do not tell them whether it is going 
on original equipment or replacement, and they get that reduced price 
on original equipment, and 1f they only manufacture a million of those 
ears and they have purchased a million and a half for original equip- 
ment, you know a half million of it is gomg to be diverted into replace- 
ment. But there is no way that the individual manufacturer can 
know that because he will split his order up maybe among 3, 4, or 5; 
they will none of them get the full run. 

Mr. McHucu. Would not the independent manufacturer know 

retty well what the potential is going to be each month for cars the 
General Motors Corp. is going to make ? 

Mr. HaLrrenny. No. They will be placing orders now for delivery 
next year, and they will tell you how you are going to deliver so many 
each month, and so they will know that their amount is not enough to 
supply all the cars. That is as far as they can go. And, of course, 
those manufacturers if they got together comparing notes then they 
would be in violation of the antitrust law. 

Mr. McHveu. As long as General Motors Corp. is purchasing these 
tole from several different sources, any one manufacturer would not 

ow what the needs are going to be for original equipment. 

Mr. Ha.rrenny. That is right; because he is not getting all of 
them. He is just getting a small piece of it, and very happy to get it, 
I might add. I mean, it is very important to his lifeblood that he 
_ get it not only for keeping his plant going but the fact that he can 
advertise and his wholesalers can say that it is used on the original 
piece of equipment. 

Mr. McHveu. Do these independent manufacturers attempt to 
determine from General Motors Corp. how much they are actually 
going to use in original equipment ? 

Mr. Hatrrenny. I cannot answer that, but the best I can find out, 
most of them go as supplicants with their hats in hand attempting to 
get the order. 

Mr. McHvuen. And they are glad to take it on any basis they can. 
_ Mr. Hatrrenny. And you have to, if you are going to get it in most 
instances. 

Mr. McHvuen. Well, do your jobbers sometimes report that the Gen- 
eral Motors car dealer in wholesaling some of these parts is able to 
undersell him as a result of being able to get apparently original 
equipment prices ? 

Mr. Hatrrenny. The price problem has not been too serious; no. 
It is the fact that they say that it is an original part. It is the General 
Motors part, it is genuine, on the box. Those are the things that are 
more important than the price. 

If you are a car owner and you pull up to your garage and they 
say—you know, you are driving a certain General Motors car—‘Here 
is the part that was on it; it is genuine; or do you want one of these 
gyp parts made with some other name? “You will always take the 
genuine ordinarily; that is what you are coping with. 

Mr. McHucn. Mr. Halfpenny, would you say that this substantial 
difference between original equipment and replacement parts prices 
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means that over the long run the consumer, in fact, is paying more 
money for parts than if there were a more even balance between the 
replacement parts price and the original equipment parts price? 

r. HALFPENNY. I believe that would be correct. 

Mr. McHvueu. Would not that be so because of the fact that a part 
is replaced several times in the life of a car? 

Mr. Ha.rrenny. That is right, sir. 

That is all I have as far as the prepared statement is concerned. 

National Standard Parts has several representative wholesaler and 
manufacturer members who have accepted this committee’s invitation 
to testify as to their own personal experience and ideas on this prob- 
lem of General Motors’ ever-expanding monopoly, and they are avail- 
able here to answer questions. 

Senator O’Manoney. Do I understand that the members of the 
organization which you represent are manufacturers of identical parts 
with those manufactured by United Motors Service and other organi- 
zations or manufacturers making parts for their own special cars? 

Mr. Haurrenny. That is right. 

In fact, some of our manufacturers make the parts for General 
Motors that are used, as well as selling them in replacement under 
their own trade name. 

Senator O’Mauoney. My understanding is that the manufacturers 
whom you represent were those who entered into the business of mak- 
me Ags for automobiles—— 

- Hatrrenny. That is right. | 

Senator O’Manoney (continuing). Long before World War II, 
even perhaps before World War I 

Mr. Hatrrenny. That is right. 

Senator O’Manoney (continuing). When there were more manufac- 
turers, by far, than there are now. 

Mr Haren That is right. 

Senator O’Manoney. Your manufacturers make parts for auto- 
mobiles because of their particular skills, and the manufacturers found 


it to their interest to buy the parts of your manufacturers and install 
them in the cars? 


Mr. Hatrrenny. That is correct. 

Senator O’Manoney. If I remember correctly, you illustrated this 
theme by referring to Continental Motors which manufactured motors 
for many different types of automobiles; is that right? 

Mr. Hatrrenny. That is right. 

Senator O’Mauoney. So that the manufacturers whom you repre- 
sent are those who initiated the business of building parts for auto- 
mobiles ? 

Mr. HauFrenny. That is right. 

Senator O’Manoney. What standards have been employed by the 
manufacturers whom you represent in the making of parts so as to be 
sure that they were efficient parts for automobile manufacturers ? 

_ . Mr. Harrrenny. All of our manufacturers have engineers, they 
have laboratories, they spend a great deal of money all the time in 

trying to further develop and perfect whatever part they are making. 
It is a precision business, and almost all of the great improvements on 
the General Motors car in recent years do not come from General 
Motors but from the independent manufacturers’ engineers. 
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The great improvement in piston rings, for instance, was developed 
by piston-ring manufacturers, not General Motors; and pistons— 
bearings, you go down through—valves, all of those things that have 
developed, our engineers work closely with the engineers on the new 
oils and gases that are developed that you have to keep perfecting 
these things to accomplish the things that are necessary. 

Senator O’Manonry. What you fear is the erection of such concen- 
trated control in the hands of manufacturers that your members will 
be driven out of business? 

Mr. HatFrrenny. Right. 

Our people were pioneers in this business, not only as a wholesaler’s 
servicing organization, but our manufacturers, and back many years 
ago there were 40 or 50 car assemblers, names long since forgotten; 
now it is boiling down that there are really only three major customers, 
Chrysler, Ford, and General Motors; and as this concentration de- 
velops, of necessity, our market is getting smaller and smaller, and 
they can dictate the terms. 

Senator O’Marronry. Thank you very much. 

Are there any questions, Senator Kefauver? 

Senator Krerauver. Do you have any information about what is 
happening here from a dollar basis, Mr. Halfpenny? That is, what 
is the dollar size of what the independents have had or, perhaps better 
still, if you can give us the dollar size of the business that General 
Motors had a number of years back in the parts business compared 
with what they are doing now ! 

Mr. Hatrrenny. That I cannot completely answer. The best stud- 
ies in the industry indicate that. there is about a two and a half billion 
market in the replacement field. 

Studies indicate that the independent wholesaler and manufacturer 
prior to World War II had someplace between 75 and 80 percent 
of that total market. 

Now the best figures are about half of that; isn’t that correct ? 

Mr. Wiceins. 60-40 almost. 

Mr. Hatrrenny. So the independent wholesaler-manufacturer has 
been losing the percentage of the market very rapidly. Dollars-and- 
cents-wise, as it has been increasing, our dollars and cents have not 
decreased, but percentagewise we have. 

; Saag Keravuver. From about 75 percent to about 50 percent, you 
think ? 

Mr. Hatrrenny. Yes. Maybe—— 

Mr. Wicains. Maybe even less than that. 

Mr. Hatrpenny. Some think it is only 40. 

Senator Krrauver. Down to 40 percent ? 

Mr. Hatreenny. That 1s right. 

Senator Kerauver. Whereas what percentage of the business does 
General Motors have now ? 

Mr. Wiccins. That I do not know. I do not think we have any 
fieures on that. 

Mr. Hatrrenny. They will not divulge any figures on that. Maybe 
the Government can obtain those figures, but as far as the independent 
industry 1s concerned they have been unable to determine that. 

Senator Kerauver. So the independent industry has gone from 
15 or 80 percent to about 40 percent in the last 10 years, you think? 
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Mr. Hatreenny. That is right. 

Mr. Wiceins. The volume increases, Senator, but our percentage, 
our piece of the pie, is getting smaller. 

Senator Kerauver. Mr. Chairman, I hope we can find out, if they 
will not divulge, General Motors will not divulge, their figures pub- 
hic] 

Senator O’Manonry. We have some witnesses on this schedule who 
will testify with respect to statements that have been made, and 
dealers will be here to testify, I am sure. 

Senator Kerauver. Thank you, Mr. Chairman. 

Senator Dirksen. I was going to make only one suggestion, Mr. 
Chairman. All these parts are subject to an excise tax, are they not? 

Mr. Hatreenny. That. is correct; 8 percent. 

Senator Dirksen. I presume from the Bureau of Internal Revenue 
some figures might be obtained. 

Senator O’Mauonry. I think that is a very good suggestion. 

Mr. Harrenny. That is a very timely suggestion because I think 
in the main that General Motors buy their parts tax exempt, and then 
pay the tax when they use them, so you might have—— 

enator Dirksen. I think the question raised by Senator Kefauver 
is an interesting one as to the overall volume and how it is distributed. 

Mr. Hatrrenny. As much as we dig, we cannot find that infor- 
mation. : 

Mr. Wiccins. We would love to have it. 

Mr. McHveu. I think we should point out that we have requested 
General Motors to furnish us statistical information which will bear 
out this point, which will reflect the answer, and we are waiting for 
that answer now. 

Senator O’Manoney. It is only fair to say that General Motors has 
cooperated with the committee in furnishing a lot of information. 
Our staff members have had interviews with them; and I think we are 
making progress in getting the facts laid on the table where all may see. 

I think that Senator Dirksen’s suggestion about inquiry to the 
Bureau of Internal Revenue would be very productive of some others 
of that kind. 

Is that all you wanted to ask? 

Mr. Hautrrenny. We appreciate this opportunity of being heard, 
too, Senator. 

Senator O’Mauoney. Mr. Halfpenny, even though you do pro- 
nounce your name the English way, I want to congratulate you on 
your testimony. 

Mr. Haurrenny. I might say it is very Irish, however, even if it 
1s pronounced an English way. 

Senator O’MauHoney. Your testimony was very clear, and you ap- 
pear to be in command of your facts at all times in response to our 
questions. 

Mr. Hatrrenny. We have lived with them. I think I must say 
that you will find that most of the gentlemen from General Motors 
will try to be cooperative. 

We have no personal quarrel with them, but we do on the overall 
situation feel they are attempting to do, and most of them have, a job 
to perform, and their job is to get as much of this business as they 
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can; and until the rules of the game are spelled out, why, I do not 
see that you can object too much to it, and that is why we are here. 
cae Kerauver. We can object, but maybe you cannot blame 
them. 

Mr. Hatrrenny. That is right. | 

Senator Dirksen. Mr. Halfpenny, I notice in your statement under 
this so-called package arrangement unsold parts can be returned 
within a year of the date of contract. 

Mr. Hatrrenny. That is right. 

Senator Dirxsen. Is that a general practice in the trade? 

Mr. Hatrrenny. No; it is not. All of our independent manu fac- 
turers have some obsolescence protection of some percentage; gen- 
erally 5 percent is all they will allow. You have to in this industry 
with fast changing models and things; but they have given a 100 
percent obsolescence for a period of 1 year, which is very liberal 
and unusual. 

Senator Dirxsen. Actually, that is almost a consignment propo- 
sition. | 

Mr. Hatrrenny. That is right; and I might say this, that you have 
a problem if a wholesaler decides he is going to take on this General 
Motors package deal; he goes to his local banker and talks about it; 
that General Motors name is enough to get credit usually; where if 
we had some independent, the banker would look at him with 
suspicion. 

1 will stay here with these other witnesses. 

Do you want Mr. Holzwasser next ? 

Senator O’Manoney. Thank you, Mr. Halfpenny; we are trying to 
make a decision now as to what the future will be. 

Mr. Hatrpenny. We appreciate very much your courtesy and the 
time you have extended to us. 
ey O’Manoneyr. We are very grateful to you and to Mr. 

iggins. 

Mr. Wicarns. Thank you, sir. 

Discussion off the record.) 
enator O’Manoney. The committee will stand in recess until 1: 30. 

(Whereupon, at 12:15 p. m., the subcommittee rcessd, to reconvene 

at 1:30 p. m., of the same day.) 


AFTERNOON SESSION 


Senator Krrauver (presiding). The committee will come to order. 
Mr. Holzwasser, president of the Arrow Armatures Co., Boston, 
Mass. 


STATEMENT OF ALBERT S. HOLZWASSER, PRESIDENT, ARROW 
ARMATURES CO., ACCOMPANIED BY HAROLD T. HALFPENNY, 
COUNSEL, NATIONAL STANDARD PARTS ASSOCIATION 


Mr. HaLFpenny. He is one of our National Parts Association mem- 
bers, Senator. 

Mr. Houtzwasser. Gentlemen, since I shall be discussing generators, 
I brought a cut-open sample of one in order that I might explain to 
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you the various components, should you ask questions in connection 
therewith. 

I brought a statement with me, which I shall read. 

Senator Keravuver. All right, sir. 

Mr. Houzwasser. Mr. Chairman and members of the committ 
my name is Albert S. Holzwasser, of Boston, Mass. I am president o 
Arrow Armatures Co., and its subsidiary, Arrow Armatures Co., of 
Spartanburg, S. ©. This is a comparatively small business. It em- 
ploys about 80 people in the Boston plant and about 40 at Spartan- 

urg. This company is engaged in the rebuilding of generators and 
starters for automobiles and the rewinding of armatures, which are 
a component of both generators and starters. I appear here to discuss 
the effect General Motors Corp. has on the operations of Arrow 
Armatures Co. 

Some years back there were nearly a dozen manufacturers of start- 
ing, lighting, and ignition equipment and this category includes gen- 
erators, starters, and armatures, and all of those manufacturers 
supplied so-called original equipment to vehicle manufacturers who 
were in existence at that time. 

Mr. McHvueu. I wonder if you would explain about how long back 
it was that there were some really 12 manufacturers manufacturing 
so-called original equipment ? 

Mr. Hotzwasser. That would go back in the vicinity of 1920, m 
the 1920's, and it probably continued until—I am trying to recall 
when Gray and Davis were located in the neighboring city to Boston, 
Cambridge, Mass.—I believe they disappeared from the picture about 
1935, 1938, somewhere in that area. 

Mr. McHoeu. Is your company in the business only of rebuilding 
generators and armatures and starters? 

Mr. Hoizwasser. Our business is that of rebuilding the generators, 
starters, and armatures. We are capable of producing new. We have 
to manufacture certain new components such as these feed coils here, 
these new. 

I will continue with my statement. 

But now the field has narrowed to three: Ford Motor Co., who 
preci generators and starters for their own vehicles; Electric Auto- 

ite Co., who supply generators and starters to Chrysler as well as 
competing with General Motors in supplying the other independents 
such as Nash, Packard, and Willys. The third producer is General 
Motors, who through their subsidiary, Delco-Remy, supply equip- 
ment on all General Motors cars and trucks as well as competing with 
Auto-Lite in supplying the independents. Since Ford appears to have 
no surplus production to sell in the general market, the field actually 
narrows now to but two suppliers. And in addition to supplying 
equipment for conventional vehicles, both Delco-Remy and Auto Tite 
puppy equipment for military vehicles to all branches of the military. 
. McHvuew. Mr. Holzwasser, does Delco-Remy make rebuilt 
generators, belts, and starters? 

Mr. Houzwasser. They do. I will touch on that shortly. 

Mr. McHueu. About what percentage of the independent mann- 
facturers’ business does Delco-Remy Co. have? 

Mr. Houzwasser. In the original equipment field they have their 
own 50 percent, which I believe is close enough for an approximation 
for our purpose here. In addition to that—— 
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Mr. McHoveu. Will you explain what you mean by “their own 50 
percent” ? 

Mr. Houzwasser. Well, you can start with a Cadillac and go 
through to a Chevrolet; Cadillac, Buick, Pontiac, Oldsmobile, and 
Chevrolet, plus the trucks that thev produce, will account for close 
to 50 percent of the total car production. And they supply equip- 
ment on all of their own vehicles. 

Now, we take Ford at about 24 percent of the production, that will 

"leave a remaining 26 percent of the production broken down between 
Delco-Remy and Auto-lite. And I believe of that market Delco-Remy 
enjoys the largest. share. 

Mr. McHvan. That would give Delco-Remy division of General 
Motors something between 52 and _ 55 or 56 percent of the total market 
for generators and starters? 

Mr. Horzwasser. I would say it would be much greater. You 
would have 50—I should say about 62 percent—you would have 50 
plus a large share of the balance between 24 and 50, which is 26—I 
would say possibly 14, it would be about 64 percent, rough figures, of 
the market supplied by Delco-Remy. 

Mr. McHueu. Continue. 

Mr. Houzwasser. I will continue. 

Generators, starters, and armatures produced by the General Mo- 
tors subsidiary, Delco-Remy, are in turn marketed by another GM 
subsidiary which is known as United Motors Service; and it is United 
Motors Service which undertakes the marketing of the other GM 
motor vehicle parts such as feneders, gears, axles, grillwork, and 
numerous other items. But we are concerned chiefly with generato 
starters, and armatures, only those which when sold become part o 
military vehicles. 

The range of General Motors products runs from diesel-powered 
railroad trains all the way down to the subject of this discussion: 
generators, starters, and armatures; and for several years General 
Motors has been rebuilding secondhand generators, offering these to 
the trade as “genuine” Delco-Remy rebuilt generators. 

Senator Krravuver. May I ask a question there? You mean they 
have been rebuilding Delco-Remy generators and offering them as 
General Motors rebuilt generators ? 

Mr. Horzwasser. Mr. Chairman, they have been rebuilding Delco- 
Remy secondhand generators, and no other make. This here happens 
to be a rebuild of our product, a rebuilt Delco-Remy generator. Now, 
we market it as a rebuilt generator under our own trade name. 

Senator Krravver. They market it as a genuine Delco-Remy rebuilt 
generator ¢ 

Mr. Hotzwasser. Right. 

As rebuilders of generators, their United Motors Service division 
is now in competition with several hundred small businesses who do 
and have done generator rebuilding for 20 or more years. 

Many of these smal] rebuilders have applied good business prin- 
ciples and aggressive selling tactics and techniques to their operations 
and have become reasonably successful and sound. After battling for 
years against price cutting and chiseling tactics on the part of back- 
alley sharps, these small, more successful rebuilders are now con- 
fronted with a more difficult competitor. General Motors in the form 
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of their subsidiary, United Motors Service, presents an almost insur- 
mountable problem. 

Mr. McHwen. Mr. Holzwasser, I wonder if you would tell us some- 
thing of the difference in price between the rebuilt generator and a new 
generator. 

Mr. Houzwasser. While I touch in a moment—I would like to take 
a pricelist here to refresh my mind—while I touch in a moment on 
the cost of the rebuilt of various categories, at this moment we will take 
one of the most popular, in fact the most popular—and I mean by 
that it is a fast-moving, rapidly selling 1tem—a rebuilt generator will 
sell at the warehouse distributor’s so-called level—we call it a jobber, 
I think throughout these hearings you used the word “jobber” mostly— 
at $8.85 for a rebuilt generator. And a comparative unit will sell at 
the same trade level for $12.67; that is, at the jobber level. The dif- 
ference in price is close to 50 percent. 

Mr. McHven. That is, the difference in price between a new gen- 
erator and a rebuilt generator made by Delco-Remy ? 

Mr. Houzwasser. Right. 

Mr. McHucu. And how does your price for the rebuilt generator 
compare with the Delco-Remy price? 

Mr. Houzwasser. We charge $6.95 for a comparable unit, a unit 
which will compare in model with the $8.85 one. 

Mr. McHucu. Could you tell us about what percentage of the total 
number of generators which are sold in the replacement. market are 
yee generators as against the percentage which are new gener- 
ators 

Mr. Honzwasser. I just read a survey conducted by Motors Service 
here a short while ago, from which I can quote with reasonable accu- 
racy. The number of rebuilt generators sold—rather, recorded as 
sold—was somewhere in the vicinity of 1,700,000 as compared with 
about 465,000, I believe, of new units, sold in the replacement field 
for definite repair jobs which they could pinpoint. 

nee McHueu. Is the difference in price the principal reason for 
this? 

Mr. Hoxizwasser. I believe it is, because when you add to these cost 
prices the profit at. both the jobber levels and the resale profit plus 
the resale profit of the dealer, I believe you can multiply these figures 
by three and get a fairly realistic picture of the ultimate selling price. 
Simply an $8.85 job would go for $27 to $28 on a rebuilt, and would go 
in the vicinity of $38 to $39 on resale at the consumer level on a new 
generator. I believe price is one affecting factor. 

Mr. McHvucu. Has Delco-Remy also been in the business of rebuild- 
ing generators, or is that something that they have been getting into 
more in recent years ? 

Mr. Houzwasser. It ismore of recent years. Their rebuilding oper- 
ations began—I will take a so-called shotgun guess at it—about 10 
years ago, I believe. They have been rebuilding for about 10 years. 

Mr. McHveu. Previous to that time they had been in the business 
just of making new generators and starters? 

Mr. Houzwasser. Just of making new generators, and in fact, not 
even servicing. 

Mr. McHuen. Does that mean, then, that to all intents and pur- 
poses they would not have then been a substantial factor in the replace- 
ment market ? 


2844 STUDY OF THE ANTITRUST LAWS 


Mr. Horzwasser. I don’t quite understand your question. 

Mr. McHoueu. As far as sales in the replacement market, then, when 
they were making only generators of this type, would this mean that 
they would not be a very important factor ? 

Mr. Houzwasser. At that time they were not an important factor 
in the replacement-parts business, so far as generators are concerned. 

Mr. McHucn. Continue. 

Mr. Houzwasser. Here is one example of what is happening. A 
customer of ours in Massachusetts who also handles Delco-Remy was 
told by a United Motors Service salesman, “You have two lines of 
armatures on your shelf—what will it be, Arrow or Delco-Remy ?” 
Inferring that if he handled Delco-Remy, he can’t carry Arrow or 
vice versa. 

Mr. McHvan. I wonder if you would explain the type of customers 
that Arrow Armatures sell to. 

Mr. Horzwasser. Yes, sir. We sell to automotive parts whole- 
salers, that is, the general automotive parts wholesalers who are more 
or less the subject of discussion this morning. And in addition there- 
to we sell to the electrical parts wholesaler specialists, who are some- 
times known as official service stations in other capacities. 

Mr. McHvucn. Among those wholesalers to whom you sell, are 
there wholesalers who are purchasing from United Motors Service ? 

Mr. Houzwasser. Yes. 

Mr. McHucu. You also sell to independents having no connection 
with United Motors Service? 

Mr. Horzwasser. Yes. 

Mr. McHuen. Does your wholesaler in turn sell to General Motors 
franchise car dealers? 

Mr. Houzwasser. Yes. 

ie ae Would that be the principal market of your whole- 
galers 

Mr. Hoizwasser. No. The principal market, I should judge, would 
be for our customers among the independent repair shops, filling sta- 
tions, and such categories. 

Mr. McHucu. Would you want to furnish to this subcommittee the 
name of the customers that you refer to here in Massachusetts ? 

Mr. Horzwasser. I would prefer not. 

Mr. McHucu. Why isthat ? 

Mr. Horzwasser. Well, I am quite sure—— 

Senator Krerauver. Well, we won’t ask you to furnish it; it might 
embarrass the customer, is that it ? 

Mr. Houzwasser. Definitely. 

Senator Kerauver. All right. 

Mr. McHovan. Continue. 

Senator Kerauver. Perhaps you can tell counsel if he wants to 
know after you get through testifying. 

Mr. Houtzwasser. I would be glad to. 

In another case, a Connecticut wholesaler, after carrying Arrow 
Seeley for about 2 years, wrote a letter in which he stated that 

fore he handled Arrow, generators were an orphan line with him, 
and that he didn’t sell many. We worked our merchandising program 
with him, increased his business many times since that letter was 
written, and then he bought the GM parts package deal. Since he 
went GM, his purchases of us have been cut more than half. 
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And here’s a report typical of many we get from our salesmen; 
this one is about a wholesaler in New York State. Our salesman 
says, “He is now a GM parts jobber, definitely not interested.” 

Mr. McHvuau. Have these statements, to a large extent, since Gen- 
eral Motors introduced this so-called—what is referred to here as their 
package deal 

Mc Hocwaaere: Those statements have definitely come in since that 
date. In fact, both statements are very recent. 

Mr. McHveun. So that your salesmen are complaining that since this 
ee a of General Motors has been introduced the dealer states that 

e is not permitted to carry more than one line, which is the General 
Motors line? 

Mr. Houzwasser. Well, that was a statement which I made a short 
while ago in the first case, that is, the Massachusetts jobber. But 
neither the Connecticut jobber nor our salesmen have put it in those 
terms. 

Mr. McHuctn. How large a business had you been doing with this 
Connecticut wholsaler ? 

. Horzwasser. We reached a maximum with him of approxi- 
mately $20,000 last year which is a fairly good volume of business for a 
single wholesaler. That was during 1954. In the first quarter of this 
year the volume kept up at about the same basis; 1t probably had in- 
creased a small percentage. And since June it has just nosedived, I 
would say. 

Mr. McHtvceu. Do you know about when he became a General Mo- 
tors dealer # 

Mr. Horzwasser. No; I can’t give you the definite date on that; I 
am SOrTy. 

Senator Keravver. This package-deal business started some time 
after January 1951; is that correct? 

Mr. Horzwasser. 1954. 

Senator Keravver. 1954. 

Mr. Horzwassrer. Around June 1954 the package deal began. They 
announced it early in 1954, around January. The effects of distribu- 
tion did not begin to take place in the automotive jobber field until 
about June, midyear, 1954. These two cases I speak of are in mid- 
1955. 

Senator Keravuver. All right, sir, continue. 

Mr. McHueu. Mr. Holzwasser, do any of your salesmen report 
to you complaints that the General Motors and United Motors Service 
dealer who is also carrying your line is not giving your line as attrac- 
tive a display as the General Motors line? 

Mr. Houzwasser. Well, you can go into any of these United Motors 
electrical specialties, and in particular you will find that our product 
is under the counter or in the basement or on a high shelf where it is 
difficult to observe generally. The parts wholesaler and the inde- 
pendent parts wholesaler keep our stock right up on the bins or right 
along with other products where they are accessible. 

Mr. McHvueu. Continue. 

Mr. Horzwasser. We believe our price structure is competitive be- 
cause if it were not we wouldn’t be able to sell our generators. Our 
price on comparative Delco-Remy generators runs about $1.90 less 
than United Motors Service at the wholesaler level and this is on fast- 
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selling items. Simply as a result of a recent price increase they ask 
$8.85; we ask $6.95. Quality for quality, we believe our rebuilt gen- 
erators to be as good or better than their rebuilt generators but we 
have a hard time outselling them and in some cases keeping long- 
established customers to continue to buy from us. While the subsid- 
iary, United Motors Service, includes and lists new generators in their 
price sheets, the stocks on the wholesalers’ shelves are all rebuilt gen- 
erators. From this, one can only assume United Motors Service is 
interested in selling rebuilt generators only. 

Another problem hit us about a year ago. For several years the 
Army and Air Force Exchange Service, New York City, had been 
purchasing from us Arrow rebuilt generators, starters and armatures. 
We had received and were working on several of their orders; in fact, 
some were packed in export cases ready for shipment when cancella- 
tions were received. Inquiry as to why the orders were canceled 
developed this stereotyped answer, “We got orders from the other side, 
they want new generators.” 

We were even denied payment for expenses incurred by us in pro- 
duction and in packing these orders in export cases. We are still work- 
ing on this case, and hope some time to find out why our merchandise 
is being discriminated against in favor of merchandise produced by 
so-called big business. 

Senator Kerauver. Who did they buy these from when thev can- 
celed your order ? 

Mr. Houzwasser. I wish I knew. I investigated, the thing is still 
under investigation, I have copies of correspondence here. And the 
explanation of how they work, how the exchange service works, was 
given to me. 

To put it concisely, the exchange service offers merchandise abroad. 
They make it available to civilian employees as well as military per- 
sonnel in the various exchange offices, probably the post exchange, I am 
not quite certain. When merchandise is ordered at these exchan 
depots, it is in turn ordered through New York through one of their 
exchange purchasing agents. 

Senator Krerauver. And they placed an order with you for how 
many armatures? 

Mr. Horzwasser. They placed at one time, the poimt in question, 
they placed a series of orders at one time, each order duplicating the 
order, presumably for stock, and it consisted of—well, a total of 
$570.55. Here is one order which was placed in February 1954 for 
delivery—shipment in June 1954. 

Senator Krrauver. How much was the total of the order they can- 
celed on you? 

Mr. Horzwasser. They canceled 3 of 5 orders placed. That was 
around $16.000, a little over $2,000 they canceled. 

Senator Krerauver. And had they placed a firm order with you! 

Mr. Horzwassser. Yes, sir. There it is—there they are. 

Senator Krracver. Of course, it is not big money, but it is big 
money fora little plant lke vours. 

Mr. Hoizwasser. It is. The amount of cost of packing allowed on 
each order was $16. 

Senator Kerauver. And they won’t even reimburse you for that? 

Mr. Houzwasser. They have not reimbursed me, they will not reim- 
burse me. I havea letter here, I believe it is handy: 
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We are returning herewith your invoice number so-and-so in the amount of 
$16 applicable to our purchase order NY 156255, and request that charge be can- 
eeled, Attention is invited to our amendinent so-and-so which canceled the 
entire purchase order, and therefore no shipment has been made. 

So as far as who got the business from then on, I don’t know. 

If you would like a copy of this, you may have it. 

Senator Krrauver. Mr. Counsel, I suggest you write the Defense 
Department or the Post Exchange Department a letter and let us see 
what happened to this order. ‘That is a sorry way to treat a little- 
business man. 

Mr. McHuen. Mr. Holzwasser, you state you made inquiry for the 
reasons of the cancellation, and you were told that they got orders 
from the other side that they wanted new generators. i believe you 
stated earlier there are only two manufacturers of new generators, 
Auto-Lite and Delco-Remy. 

Mr. Hoizwasser. (ere ae and Delco-Remy. 

Mr. McHveu. So, if they did use new generators, they would have 
to be made by 1 of these 3 

Mr. Hotzwasser. One of these three. 

Senator Krerauver. They have been buying rebuilt generators from 
you in the past for this service; haven’t they ¢ 

Mr. Hoizwasser. Yes, sir, Mr. Chairman; they have been purchas- 
ing these articles from the Arrow for possibly 5 years. 

And if I may inject here, in my inquiry as to why they were can- 
celed, I suggested the fact that they had been purchasing orders for 
that period of time, and during the entire period they had one com- 

laint of a failure, which amounted to around $5, in all that period, 

or which they asked reimbursement, and a check was mailed to them 
immediately. 

Senator Kerkove All right, sir, go ahead. 

Mr. Houzwasser. Within the last month an Arrow distributor tele- 
phoned for the price and the availability of an armature, specifying 
a certain part number, stating the armature was needed to service a 
refueling vehicle at the Bedford, Mass., Air Force base. 

The parts number was unfamiliar; and after a search of all avail- 
able price books, no-such part number, price, or specifications on this 
armature could be found. Our customer told us that an important 
vehicle was out of service. It was a refueling vehicle, that the Army 
had ordered a new armature, but that the Delco-Remy factory would 
not deliver the new armature until January—they just had to have 
that vehicle back in service right away. 

I told him to have the Army man bring the old armature in, that 
we would rewind it and have it ready in a day or two. We have the 
facilities todo that. The armature was brought in and with it another 
similar armature. It seems, overnight, their second and only other 
vehicle broke down. Peculiarly, while the parts number on the arma- 
ture owned by the Government meant nothing to us, the armatures 
were identical to armatures produced by Delco-Remy for conventional 
vehicles under a different, but familiar, parts number. 

It is of interest here to note that our distributor’s charge to the 
Government for supplying these armatures and rebuilding the com- 
plete starter motor, including all parts and labor, was about $33 each. 
A new part, as ordered, would have cost the Government in the vicinity 


of $70. 
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Mr. McHvuau. Do you mean by that that there was no published 
information so identifying that part so that when the request came 
to have it rebuilt, you could immediately tell what it was? 

Mr. HouzwasseEr. No parts numbers were published, no specifica- 
tions published by Delco-Remy on any of the mihtary vehicles, 
whether they be strategic or nonstrategic. 

Mr. McHucu. Do you happen to ee whether or not this was 
an item that was used for strategic purposes only? 

Mr. Houzwasser. Well, for the purpose of this meeting I will tell 
you that a soldier boy brought the parts in to us, and he told us that 
it was used for refueling the vehicles out at the Air Force base, just 
an ordinary tractor unit which hauls a loaded trailer of gasoline, 
nothing strategic about it. 

Mr. McHueu. Does that mean that if there was no literature 
describing the item in question, the only source for furnishing such 
material must come from the original manufacturer ? 

Mr. Honzwasser. It must come from the original manufacturer. 
And it is tied up so tightly that even the automotive-parts wholesaler 
or the electric service stations and the electric distributors have no 
information. That part had to be ordered directly from the Delco- 
Remy factory; Delco could not deliver that part until January. 

Mr. McHucu. What is the period of time between the time the 
machine broke down and January, when they couldn’t deliver? 

Mr. Houzwasser. This is current—this thing occurred possibly the 
10th day of October. And that would be 214 months, nearly 3 
months, at least, before that part could be procured. The vehicle would 
be tied up. 

Mr. McHvuau. That means that during the period of time that vehi- 
cle would be inoperative? 

Mr. Hotzwasser. It would be inoperative. 

Mr. McHucu. Now, how did it come about that the Army man 
brought the armature in to you? 

Mr. Houzwasser. Well, he was purchasing other material from an 
automotive wholesaler, and the wholesaler told him—in fact, the 
wholesaler called me and gave me the parts number. Well, I had 
been through this before with other parts, most of them I was unable 
to do anything with. This particular thing, it rang a little familiar 
in my mind, and I told the wholesaler to have the fellow bring it 
in if they could possibly get it. I know at times they can’t take pieces 
off the base. But in this particular case they got the unit over to 
me, we recognized it, and we gave it back to him the second morning. 

Mr. McHvuau. Does this mean that if he had not been able to bring 
the piece of equipment in to you for your actual examination, you 
wouldn’t have known what was involved, or you wouldn’t have been 
able to supply it? 

Mr. Houzwasser. We could have done absolutely nothing for him, 
unless he found some other way out that vehicle would ha bean 
continuously tied up until the arrival of another armature. 

And while we are discussing the military, here is a brief résumé 
of my personal experience while attempting to obtain business during 
and after the recent wars. Here we are confronted with the same 
problem of unfamiliar parts numbers. Regulations at the arsenal, 
so I was told, prevented them from furnishing samples. And if a 
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number was given on an invitation to bid, no prints would be 
available. The invitations, as an example, specified Delco-Remy part 
No. 13579 or equal. A parts number was specified ; therefore, no print 
was available. 
_ Here again the parts number was not a commercial parts number— 
it conveyed no information. A lot of time and money was expended 
by this company in a noble attempt to get some business at the Detroit 
Arsenal. 7 

Of all the invitations to bid which were posted at the Detroit Auto- 
motive Center, only one listed an intelligible parts number while we 
were actively following such postings. And that one was for a Delco- 
Remy part. We subinitted a price and subsequently we found ours 
was the low bid. We were asked for samples, and we submitted them 
by mail, but we never got the order. All we got were claims that the 
samples were never received. We followed the matter up by mail and 
telephone, and eventually we were told that the fiscal year had ended, 
that they couldn't place an order for an equal part without samples, 
it was too late, and that they had to place the order elsewhere to get 
the purchase in under the current {fiscal year. 

So far as parts numbers for Auto-lite equipment is concerned, no 
problem existed. It appears Auto-lite uses their conventional parts 
numbers whether the part or the complete unit assembly is for a 
civilian or a Government-owned vehicle. 

Gentlemen, I am sorry to tell you, this condition still exists in the 
military. Small business is excluded from selling to the military, most 
particularly in the case of parts for General Motors products, elec- 
trical parts, that is, for with these I am familiar. 

Parts for repairing some of the smaller products, such as speed- 
ometers, are restricted in sale to their official service stations only, to 
the degree that even if a car owner wants to “bid” himself he cannot 
buy a part, other than a speedometer cable or casing, to repair his own 
speedometer. In the case of speedometer casings and cables, competi- 
tion in the open market exists. Many independents are making and 
marketing these articles. <a 

Delco-Remy, through their AC and UMS divisions, sell these parts 
on the open market through the automotive parts wholesaler as well 
as through their official service-station outlets. © 

Discrimination, if I may call it that, persists. It precludes the 
small, independent businessman from getting a share of business which 
is rightfully his. And the damnable part of it is, so far as the mili- 
tary business is concerned, it is costing the Government many thou- 
sands of dollars, too. 

Senator Krerauver. What is your suggestion for a remedy? 

Mr. Houzwasser. Mr. Chairman, I don’t have the wisdom of Solo- 
mon. We have this condition. There is only one set of conditions 
which will give the small-business man the opportunity to compete 
in the market. If he is given the opportunity to compete in the mar- 
ket, I am quite sure he has the intelligence, the ability, and the will- 
ingness to get out there and compete, and compete strongly. 

The chief difficulty we have encountered at the present time is the 
door is closed to us because of the fact that Delco-Remy is our line. 

I think one of the most serious complaints that I have to overcome, 
serious obstacle, may I say, in bringing our line out is that the man 
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says: “We have the General Motors parts back, we are going to sell 
Delco-Remy generators; how can we sell two lines?” 

Senator Krrauver. And Delco-Remy wouldn’t like it if you han- 
dled two lines? 

Mr. Hotzwasser. I don’t think they would. 

Senator Kreracver. I mean, that is what they tell you, in so many 
words? 

Mr. Hoxtzwasser. Yes. : 

Senator Krrauver. How about defense procurement? Do you place 
many orders over here with the Defense Department ? 

Mr. Houzwassrr. I never had from the Defense Department, di- 
rectly, any business other than that one order I speak of, from the 
date of inception of my business. 

Senator Kerauver. Don’t they buy rebuilt armatures? 

Mr. Houzwasser. No. The rebuilt product is detinitely out. De- 
fense procurement will not purchase a rebuilt product. 

Senator Krrauver. Didn't they use to? 

Mr. Hortzwasser. Not to my knowledge. 

Senator Kerauver. Well, if it is good enough for other people, why 
isn’t it good enough for the Defense Department ? 

Mr. Hoizwasser. Never have we been able to have a rebuilt prod- 
uct. accepted—rather, a bid accepted—it must be new. 

Senator KeErauver. The armature you have there, what is that used 
in? 

Mr. HouzwasseEr. That fits a 1954 or 1955 Chevrolet, I believe. 

Senator Kerauver. It looks new. Is it about as good as new? 

Mr. Hoizwasser. That product there will go out in the field and 
will perform—I hesitate to say it, but I think I will—that will go out 
and perform better than the product it was before we built it, when 
it was new. 

Senator Krerauver. Do big corporations that use a lot of automo- 
biles buy rebuilt armatures? 

Mr. Houzwasser. Yes. We find large transit companies use them. 
Iam very familiar with the metropolitan authority in Boston, in Phil- 
adelphia, I am quite sure they use them. We don’t sell them now. 

We have, in addition to our passenger equipment—vwe list in our 
catalogs the applications for heaey vehicles, road rollers, steam 
shovels, or other gasoline shovels, and horse—farm tractors—it is an 
accepted piece of merchandise, it is an accepted fact that a rebuilt 
generator is available, and that they are good and that they are eco- 
nomical, that there are economical features connected with them. 

Senator Keratver. But the Government, with all of its fleet of 
civilian cars all over the world, doesn’t use any rebuilt armatures ? 

Mr. Honzwasser. I wouldn’t want to state definitely; if there are 
any, they would be used to a minor degree. Possibly the Post Office 
might, through some of their local garages and some of their large 
garages, they might use some, but I don’t know of any being used in 
military vehicles, even the nonmilitary uses, such as pickup and de- 
livery to and from the posts. 

I have met resistance constantly ; there is just one answer to it: “We 
don’t want a rebuilt product.” I say that thousands of dollars could 
be saved, and I am quite sure an added source of supply is available 
to them of good merchandise, not only on generators but many other 
parts. 
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Senator Kreracver. What is the difference now in what they would 
pay fora rebuilt one and what they would pay for a new one? 

Mr. Hotzwasser. Well, the Government would not buy at this price, 
the Government would have to pay about $12 and some odd cents, 
possibly $13, as a rough estimate, for a Delco-Remy unit rebuilt, and 
a comparative new job would cost about $19. 

Senator Keracver. All right, sir. 

Anything else ¢ 

Mr. McIlueu. Senator, this morning Mr. Halfpenny testified con- 
cerning this practice of manufacturers buying original equipment at 
cost, or sometimes below cost. Mr. Halfpenny has with him a letter 
from one of his jobbers that bears upon this practice. This was a 
letter which his jobber received from an independent manufacturer, 
and we think it is important that this be read into the record, to re- 
flect the accuracy of this practice. 

However, Mr. Halfpenny advises us that the recipient of this letter, 
a member of his association, has not authorized the release of the name 
of the manufacturer, because it is someone with whom he has been 
dealing, and he would prefer to protect him. 

So, Mr. Halfpenny, if you would read the portions of that letter 
which bear upon the information you furnished this morning 

Senator Krracver. Read the pertinent part. 

Mr. McHvan. Give us the date. 

Mr. Hautrrenny. The date of this is August 19, 1955, and this was 
submitted to me by one of our member companies. He could not be 
present, and he requested that I read this. The names are left out. 

It starts out: 


I am taking the liberty of answering your letter of August 5 on the subject of 
fan-belt pricing. 

We are familiar with the material which your committee has circulated among 
fan-belt manufacturers and believe that your thoughts do have merit. 

The crux of this situation lies in the prices at which the rubber manufacturers 
sell fan belts to the car factories. They do not charge different prices for 
those belts which are going to be used as original equipment and for those whicn 
are going to be used for their service requirements. Because of the zealousness 
of these rubber manufacturers to obtain this volume production, they set their 
prices very low, since this production takes care of a substantial portion of any 
manufacturer’s overhead. 

Accordingly, on his belt for service requirements, the car manufacturer buys 
cheaply, and obviously, he can sell it at a comparatively low price. Not only 
does this put other rubber manufacturers in a bad position on their replacement 
sales, but it also puts the manufacturer who made the original equipment in a 
bad position on his own replacement sales, since, in replacement, manufacturers 
attempt to price realistically by adding in a fair amount for sales, advertising, 
and administrative expenses. 

Our company has not in recent years solicited original equipment business 
from the car factories, for the simple reason that we could not make a profit on 
nny other business that we might take at the prices at which the belts are cur- 
rently being sold. 

We have priced our fan belts in such a manner as to show a distributor 32 per- 
cent profit, which is far in excess of some of the short profits at which distributors 
are selling merchandise today. It is against our policy to encourage small profit 
margins. Therefore, unless something unforeseen competitively should happen, 
we do not plan making any change at the present time in our fan-belt structures 
from the standpoint of profit. 

I think that your problem is basically with the rubber manufacturers who 
supply belts for original equipment. Actually, they should supply the belts for 
service requirements at a higher price than the belts for original installation. 

We are aware of and are sympathetic to the problem which you are facing. 
and regret that we are not in a position to correct this situation for you. 


67272—56—pt. 6——43 
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Senator Keravuver. That is a very interesting letter. 

Now, our next witness. 

Let me express the committee’s appreciation to Mr. Holzwasser for 
his testimony. 


STATEMENT OF HENRY TRAUSCHT, SECRETARY AND GENERAL 
MANAGER, EVANSTON AUTO SUPPLY CO.; ACCOMPANIED BY 
HAROLD T. HALFPENNY, COUNSEL, NATIONAL STANDARD PARTS 
ASSOCIATION 


Mr. McHucu. Do you have a prepared statement that you would 
like to give, Mr. Trauscht ? 

Mr. Trauscut. Yes, sir; I have. 

Mr. McHucu. Will you state your name? 

Mr. Trauscut. My name is Henry Trauscht. I reside in Evanston, 
Il}. I am here representing the National Standard Parts Association. 

My business is that I am a wholesaler of automotive parts equipment 
and supplies in Evanston and three of the North Shore towns. 

Mr. McHueu. What is the name of your wholesale establishment ? 

Mr. Trauscut. Evanston Auto Co. I have been in business since 
1923. 

Mr. McHucu. In the business of wholesaling automotive parts? 

Mr. Trauscnut. Yes, sir. I have been in the automotive business 
since 1911. 

I have a prepared statement I would like to make. 

Senator Kerauver. How long is your statement ? 

Mr. Trauscut. Without interruptions, sir, about 12 minutes. 

Senator Krerauver. Don’t figure on it without interruptions. You 
don’t do that down here in the Senate. 

Mr. Travuscut. All right, sir. 

Senator Krravver. So it is up to us how long it is; is that it? 

Mr. Travuscnt. That is within your province. 

Mr. McH{ven. It is about 5 pages, sir. 

Senator Kerauver. Go ahead. 

Mr. Trauscut. My appearance here today is the third before a con- 
gressional committee of this nature. In addition I have conferred on 
several occasions with members of the Federal Trade Commission, and 
on one occasion with an Assistant Attorney General, all relative to 
the enforcement of our fair trade laws. 

Senator Kerauver. Have you identified yourself? You are presi- 
dent of the Evanston Auto Supply Co. ? 

Mr. Trauscut. No, I am secretary and general manager of the 
Evanston Auto Supply Co. 

Senator Keravver. You are a constituent of our distinguished col- 
league, Senator Dirksen. 

Mr. Trauscur. And Iam one of his fine admirers. 

Senator Dirksen. Thank you. 

Senator Kerauver. Senator, do you want to preside while your 
constituent testifies ? 

Mr. Travscut. I shouldn’t have said “fine admirer”—I am one of 
the admirers of the fine Senator. 

Senator Kerauver. Well, don’t disparage yourself. 
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Mr. Tratscur. I feel a little bit like a veteran campaigner in this 
regard who has accomplished nothing. . 

During « recent interview with Messrs. Amidon and McHugh in 
Chicago they asked me to appear before this committee and make a 


statement showing how the lack of enforcement of our fair trade 
Jaws is affecting the small-business man. And at that time ny answer 
was in the negative. And the reason was that I considered trips to 
Washington in this connection a waste of time. | | 


They asked me why I felt this way. And I particularly referred 
them to the congressional record of hearings before Subcommittee 


No. 1 of the Select Committee on Small Business, House of Represent- 


atives of the 80th Congress. And here is the record. 

Between September 3, 1948, at Butte, Mont., and November 24, 1948, 
here in Washington, there was amassed these 1,368 pages of testimony 
complaming about the lack of enforcement of our fair trade laws. 
The hundreds of small-business men and their representatives in dif- 


- ferent. lines generally speaking testified about the same abuses. That 


was 7 years ago. And the situation remains unchanged to this date. 
At this very moment the law prohibiting coercion in business is vio- 


lated with the same impunity by General Motors, Ford, Chrysler, the 


major oil companies, and the major rubber companies, as 1t was in 
1048, and verily, ever since the Clayton Act was enacted. 
They apparently regard this law with the same contempt that the 


~ American viewed the prohibition law. 


Insofar as 1 know, there is no single case on record where General 
Motors has been cited for violating the cease-and-desist order issued 
against them in 1941. 

Mr. McHucu. Will you tell us very briefly what the nature of that 
cease-and-desist order was ¢ 

Mr. Trauscut. Mr. McHugh, first of all, I am a layman, and my 
understanding of that 1941 cease-and-desist order was that they were 
noe ie use coercive practices in the selling of their merchandise to their 

ealers. 

Mr. McHueu. The merchandise you are referring to there is parts 
and accessories and equipment ? 

Mr. Travuscut. Yes, parts and accessories, and supplies. 

Mr. McHueu. This order prevented the General Motors Corp. from 
using coercive tactics and requiring dealers to deal exclusively in 
General Motors parts and accessories and equipment ? 

Mr. Trauscur. Yes, sir; that ismy understanding. 

It can be conservatively stated 

Senator Krravuver. Before you go on there, let me interrupt. Mr. 
McHugh, just for the record, you have studied this matter; have any 
cease-and-desist orders been 

Mr. McHvucu. Yes, there has been testimony already, one witness 
from the Federal Trade Commission 

Senator Kerauver. Well, if there is testimony already, I don’t want 
to take up the time. Is that explained fully in the record of these 
hearings ¢ , 

Mr. McHucu. Yes. The witness who testified went into quite some 
detail. There was a case of the Federal Trade Commission which 
resulted in a cease-and-desist order in which in substance the General 
Motors Corp. was found to have engaged in coercive practices in en- 











2854 STUDY OF THE ANTITRUST LAWS 


forcing their car dealers to deal exclusively in Genera] Motors parts, 
materials, and supplies. 

And the effect of the order that was entered at that time was to 
enjoin them from continuing those practices. 

Senator Krratver. I know, but since that time have there been any 
further cease-and-desist orders issued ? 

Mr. McHucn. No: the testimony from the Federal Trade Com- 
mission referred to the various complaints and investigations which 
have followed the 1941 order. The Commission has from time to time 
attempted to find out. what the situation was, and they have never filed 
or instituted any action against the General Motors Corp. since that 
time to require a policing of that order. 

Senator Kerauver. Then Mr. Trauscht’s statement is correct ? 

Mr. McHuen. Yes. 

Senator Kerauver. All right, sir. 

Is the cease-and-desist order a part of the record anywhere ? 

Mr. Mcllucn. Yes. I believe the order is a part of the record, too. 
It was introduced about the time Mr. MacDonald of the Federal Trade 
Commission testified concerning this. 

Mr. Trausciut. It can be conservatively stated that the car manu- 
facturers and major oil companies violate the Clayton Act myriads of 
times each year. 

The practice of coercive selling has been with us for so many years 
and is practiced so extensively that it has become a more or less 
saad business policy of those small operators who must do business 
with the big companies. If the small-business man who is dependent 
upon the car manufacturer or oi] company as his major source of 
supply does not conform to this method of doing business, he is soon 
divested of his franchise or his lease. It may seem incredible, but 
actually there are thousands of small-business men in the United States 
who are completely at the mercy of their suppliers. Actually the 
system can be interpreted as a form of economic slavery. It is cer- 
tainly far removed from the free enterprise which we all like to boast 
so much about. 

It might be borne in mind that anybody with a similar commodity, 
or one who is dependent for the major part of their merchandise from 
one supplier, cannot survive when this single source of supply is cut 
off. The businessmen in this position with whom we are concerned 
are the franchise car agencies, and 95 percent of the servic-station 
operators. With this stranglehold on the franchise dealer’s existence, 
it is a simple matter for the car manufacturer or the major oil com- 
pany to exercise dictatorial policies, as they do. The agencies must 
operate as recommended. They must purchase their major supply of 
parts and materials from the car factory, or otherwise their franchise 
will be canceled. There is nothing in the franchise covering an 
exclusive arrangement, nor is the verbal dictation spelled out in so 
many words. But the understanding and inferences are: implicitly 
understood. . 

How do we know this system of widespread coercion exists? It has 
been commonly accepted, for many years. Owners and employees of 
car agencies and service station operators discuss the condition quite 
freely with wholesalers and their salesmen. They do not hesitate to 
admit to us that the retention of their franchise lease is contingent 
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upon their buying the greater percentage by far of their requirements 
from the factory or the major oil company, whichever the case may be. 

There are numerous cases which can be cited. However, we will 

confine ourselves to two rather recent experiences to illustrate the 
point; namely, on permanent antifreeze and undercoating. Both of 
these pear He were developments of the independent manufactur- 
ers, and originally they were sold almost exclusively through auto- 
motive wholesalers; that is, the manufacturers and the major oil 
companies did not deal in this merchandise. Several years ago the 
car manufacturers began the distribution of both permanent-type 
antifreeze and undercoating under their own labels, and the major 
oil companies did likewise with permanent-type antifreeze. In a short 
time, by their system of coercive selling, and this alone, they cut deeply 
into the wholesalers’ antifreeze and undercoating business. ee 

Our records will bear this out. Car agencies, for example, who 

purchased Prestone from our company in 500- and 1,000-gallon lots 

before the car factories distributed private label antifreeze, are now 
buying Prestone from us in 48-gallon quantities or less, frequently 
only enough at a time to make the customer demand. | 

When requested why, their stock answer is that they must sell the 
brand shipped to them by the car factory. : at 

Mr. McHuveu. Mr. Trauscht, you say they state that they must sell 
the brand which.is shipped to them by the car factory. Are you saying 
that the car factory ships them without receiving a specific order 
from the car dealer? ae 4 

Mr. Travscut. Frequently. 

Mr. McHvuau. Do you have any specific evidence of that? . 

Mr. Travscut. In an executive committee I would tell it, yes, but 
not in public, because these people are friends of mine, I mean, the 
car agencies are friends of mine, and they are customers. | 

Mr. McHvaun. By that you mean you would rather not reveal the 
names of the customers ¢ 7 

Mr. Trauscnt. I would in private, but not for the public, for the 
very simple reason that they would lose their franchise. 

Mr. McHvueu. But they do tell you that the factory ships them anti- 
freeze without the car dealer actually making a specific order for that 
antifreeze ? 

Mr. Travuscnt. Yes, sir; not only that, but other items, too. 

Senator Keravver. I think it is fair to observe that one other wit- 
ness this morning said also they did not want to reveal the name of 
the customer who made some statement about being required to take a 
certain product, and that influence is getting pretty substantial when 
your customers are afraid that they might be badly hurt if their names 

~ are brought out. 7 

Mr. Trauscut. It is widespread, sir. It is a menace greater than 
the American public realizes. And that is not a characterization, 
because we have numerous service-station operators, for example, who, 
if they don’t subscribe to the policies laid down by their suppliers, 
_ the major-oil companies who control the property on a lease and re- 
| lease basis, if they don’t follow out what is Yara down by them and 
- make the major part of their purchases from them, their lease is 
_ canceled forthwith; they are out of business. 


2856 STUDY OF THE ANTITRUST LAWS 


Senator Kerauver. How long are little fellows like you going to be 


free to avoid the economic pressure against coming down here? 

Mr. Trauscut. I have been wondering that. I have been fighting 
ia my small way since this testimony was given 7 years ago. And 
we have survived, sir, because we are in an expanding market. That 
is one of the principal reasons for our survival. We have been in a 
constantly expanding market, a good many of us. 

Senator Kerauver. You think it does not do you any good from 
the competition viewpoint to come down here and testify ? 

Mr. Trauscut. I am sorry to say that we haven't achieved any- 
thing as far as the enforcement of the law is concerned, as I see it, 
from a layman’s standpoint. From the standpoint of my answering 
Mr. McHugh’'s question as to who these parties are, these agencies, 
these car agencies and major oil companies, I know it would hurt 
them ; I definitely know that. 

Senator Krerauver. You don’t mean it would hurt the major oil 
companies? 

«v. Trauscnt. No; it would hurt the agents, my customers. 

Senator Keratver. Without revealing any-names; just how would 
it hurt them? I think we all know. 

Mr. Trauscut. Well, I think their franchise would be canceled. 
or not renewed, or their lease canceled or not renewed. 

Senator Kerauver. In other words, they would be given a hard 
time, you think? 

Mr. Travuscat. Yes, sir. 

Mr. McHvueu. Mr. Trauscht, are some of these car dealers that 
you have referred to, to whom the manufacturer ships antifreeze 
without an order from a dealer, are they General Motors dealers? 

Mr. Travuscut. Yes. 

Mr. McHven. Continue. 

Mr. Trauscnt. During the month of October we made 6 separate 
deliveries of from 20 to 48 gallons of Prestone to 1 dealer, 7 separate 
deliveries from 6 to 12 gallons to another dealer, and 4 separate 
deliveries of from 12 to 30 gallons to the third dealer. When our 
salesman solicited larger orders and inquired why they did not buy 
larger quantities such as they did a few years ago, he was advised 
by the car agent that he, that is, the buyer, did not know how much 
the factory would ship them, or in some cases, thev were overstocked 
with factory brand antifreeze. 

The facts as they apply to underbody coating are very much the 
same as antifreeze, or perhaps better illustrate the commanding influ- 
ence the car manufacturers exercise over their agencies. 

In connection with both of these products, let. us bear in mind that 
the car factories do not manufacture either. They buy them, in most 
cases, from the same producer as the wholesaler. Therefore, they 
occupy exactly the same level of trade as we do. They are not whole- 
salers of these products. 

In the case of permanent type antifreeze, our prices are almost 
identical to those of the car manufactures. However, in the case of 
undercoating, the price situation is different. So wholesalers do have 
a selling price advantage over the car factories. Nevertheless, the 
ear agencies are forced to buy from their respective car dealers. 

Up to now it is fortunate that the automotive wholesaler has been 
ible to offer a fair amount of competition to the car manufacturers 
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aici the major oil companies. We are many in number, our opera- 
tions are of a local nature, we are in a position to offer attractive 
services—and we are, perhaps, on a friendlier basis with our customers. 
Hience, our competition is a threat to the achievement of a monopoly by 
the car manufacturers and major oil companies. 

Crrtailment of this competition by coercive practices will aid in the 
creation of a monopoly. 7 

At this point I wish to inject that there is a school of thought among 
many small-business men which maintains that coercive selling an 
en forced business procedures are all right as Jong as the subjects of 
this system are the recipients of nice profits’ This thinking could 
be the outgrowth of an expression by an ex-General Motors Govern- 
ment official, which in substance meant that anything which was good 
for them was likewise good for the country. 

I submit that this thinking is grossly in error, because the princi- 
ples of liberty and free enterprise are much deeper than dollar profits. 
If dictatorship is good in this business, why not in politics, why not 
in religion? What is good for big business is not necessarily good 
for the American people. 

The creeping paralysis of this economic dictatorship should be 
stopped now. It has already existed too long. If General Motors, 
Ford, Chrysler, and the major oil companies can force their customers 
to bow to their selfish wills, if they can exercise a dictatorship, what is 
wrong with a political, religious, or union dictatorship ? 

Again, they will argue that it is being done for the benefit of their 
customers. In answer to that, we say that there should be no room 
for beneficient. autocracies. — 

During several visits with the folks at the Federal Trade Commis- 
sion and Justice Department, we were told they did not have sufficient 
funds to gather evidence and enforce the fair-trade laws. It was 
further suggested that our industry should appropriate the moneys 
necessary to hire the investigators to gather the evidence of these 
violations. 

These are fine suggestions, but difficult for us to put into effect. 

Senator Keratvver. You mean you were told that down at the Fed- 
eral Trade Commission ? 

Mr. Travscut. Yes, sir. 

Senator Kerauver. To go out and get your own evidence? 

Mr. Trauscut. Yes, sir. 

Senator Keravver. When were you told that, and by whom? 

Mr. Travuscit. That was in 1946 or 1947. If I remember, it was 
Mr. Wright, who was in charge of enforcement. 

Senator Keravuver. Mr. Wright, who was in charge of enforcement 
in 1945 or 1946? 

Mr. Travuscnt. Yes: he suggested it. We were told that they did 
not have sufficient moneys appropriated to them to police the cease 
and desist orders, or the Clayton Act. 

And in the conversation, or the discussion we had in the Federal 
Trade Commission’s office, that suggestion came out from Mr. Wright, 
that our industry should appropriate the moneys through our asso- 
ciation or otherwise, to gather evidence and present it to them or to the 
Justice Department. | 

Senator Kerauver. He was the chief enforcement officer of the Fed- 
eral Trade Commission ? 
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Mr. Travscut. That is right; yes, sir. 

Mr. Ha.reenny. They requested that we furnish the specific evid: 
ence and take all the lead as to any violation, which you can readily 
understand is very difficult for private industry to do, and it is not our 
prerogative or our right, I don’t think. 

Senator KEFAUVER. In other words, to do that you would have.to 
have a chance of seeing the books and invoices, shipping orders, and 
things of that sort? 

‘Mr. Hatreenny. That.is right. I think Mr. Trauscht will confirm 
why he didn’t want to cqme down. He felt on these occasions we have 
received what we termed a complete turndown. . .- 

Isn’t that correct ? 

' Mr. Trauscur. Yes. I am sorry to say so, but : it is a waste of time 
to come here and complain about something that we think we are justi- 
fied in complaining about. In my testimony before this committee, 
I suggested that, if the law was no good, let’s get rid of it. 

Senator Keravuver. You are talking about Bhs testimony before 
the committee in the 80th Congress?’ | 

Mr. Trauscut. That is right. 

‘Senator Keravuver. Well, I think that’a lot of you have been coming 
down here a long time and talking and complaining; and nothing much 
does happen, so I think there is a good deal of justification for your 
attitude. But we hope that in some way or another we may reverse 
that trend. There are a lot of us who would like to. 

‘Mr. Travuscur. I hope so, sir. 

‘Mr. Hatrrenny. I might say that the automotive industry, Mr. 
Chairman, it has resulted in the Commission, instead of taking action 
against the major vehicles manufacturers, it: has also resulted in the 
action being na be against these small independent manufacturers of 
our industry who, if put out of business, will not even make a ripple 
in the economic surface. 

Senator Kerauver. Will you explain that a little further? I am 
not sure I follow you. 

Mr. Haurrenny. Well, as a result of complaints which have been 
made in the sutomotive industry especially, the only complaints that 
have been issued in the last 8 or 10 years by the FTC have been against 
independent manuafcturers, very small in volume, that are competi 
with General Motors. They say that they are engaged in discrimi- 
natory pricing, and issuing cease-and-desist orders against them. 
And most of them, their defense is, what they are doing is trying to 
stay in business against this large vehicle manufacturer. 

Senator KEFAUVER. Can you be more specific? What small com- 
panies are you talking about? 

Mr. Hatreenny. I can name them. They are cases pending now. 
I have named them in my previous testimony : Whitaker, Moog Indus- 
tries, Niehoff, P. and D. Manufacturing, Standard Manufacturing, 
those are among some that have been cited and had orders issued 
against them that they have had to carry into the courts, and they are 
now in the circuit courts of appeal, or some place along the line of 
hitigation. 

Mr. McHucxu. What type of violation are these companies charged 
with, Mr. Halfpenny ? 

Mr. Haurrenny. They are charged with price discrimination of 
granting a warehouse distributor’s discount, or discounts to gain dis- 
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tribution, which they claim is a violation of the existing Robinson- 
Patman Act. Their defense is that that is necessary to get the avail- 
ability of parts against these major companies. 

Senator Krerauver. Go ahead, unless Senator Dirksen has some 
question. 

Mr. Trauscut. I was going to make a compliment to the absent 
Senator, that is my next line. | 

Senator Krrauver. Go ahead and read that. He deserves a com- 
pliment. If you have another line there for the present Senators, we 
would be glad to have it. 

Mr. TrauscuT. It is necessary for me to concentrate a little in order 
to remember how to pronounce that name properly, because I don’t 
want him to get mad at me. 

Senator Krerauver. He is not here, so he won’t care. 

Mr. Trauscut. Senator O’Mahoney’s proposal is that Congress 
raise the present $50,000 maximum fine for a criminal antitrust viola- 
tion and prevent corporations from paying penalties for their con- 
victed officials sounds like an excellent idea, and I believe it would 
be a step in the right direction. From my very limited layman’s 
viewpoint, it has always occurred to me that our laws were oe 
However, there was a lack of coordinated enforcement, primar 
because of a lack of sufticient funds to get the job done. A neil 
business man is not seeking the favor of preferential treatment from 
his Government. He only asks for justice under the law. We are, 
however, concerned with being relegated to the business limbo suf- 
fered by small operators in other industries. If we are, one of the 
primary reasons will be that our Government has failed to give us 
the protection its laws were designed to give us. 

In conclusion I wish to thank you very much for your time, and 
I hope out of these hearings will come greater prosperity for all 
Americans. 

Senator Kerauver. Senator Dirksen. 

Senator Dirksen. Mr. Chairman, I would like to ask Mr. Half- 
penny whether these cases he referred to of the Federal Trade Com- 
mission are pending at the present time. 

Mr. Haurrenny. Yes; they are, Senator. Some of them that I 
mentioned have received cease-and-desist orders, and they are appeal- 
ing those to the courts, and a number of them are still pending in 
front of the Federal Trade, and none of them against the major 
vehicle manufacturers. 

Senator Dirksen. Mr. Chairman, I suggest by incorporation in the 
record at least we ought to get a synopsis of the documents that are 
involved and the orders that have been entered, so that those will be 
before the committee. 

Mr. Hatrrenny. I have those. And I will make them available to 
Mr. McHugh. I have them in my briefcase. 

Senator Kerauver. Check them for additional ones, and let them 
be made part of the record so that we can have the complete record. 

Mr. Haurrenny. I think that would be helpful. 

Senator Krravuver. I think that it would be, too. | 

I take it, then, sir, that you feel that there 1s some dereliction all 
the way around, that we ought to do a better enforcement job, Con- 
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gress ought to appropriate more money so that we will have more 
sizable staff to enforce the antitrust laws; is that the way you feel 
about it? 

Mr. Travuscut. Yes, sir. I feel exactly toward this Clayton Act— 
I think that it is the right act I am talking about—that if it is no good. 
if the Clayton Act is wrong, if it is ethically and morally wrong, then 
we should junk it. I don't think it is. I think that the small-busi- 
ness man should be given some protection, because the small-business 
man, either singly or collectively, is unable to cope with the giants of 
the industry as they have grown in America. It so happens that I am 
a good customer of General Motors, I buy a lot of merchandise from 
them, from two of their divisions. And it may seem like a paradox 
that I should sit here and complain about them while I am their cus- 
tomer. It really isn’t. I do business with them on lines where the 
pressure isn’t exerted. | 

Senator Keravuver. That is, competitive lines? 

Mr. Travuscnt. Yes, that is right. 

Senator Krerauver. Well, I think it is a mighty fine thing for the 
aes that you are willing to come down and tell us about these things. 

f it ever got to a place where there was such economic pressure that 
people like you would not be willing to testify, we would be in a very 
poor plight in the country. 

Mr. Travuscut. I would like to state again, gentlemen, that the pres- 
sure is not on the folks like myself. They have no way of exerting 
pressure on people like myself, for example, because our purchases 
are divergent in nature; we buy from a lot of suppliers. We are not 
dependent upon only one supplier. The person to whom the pressure 
is applied is that operator who is dependent upon them for their major 
source of supply, in other words, the gasoline service-station operator, 
unless he does business with Standard Oil, if that is the franchise he 
has, unless he has gasoline to sell, he is out of business. And if the 
man is a car dealer, be it General Motors, Ford, or Chrysler, he like- 
wise is dependent upon them for the major part of his supplies, and if 
he doesn’t receive them from them, he is out of business. 

Senator Kerauver. What kind of company is the Evanston Auto- 
motive Co. ? 

Mr. Trauscut. We are wholesalers of automotive parts, equipment, 
and supplies. 

Senator Kerauver. How big a business is yours ? 

Mr. Trauscut. We operate in Evanston, Highland Park, Wau- 
kegan, and Libertyville. 

Senator Krerauver. In volume, how big a business? 

Mr. Travscur. Not quite three-quarters of a million sales volume. 

Senator KEFAUVER. AN right, sir. 

Mr. McHuau. Mr. Trauscht, have you ever had any experience 
which would indicate that the General Motors Corp. has exerted this 
kind of coercive selling with reference to other items, say, such as 
radios? 

Mr. Travscnut. Oh, yes. I haven’t been in touch with a condition in 
recent years like that, but several years ago a very good friend of mine 
that. was one of their dealers had 80 radios shipped to him which he 
didn’t order. How I know that is, he tried to have me take them off 
his hands for a price, thought I could dispose of them. 
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He offered them to me for 50 cents on the dollar, 50 percent of what 
he paid for them. I asked him, “Why were you so goofy to buy 
them?” Knowing hin, I could talk that way to him. 

He said, “I didn’t buy them, they shipped them to me.” 

Senator Keratver. Can you give us any other instances of that 
kind? 

Mr. Trauscur. I think if the record could be properly explored, you 
would find the situation the same when it comes to almost any com- 
petitive article. They frequently ship them mufflers and oil-filter ele- 
ments, items of that. kind, without a specific order, at least that 1s the 
complaint 1 have heard from various dealers. 

The information I am passing to you gentlemen I get from the 
dealers, they are the ones that tell me these stories. And they are our 
customers. 

As I remarked in my paper, we are on, perhaps, a friendlier and a 
closer basis with some a these dealers than the factory is themselves. 

Senator Kerauver. You have the human element, the personal touch. 

Mr. Trauscnt. Yes, sir; we are close to them, we hve in the com- 
munity, frequently belong to the same club, meet them in the same 
saloon. 

Senator Keracver. Is that in times past or at present ? 

Mr. Trauscnur. On occasion, up to this day. | 

Mr. Haurrenny. As far as Mr. Trauscht is concerned, it has been 
in times past. 

Senator Kerauver. Well, we are grateful to you. 

Anything else, Mr. McHugh ? 

Mr. McHueu. No, that is all. 

Thank you, Mr. Trauscht. 

Senator Kreravver. Senator Dirksen is going to preside. 

Senator Dirksen (presiding). Is Mr. Morris here? 


STATEMENT OF G. C. MORRIS, EXECUTIVE DIRECTOR, AUTOMOTIVE 
WHOLESALERS OF TEXAS 


Senator Dirksen. Mr. Morris, would you like to present your written 
statement to the committee? 

Mr. Morris. Yes, sir, if I may. 

My name isG.C, Morris. Iam executive director of the Automotive 
Wholesalers of Texas, composed of 471 wholesalers of automotive 
equipment, parts and accessories. The association offices are in the 
Perry-Brooks Building at Austin, Tex. 

At the outset of this prepared statement, let me make this point 
clear: Iam present here pre at the request of the committee. The 
membership of the organization which I serve is concerned with and 
affected by the business policies of General Motors, but their concern 
is not limited to this automobile manufacturer alone. While I shall 
direct. my remarks to certain aspects of General Motors policy and 
practice, I do wish to be fully understand that comparable information 
could. be presented regarding other major manufacturers in the auto- 
motive field. 

Senator Dirksen. This is a trade association, isn’t it? 

Mr. Morris. Yes, sir. 

Senator Dirksen. Limited to the State? 

Mr. Morris. Yes, sir. 
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Our problem, stated pointedly, is this: The independent automo- © 
bile parts wholesalers—or jobber—is, in this greatest era of prosperity — 


of the automotive age, being systematically, deliberately, and effec- 
tively driven out of business. The net profit has shrunk in the last 
12 years from 15 percent to 214 percent, before taxes. 

s testimony before other committees of Congress indicates, this 
systematic elimination of the independent parts wholesaler is not 
wholly the handiwork of the automobile manufacturers. Major gaso- 
line refiners and marketers are also involved, on a grand scale. That 
fact is most important but I shal] not dwell upon it here. 

Senator Dirksen. Mr. Morris, did you have a larger membership 
than 471 at one time? 

Mr. Morris. This is the largest membership we have had. 

Senator Dirksen. Those are all active members of the trade asso- 
ciation ? 

Mr. Morris. Yes, sir. 

Obviously, independent automobile parts wholesalers have a selfish 
interest in this sibiccl We, if I may use that term for purposes of 
convenience, are competitors in a competitive business, and we recog- 
nize that without risk there could be no gain. We are not asking 
or proposing that any of the powers available to the Congress or to 
the executive branch be used to eliminate or reduce for us our risk 
as competitors; likewise, we do not solicit legislative protection for 
the status quo. 

What we are interested in coincides, we believe, with the public 
interest, for our prime concern is to hold to the right to compete. 
That is the right we are losing and the loss of that right means the 
loss of fair opportunity for us, as businessmen, to function in a com- 
petitive society. 

From other sources, more expert than any at my disposal, this com- 
mittee has, I am sure, secured already ample documentation of the 
oe of the automotive industry in our present American economy. 
I shall not attempt to supplement your mass of data on that subject. 

I do feel that, the point is worth making that the dominant role 
of this one industry necessarily makes more noteworthy and essential 
careful study of the patterns and behavior regarding competitive 
practices in the automotive field. If there is no room in the auto- 
motive industry for independent businessmen, small or large, then the 
een rises as to whether there is to be in the future any real place 

or any independent businessmen, whatever their trade or service. 

As I see it, this question is particularly important as it applies to 
the whole pattern of our economic organization, as an organization in 
which the wholesaler has performed and still performs a vital dis- 
tributive function. 
| The miracle and marvel of the current American epoch of abund- 
ance 1s, if we look deep enough, not merely an accomplishment of 
production—it 1s, in large part, an achievement of distribution. All 
the showpieces of American free enterprise, which we hold up to an 
awestruck world—things like the grocery store, the drugstore, the 
department store, the variety store—are made possible, as functioning 
enterprises, by the wholesaler who brings together and keeps in reserve 
the commodities essential for such establishments. 

Without the wholesaler, the map of America’s prosperity and abund- 
ance would look quite different. There sald be luxury near the 
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‘: centers of production, and a high-priced drabness in centers remote 
to our factories. If the channel of distribution were direct from 
assembly line to store shelves, our whole economy would suffer; the 
low prices characteristic of competition would dissolve; regional in- 
equities would result, differing standards for differing regions. 
- Other adverse consequences would be many. 
: I mention this because, objectively, the role of the wholesaler is so 
cloaked in anonymity and so buried under decades of casual misrep- 
resentation that it is often difficult to arouse appropriate interest in 
his economic position and problems. It is well to keep before us the 
‘simple fact chat the wholesaler fulfills an urgent function in the 
making of competitive prices at the retail level and an equally valu- 
able function in the supplying of the variety of tastes, wants, and 
needs which characterize American buying. 

Taking what I have related as background, I believe the problem 
of our segment of the wholesaling business acquires a new perspective. 
For most American famihes, ownership and maintenance of the family 
automobile—or, maybe I should use the plural, automobiles—is a 
major financial concern, year in and year out. The automobile is 
virtually indispensable to most families and their standard of living. 

For this reason, the maintenance of such transportation—through 
parts replacement, new tires, new batteries, and other replaceable 
equipment—is a tremendous market, separate and apart from the new 
or used automobile market itself. It is, in fact, a captive market, for 
- In most of the purchases the owner has no reasonable option but. to 
buy what he needs to replace a part or accessory no longer usable. 

For many years—indeed, since the automobile came into common 
. use—it is this market which the automotive wholesaler has served, 
through countless outlets: The corner garage, the dealer’s service de- 
: eel tite the service stations, and all the rest. In this field, the public 

as been protected against exorbitant and unreasonable pricing pol- 
icles and unsatisfactory standards of quality by the vigorous competi- 
tion anne independent businessmen and service institutions in- 
volved. 

Today that competitiveness is disappearing. It is of concern to the 
public to look at what. is happening. 

From both ends of the line, you might say, the manufacturer and 
the gasoline marketers are gradually closing in on the independents, 
seeking to make the public their captives. 

The process is quite simple. By their control over the outlets for 
parts, accessories, tires, and batteries, these major business concerns 
are able to exert indescribable pressures to force the holders of their 
franchises to provide the public with those parts or other items in 
which the majors have a financial interest. | 

Mr. McHvucu. In this connection, what type of pressures have beer 
described to you by your jobbers concerning the pressure exerted by 
General Motors Corp. ? 

Mr. Morris. I would say, Mr. McHugh, that I don’t believe you 
could talk to a jobber in Texas who would not tell you that it is com- 
mon practice for the car manufacturer to pressure his dealer to buy 
exclusively from him. And the same situation, as I point out, exists 
insofar as the major oil companies are concerned; in fact, there has 
been some testimony from service-station operators in Washington 
recently that that was going on in that industry. 
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Mr. McHvuen. Do you know of any specific ways in which they are 
dria to exert such pressure ? 

r. Morris. Well, yes, I do. Of course, a franchise to be a Chevro- 
Jet dealer in Dallas, ‘Tex., is a pretty good franchise. The traveling 
representative, the manufacturing representative of General Motors. 
the Chevrolet branch of the General Motors, if he finds merchandise 
in the place of business that was not bought from GM, it is common 
practice for him to suggest to the dealer that it would be a good policy 
if he would buy exclusively from them, or else he might go look to the 
independent. jobber for warranty on the motor or some other part 
that they have been given the warranty on, and even suggesting to 
them, of course, that they might not have their franchise renewed. 

Mr. McHwuen. Have General Motors car dealers reported to your 
jobbers that this threat of cancelation is sometimes used to induce them 
to purchase exclusively from General Motors? 

fr. Morris. I think almost any citizen of this United States could 
walk into a car dealer and confidentially get that information from 
him. I don’t think he could get it before this committee. 

Insofar as techniques are concerned, I think the most flagrant prac- 
tice is that of advertising to the public that certain Siete are “genu- 
ine’—implying that other brands, even though standard nationwide, 
are inferior or unsuitable. I have with me certain advertisements and 
other materials which I would like to place in the record illustrating 
this common advertising technique. One needs only turn, however, | 
to any popular magazine or newspaper or watch television to see this 
advertising claim made. _ 

Actually, this business of representing certain parts as “genuine” 
parts is one of the most fraudulent advertising campaigns ever foisted 
upon the public. 

Mr. McHveu. Mr. Morris, do you mean that this is something you 
have already placed in the record ? 

Mr. Morris. I will place it in. Here are two examples of it. 

Mr. McHveun. I wonder if you would describe for the subcommittee | 
what these exhibits are, and tell us just what the import of them is. 

Mr. Morris. This is a page ad which is im the current issue of the 
Life magazine, in which there is advertised a piston showing it to be 
a genuine Chevrolet part. To my way of thinking, that is unfair 
advertising, because, to my knowledge, Chevrolet is not making that 
piston; in many instances it 1s made by the same manufacturer who | 
makes pistons that are sold to the independent automotive wholesaler. | 

As I will point out later on, the only difference is that it may be 
in a different colored box or package and have a different name on it. 
But the same engineering, the same know-how in making it, has te 
go into both of them. And it is further effort, I think, on the part of 
General Motors to maintain and keep for themselves a captive market 
for every dollar that goes for the maintenance of an automobile. 

Mr. McHlucu. Mr. Morris, do you happen to know whether or not 
the parts in question there actually bear on them a stamp “genuine” or 
the name General Motors ? 

Mr. Morris. I do not know whether that is true or not. 

Ordinarily, as I understand it, they are on the box, but not on the 
article itself. 
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Mr. McHvuceu. And the same item that General Motors is distribut- 
ing 1S, in many cases, made by a manufacturer who is selling in the 


_ replacement market the same product through normal sales channels? 


Mr. Morris. Yes. 
Mr. McHvueu. And this advertisement then creates the impression 


» that only can you get the genuine thing if you buy through General 
. Motors? 


Mr. Morris. Yes. 

Mr. McHvcu. Will you continue, please. 

Mr. Morris. A large portion of replacement parts are not made 
by General Motors. ‘Their source of supply is the same source as the 
independent wholesaler. It is an established fact that the manufac- 
turers of automotive parts make their commodities available to the 


- wholesaler and car assembler alike. In many instances, the same 


manufacturer furnishes the same part to both sources for distribu- 


: tion—the only difference being the color of the box or package and 
- the name placed thereon. The same specification, design, and engi- 


neering is used in the manufacturing of automotive wholesale parts 
for both wholesaler and car manufacturer. 


For reasons known only to them, however, the Federal Trade Com- 


- mission has occupied itself with many pursuits but never with the 
. Major manufacturers’ deliberate misrepresentation of their parts as 
; the only genuine parts. 


The profit to be made from selling this idea to the public is obvi- 


: ously enormous. It should be pointed out, however, that the public 


stands to suffer. If the car owner is ultimately denied any right of 
selection in choosing parts, batteries, and so forth, then he has no 
competitive protection regarding quality. 

The lucrativeness of the replacement-parts market, great as it now 
is, could be increased manyfold by downgrading the wearing quality 
of such replacements, causing car owners to buy 3 or 4 or 5 replace- 
ments for parts which now may be replaced only once in the lifetime 
of ownership. 

Likewise, of course, a captive market—held captive by the contrived 
fear of nongenuine parts—is totally at the mercy of the automobile 
manufacturer on prices for such parts. 

It is the view of most wholesalers of my acquaintance that this com- 
mittee could render few services of greater value than to cause the 
FTC to look honestly at the misrepresentation of the so-called genuine 
parts advertising. Whether GM or Ford or Chrysler is involved, the 
abuse of the public faith and the public pocketbook obviously merits 
attention it has not received: In my own case, the only response I 
have been able to muster from the FTC has been a brushoff. 

In these remarks I hope I have drawn a clear picture of the incen- 
tive to manufacturers to capture this market. The point is convinc- 
ingly illustrated, I think, when we contemplate the absurdity of adver- 
tising genuine tires, for example—and the economic impact is pointed 
up when we suggest. that the activities in regard to parts are com- 
parable to what would happen if the manufacturers should take von- 
trol of the gasoline marketers and their outlets and thus seek to hold 
on to every consumer dollar spent for maintenance of the vehicles they 
manufacture. 

In this picture, as I have implied, the success of the manufacturers 
rests upon the use of persuasion—or maybe I should say coerclon— 
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against their franchised dealers. This same pattern is employed by 
the major gasoline marketers in their relationships. 

In both fields the independence of dealers or service-station oper- 
ators is largely a legal fiction. The great economic stran ieholl | of 
the franchising corporation renders independence impossible and un- 
thinkable. You will find, if you have not already found, few active 
franchised dealers—for General Motors or any other concern—will- 
ing to talk candidly about the pressures used forcing them not to do 
business with independent automotive jobbers. ' 

I have with me some letters from two members of my association 
which elaborate on this point about business practices better than I 
could do, so I shall not attempt to document a story which few of us 
entertain any illusions about. = 

Those two letters have been turned over to Mr. McHugh. 

Mr. McHvan. Mr. Morris, I have two letters which you have fur- 
nished to this subcommittee. These are letters, I believe, from whole- 
salers who are members of your association ? 

Mr. Morris. Yes, sir. 

Mr. McHucu. Have we permission to make whatever use we want, 
for the purposes of our study, of these letters? 

Mr. Morris. Yes, sir. 7 

Mr. McHuen. First, Senator, is a letter dated November 15, 1955, 
addressed to Mr. Morris from one of the members. And, with your 
permission, Senator, I would like to ask him to read this into the 
record, to be made a permanent part of our record. 

Senator Dirksen. Without objection, it may be done. 

Mr. Morris. This letter, of course, 1s addressed to me: 


I have noticed with interest the hearings that are heing conducted with 
reference to the operations of General Motors Corp. The following observations 
come from my 24 years experience in wholesale automotive jobbing, definitely in 
the small-business category. ’ 

It has been proven and acknowledged down through the years that the auto- 
motive jobber and his function is necessary not only in our American economy 
but in insuring the flow of automotive goods to the consuming public. I think the 
best proof of the place filled by the jobber was World War ITI, when hundreds of 
thousands of very necessary vehicles were kept on the road through the efforts 
of automotive jobbers. I believe all will agree that without such effort our 
wartime transportation, so vital to our war effort, would have deteriorated 
dangerously and in many areas would have been stopped completely. 

Big business, and General Motors in particular, has constantly hammered at 
the very existence of automotive jobbers. Through the years it has become in- 
creasingly difficult for us to do business with the car dealer, a natural and 
traditional customer of ours. Through threats, often veiled and implied but 
effective just the same, the car dealer has been and is being forced to buy his 
merchandise other than vehicles through the car manufacturer. In the vast 
majority of cases, the car dealer would rather buy from his automotive jobber, 
whom he knows and respects and from whom he gets service and availability 
that he cannot get from the manufacturer. Hundreds of instances are known 
where the car dealer buys merchandise from his automotive jobber and literally 
hides it away from the car manufacturers representative, who will “put on the 
pressure” if he finds the dealer doing business with the jobbers.. The big-business 
car manufacturer has intensified his “policing” efforts along this line in recent 
years, in addition to making available to the dealer more and more merchandise 
of so-called genuine manufacture. 

This “use only genuine parts” campaign which has continued down through 
the years is obviously one of the most flagrant of violations of protective business 
laws of our Nation. Everybody in the automotive industry knows well, although 
those in high places in enforcement of our protective laws wink and shrug, that 
many of these so-called genuine parts are brought by the car manufacturer (or 
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assembler might be a better word) from the same supplier as those sold by the 
automotive jobber. To use one example, it would be just as ridiculous for the 
car assembler to advertise “use only genuine tires” as it is for him to advertise 
‘“‘use--enly genuine water pumps.” He knows, and those in high places know, 
that neither the tire nor the water pump is manufactured by the car assembler, 
but rather bought from independent manufacturers. 

Not only has the car assembler made it most difficult and well-nigh impossible 
for the jobber to sell the car dealer but more recently the assembler or car manu- 
facturer has set up a system of rebates on sales at wholesale by his car dealer. 
This enables the car dealer not only to service through his own organization but 
to sell what few customers are left to the independent jobber at wholesale prices. 
The car dealer then pays one price to General Motors for example for parts if 
he has resold them through an independent garageman or service station. This 
gives the car manufacturer yet another ‘ax” to hold over the head of the car 
dealer, because only a certain percentage of total purchases from General Motors 
of certain parts may be reported for rebate. In effect, the car dealer is urged 
to buy all his requirements from General Motors because then a greater dollar 
volume may be reported for rebate as a wholesale sale through independent 
outlets. It can be readily seen that this program hurts the automotive jobber 
tremendously because now his customer, the independent garage or service man, 
may,purchase at wholesale from the dealer and in addition it gives General Motors 
another big club to keep the car dealer from buying from the jobber. 

My particular business is run as efficiently as any. The profit for the inde- 
- pendent automotive jobber has shrunk from 15 percent before income taxes to a 

ridiculously low 214 percent before taxes in the last 12 years. It was 5.2 percent 
as late as 1950. I feel that someone, somewhere, must recognize that thousands 
of independent automotive jobbers are being squeezed out of business by the 
pressure of big business—not by competition, which is the American way—but 
by unfair competition. What can a man do who has spent his entire life in 
building a business? Those who made our laws with reference to unfair compe- 
tition knew that big business was a threat, and that our laws would be the only 
recourse. Where can we find someone in a high place who will not shrug or 
wink but who will see that the laws we already have are enforced against a situu- 
tion that only the ignorant or the willfully neglectful can fail to recognize? I 
know this letter is long, but I’m in a writing mood today, and as you know, I 
could make it longer and still stay close to the subject. 
Yours truly, 
FERGUSON AUTO SUPPLY Co., INC., 
FreD D. PINKSTON. 


I think the other letter, Mr. McHugh—would you like for me to read 
the other letter ? 

Mr. McHueun. I have another letter dated November 11, 1955, to 
Mr. Morris from one of the members of his association, and with your 

rmission, I would like to ask him to read just the pertinent portions 
of it, which he knows bear upon this problem. 

Senator Dirksen. Very well. 

Mr. Morris (reading) : 


Before the General Motors program went into effect, the car dealers’ discount 
from their respective factories was 40 percent off list on most items and 50 
percent off list on the fastest moving items. We could meet these prices in 
those days and still come out with a small operating profit. When the program 
went into effect, General Motors increased their dealer discount to 50 percent 
on all items that could be purchased from the jobber. Their discount on items 
such as frames, fenders, and body parts not available through the automotive 
jobber remained the same or was reduced to some extent. In addition to increas- 
ing their dealer discount on parts sold through their service department, they 
extended an additional 30-percent discount beyond the 50 percent on all parts 
sold to the independent repair shop, fleet, or service station. Since it was not 
possible for us to meet these prices. we were dropped as a source of supply by: 
these dealers and placed in the category as a competitor by them. About all we- 
can sell the car dealer now is a little welding rod, paint, and perhaps a small 
quantity of sandpaper. This explains to some extent the statement about the- 
General Motors program eliminating our best accounts. 
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Mr. McHueu. Thank you, Mr. Morris. 

Mr. Morris. I do think that the policies of General Motors deserve 
some particular attention. Prior to January 1, 1954, the General 
Motors car dealer could buy replacement parts from either his car 
manufacturer or from the independent automotive wholesalers. How- 
ever, permit me to point out that agents and representatives of the car 
manufacturer were constantly making it plain to their car dealer that 
it was to their interest to trade with the car manufacturer and not the 
independent automotive wholesaler. 

Threats of reprisal in the form of cancellation of franchise agree- 
ments were even then the order of the day. In many instances, mer- 
chandise perchased from the independent automotive wholesaler had 
to be concealed from the ever-watchful eye of the car manufacturer 
representative. Despite all of this, prior to January 1, 1954, General 
Motors dealers represented one of the major markets for independent 
automotive wholesalers. Today, that vast array of establishments is, 
for practical purposes, no longer a market but is, instead, virtually a 
major competitor. 

n January 1, 1954, the General Motors plan went into effect. 
Under this plan GM wholesalers to its dealers replacement parts at 
substantial discounts—discounts with which independent jobbers can 
be competitive. In addition, however, GM included in this plan a 
direct and important discount incentive to the dealer to resell those 
parts in competition with the jobber—at margins the independent 
could not successfully match, thus creating a competitor out of a 
former customer. Asa result of this plan, the independent automotive 
wholesaler can still offer for sale replacement parts to the car dealer at 
the same price that the car dealer can purchase from the car factory. 
Under the new GM parts plan, the car dealer can resell these parts to 
other car dealers and independent outlets and get an additional dis- 
count on that percentage of his business which he wholesales. The 
dealer cannot receive this additional discount unless he buys those 
parts from the car factory. Thus, today, the independent automotive 
wholesaler can compete with the car manufacturer only on his per- 
centage of business which his customer, the car dealer, buys for the 
purpose of using in servicing the customers in his own service depart- 
ment. It is apparent from this plan that the franchised car dealer is 
as with an additional incentive to give his business to the car 

actory and not the independent automotive wholesaler. The very 
obvious result is that General Motors is deliberately, systematically, 
and purposely seeking to capture for itself a principal share of the 
wholesale parts market. 

If General Motors is out to secure more than 50 percent of this busi- 
ness, they have—in our part of the world—made tremendous headway. 
We have no quarrel with the size of the organization. We are not 
against them because they are big. We are against them because they 
are unfair, because they are using an economic gun in the stomach 
to force their dealers to do business with them, and in this way they 
are eliminating our right to compete. 

Mr. McHuen. Mr. Morris, have your dealers furnished you any 
information which could indicate the volume of business they have 
lost.as a result of this General Motors parts program ? 
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_ Mr. Morris. Yes; I have discussed it with many of them. I would 
say—and this would be a guess—that in 90 percent of the instances 
that I have talked to my members about this thing, 90 percent of them 
have stated that their business with the car dealer has dropped off 
considerably. . 

It does not mean that they are not doing more business because of 
this expanding market we have been talking about; but there is not 
any question but what they have lost a lot of business with car dealers. 

Mr. McHucu. Do your members testify they have as a result of 
this plan lost business from the independent garagemen and the filling 
station operators who may now be buying from a General Motors 
retail car dealer ? 

Mr. Morris. Yes. They state that they are losing it because the 
car dealer is buying it from the car manufacturer. 

Mr. McHuceu. So the necessary consequence of this practice would 
be to eliminate the General Motors car dealer as a customer of your 
jobbers, and it would also be fair to describe your jobbers as being 
in the position of losing business to the General Motors car dealers 
when they sell to the independent garageimen ? 

Mr. Morris. That is right. 

We say that the honesty of their advertising needs examination— 
more than it has received. We say, likewise, that their resort to 
coercive pressures needs examination and action. It requires no great 
talent to foresee the making of a monopoly. 

‘We believe the wholesale industry fills a vital role in our society 
and that it is deserving of the protection of the laws governing com- 
petition. As matters now stand, we do not think the laws are adequate 
or that the staff available for their enforcement is sufficiently large 
to deal with the problem. 

The American public—an automotive public, by every measure—is 
far too rich a prize to be allowed to fall captive to those few corpora- 
tions controlling the output of automobiles.- Without competition, 
there is no assurance against exploitation—on either price or quality 
of the parts and accessories necessary for automobile operation. The 
course now followed by General Motors is a course designed to elim- 
inate competition, and, as such, we suggest that it 1s not in the public 
interest. If the wholesale industry is eradicated within the automo- 
tive industry, then it will, in time, be swallowed up by an economy 
of cannibalistic giants in other fields, too. The loss of a healthy 
wholesale segment of our enterprise system would remove the opera- 
tion which is the foundation of today’s pricing and quality and dis- 
tribution practices. This is too great a loss. 

I believe a thorough study by this committee would establish that 
while the manufacturers—along with the gasoline retailers—have 
sought to capture and control the replacement-part market by elim- 
inating the wholesaler, no effort has been made to reduce the ultimate 
consumer cost. The manufacturers are anxious to gain—not reduce— 
the wholesaler’s markup. They want to eliminate the wholesaler but 
not his margin. In other words, the ruling philosophy seems to be 
that what's good for the independent businessman can be made even 
better for General Motors—at the public’s expense, of course. 
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Senator Dmxsen. Mr. Halfpenny, has the question of advertising 
raised by Mr. Morris been probed by the Federal Trade Commission, 
I mean this specific question ? 

Mr. Hatrrenny. Yes. It had not been probed, but about a year 
and a half ago, after General Motors came out with this new plan, 
National Standard Parts filed a complaint with the Commission in 
regard to the “cenuine,” stating that it was false advertising. 

Numerous of the State associations have written complaints about, 
as well as talked about, it; and last December at the National Stand- 
ard Parts convention a resolution was passed setting forth that it was 
false advertising, and a copy of that was submitted to the Federal 
ihe Commission. But to date, so far as we know, nothing has been 

one. 

I think you verified that, too. 

Mr. Morris. Yes. 

Senator Dirksen. There has then been no hearing on the subject 
and no disposition of the question ? 

Mr. Hatrrenny. Complaints have been filed, but no disposing of 
it or there has been no discussion as far as we know, Senator. 

Senator Dirksen. Mr. Morris, you make the contention that if that 
particular thing were removed that the difficulties of the members of 
your organization would be mollified somewhat, at least. 

Mr. Morris. Senator, I would say this: if that could be done, it will 
be about the finest service that this committee could render to the in- 
dependent automotive wholesaler. It would not be the total answer, but 
it would be a major answer. 

Senator Dirksen. Yes. But it actually has not been formalized and 
presented as such ? 

Mr. Hanrrenny. It has not. The complaints have been registered, 
but that is as far as they have gone, and everyone in our industry 
feel, as Mr. Morris stated here, that it is unfair advertising. 

Senator Dirksen. Mr. McHugh? 

Mr. McHvucu. Mr. Morris, you have stated how this program of 
advertising the genuine product has been adversely affecting the busi- 
ness of the wholesalers. Does this program adversely affect the busi- 
ness of the independent parts manufacturer ? 

Mr. Morris. Well, I cannot speak for the independent. parts manu- 
eno but I would say, without speaking for them, that I am sure 
it does. 

Mr. McHvuau. Could you tell us in what way that hurts his business ? 

Mr. Morris. Well, I think the whole purpose of this genuine ad- 
vertising is to impress upon the ultimate consumer, the car owner, that 
there is just one place to go to get your automobile fixed, and there is 
just one kind of part that ought to be used on that automobile, and 
that is the part that is distributed or manufactured by General Motors. 

Mr. McHvan. But this part is manufactured by the independent 
manufacturer in many cases ? 

Mr. Morris. Yes. 

Mr. McHven. Will it make any difference to him whether or not its 
statement 

Mr. Morris. There are numerous manufacturers who manufacture 
those numerous items. 
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Mr. McHveu. But the effect of this advertising is merely to suggest. 
that the consumer can and should get this item only through General 
Motors. 

Mr. Morris. That is right. 

' Mr. McHvueu. But even if the consumer is impressed by this type 
of advertising continues to buy it only through General Motors, it 
will re be made in many cases by the independent manufacturer ; will 
1t not 

~ Mr. Morris. That is true. 

Mr. McHvtcu. Will that then have any effect upon the volume of 
business which the independent manufacturer will do? 

Mr. Morris. Well, I cannot answer that question, Mr. McHugh. I 
would say that it is my understanding that General Motors is more 
and more manufacturing their own parts as time goes on. 

Mr. McHveu. Well, it will have the effect of channeling distribution 
a the independent manufacturer’s product. through the General Motors 

orp. 

Mr. Morris. That is right. 

Mr. McHveu. So it will narrow for the independent manufacturer 
the outlets through which he could normally distribute his product—— 

Mr. Morris. That is right. 

Mr. McHvueu (continuing). Which is the independent wholesaler. 

Mr. Morris. That is true. 

Mr. McHvucu. That is the principal effect, as you see it, upon the 
independent manufacturer ? 

Mr. Morris. That is right. 

Mr. Hatrrenny. I think, as Mr. Morris pointed out, it is well to 
remember, if they channel it, then they will more and more go into 
their own manufacturing which will eliminate the independent 
altogether. 

Senator Dirxsen. Mr. Morris, I understand I am at liberty to 
say for the record here today, after conferring with committee coun- 
sel, that this particular item is presently under investigation by the 
Federal Trade Commission. 

Mr. Morris. Fine. 

Senator Dirksen. Thank you, sir. 

‘Mr. Morris. Yes, sir. 

Mr. Hatrrenny. Thank you. 

Senator Dirksen. Is Mr. Edward Perreault in the room? 


STATEMENT OF EDWARD J. PERREAULT, PRESIDENT, PERREAULT 
AUTO PARTS CORP. 


Mr. PERREAULT. My name is Edward J. Perreault, of Troy, N. Y. 
I am president of the Perreault Auto Parts Corp., whose main activity 
is selling and servicing in the automotive replacement parts industry. 
We employ 23 people in various categories, and our gross volume is 
slightly over a half million dollars. 
- This volume is attained through approximately 430 regular monthly 
ledger accounts. I have accepted the invitation of your chairman to 
appear here as indicative of thousands of independent wholesalers 
throughout the country who are wondering what is going to happen 
to their small enterprises with the advent of the General Motors 
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announcement. that they want their share of the replacement-parts 
business. 

What is GM’s fair share and how wil] they attain their goal? These 
are two vitally important and as yet unanswered questions. Quite 
frankly, as a small-business man, I find myself wondering what my 
future is in the automotive-service industry. Before General Motors 
arrives at its goal, I feel quite certain that many smaller wholesalers 
will go by the board. 

Incidentally, Mr. Chairman, as a small wholesaler, I question my 
protection from retaliation by either authorized car dealers to whom 
I presently sell, or possibly even General Motors itself. I do not feel 
that I can place my corporation’s business in jeopardy to even the 
slightest degree. 

Senator Dirksen. Mr. Perreault, how long have you been engaged 
in the business? | 

Mr. Perrautt. We have been established 32 years. I have been 
in it since I was 11 years of age. 

Senator Dirksen. This has been built up from very humble 
beginnings? , 

Mr. Prerreauit. Hereditary through my family, sir. 

Senator Dirksen. All right, sir. 

Mr. Perreavutt. Price-fixing pattern: Before approaching this 

hase of our industry, I would like to make a supposition that can 
be readily substantiated by procuring complete sets of every retail, 
wholesale, and distributor price sheet printed since 1946 by the Big 
Three, and all major independent manufacturers. In so doing and 
by paying particular attention to the dates you will unquestionably 
agree that the Big Three actually set and establish not only the price 
but the discount for almost every automotive part. Proceeding with 
that supposition of price fixing we approach what I consider to be the 
most damaging phase of the General Motors parts program. They 
not only fix the selling and buying price—they have virtually forced 
independent manufacturers to produce a competitive product for less 
money than they actually receive themselves. Quality of merchandise, 
believe me, is identical. 

Mr. McHuan. Mr. Perreault, I wonder if, for the purposes of the 
record, you could explain a little bit more about the ability of General 
Motors and the other parts manufacturers to set the price at which 
the automotive parts are sold. 

Mr. Perreautt. Their method of setting-—— 

Mr. McHvueu. How do the activities of the General Motors Corp. 
or the other car manufacturers, in fact, fix the price at which parts 
are being sold in the replacement market, let us say ? 

Mr. Perreavutt. I was rather—to be competitive, No. 1, they have 
to do it—which I am going to develop further on—Mr. McHugh, No. 1, 
I am trying to throw this out as a supposition which can definitely be 
actinic’. in reviewing all of the dates of the price sheets item by item, 
date for date. 

If a change is made February 1 by the major car manufacturer, 
within printing time the independent has to either go up or go down, 
but he has to remain competitive. | 

Mr. McHucu. By the “independent” you mean the independent 
parts manufacturer ? 
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— Mr. Perreauyt. Independent parts manufacturer and independent 
wholesaler likewise. I mean the two of them are treated in the same 
category. 

Mr. McHucu. What you are saying is that the prices for these 
various parts in the replacement market will always be set, first, by 
the car manufacturer, and the independent parts manufacturer and 
jobber will shortly thereafter go along. 

Mr. Perreactr. That is right. It has been historic in our business 
all the way through, I mean in our industry, that that method be 
established. 

And the other thing, for instance, if General Motors sets a price 
of $2, it is very foolish for an independent manufacturer to peg the 
orice at $1.75 because of the small potential that he could gain by 

ing 25 cents under General Motors price. 

But I am trying to ride over part of this; if you will go along with 
me, because the actual proof can be seen in a complete set of price 
sheets over a period, Senator, if that 1s in agreement with you, sir. 

Senator Dirksen. Yes; proceed. 

Mr. PerrEAuLT. Again I repeat, price fixing is an actuality that can 
be easily substantiated. To illustrate my point, we'll take a specific 
car part—namely a thermostat, manufactured and distributed by in- 
dependent automotive outlets at an actual discount on all levels. I 
use this particular car part as an example because General Motors 
changed the entire pricing structure on thermostats. The thermostat 
has a retail price of $2. The discount to the independent garage 
operator is 50 percent, or his cost of $1. The discount to the dis- 
tributor in turn is 50 percent and 30 percent, or his cost of 70 cents. 
Please remember, that 100 percent of the independent manufacturer's 
product is sold at 70 cents because of his normal distribution pattern. 

Now then we approach the General Motors plan and find that when 
the Chevrolet Motor Car Division sells the same thermostat to a 
franchised Chevrolet dealer, it is sold at. $2 less 50 percent, or a cost of 
$1. The Chevrolet dealer, in turns sells this same thermostat to John 
Doe’s service station at $1. The dealer then reports the sale to General 
Motors for his wholesale compensation and receives a functional dis- 
count of 30 percent, or a rebate of 30 cents on the transaction. There- 
fore, in this instance, General Motors actually sold the thermostat for 
70 cents to the Chevrolet dealer. 

Herein hes the crux of the entire situation. General Motors sets 
the price and discounts. The independent. manufacturer must, of 
necessity, remain competitive on all levels and accept the GM pricing 
schedules. Unfortunately, 100 percent of the independent manufac- 
turer’s product is sold at 50 and 30 percent, or 70 cents, while only a 
percentage of General Motors’ sales are made at 70 cents. Regardless 
of what percentage of General Motors’ sales are at the wholesale level, 
General Motors is actually receiving more than 70 cents “across the 
board.” This percentage factor 1s strictly dependent upon the per- 
centage of wholesale sales made through General Motors outlets. GM 
could actually receive anywhere from 76 cents to a high of 88 cents for 
a thermostant that they themselves “pegged” at 70 cents through 
independent wholesaler levels. 

Gentlemen, somewhere along the line of either independent manu- 
facturing or wholesaling, there is a point of no return. With this type 
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of formula in existence, I, as an independent wholesaler, have an 
awful lot of worry about. 

Captive parts: “Captive parts” are those items that are peculiar to 
and manufactured only by the original car assembler. If General 
Motors allowed a 50-percent discount to garagemen on a highly com- 
petitive item such as a thermostat, why isn’t a discount of 50 percent 
allowed on a “captive” item ? 

For a specific example, a short block assembly carries a discount 
of only 15 percent. If General Motors had no ulterior motive, why 
not set a standard discount for all items they manufacture and/or sell? 
I am certain, from a business-management point of view, that it would 
be more economical to work with one set of discount schedules on all 
items. Variable discounts are used by General Motors dependent upon 
competition. Remove competition, and even the thermostat will carry 
a 15-percent discount. 

Gentlemen, believe me, it is not the independent distributor or the 
garageman who will suffer—we have lived to learn and earn through 
many different cycles of competition within our industry. Who will 
suffer? The millions of carowners who will eventually bear the brunt 
of this vicious approach. 

Two percent cash discount angle: The granting a 2-percent cash 
discount is historic in our industry. Independent parts manufacturers 
have always been aware of the general policy of automotive whole- 
salers to extend this 2-percent discount to their garage and service- 
station customers as an incentive to maintain collections on a safe 
and secure credit basis. Along comes General Motors and announces 
to the UMS, AC and GM parts independent wholesalers that the 
traditional 2-percent cash discount will no longer be allowed. In its 
place, General Motors stated “We are going to give you a brandnew 
compensation which will be better.” I seriously question the period 
of survival of this so-called substitute compensation. It is still stated 
in nercentages, but that can easily be modified and the distributors 
will have very little defense. If the intention of GM were to make 
it “better” for the distributor, then why not just give him 3 or 5 
percent for cash discount instead of 2 percent? How does this affect 
a distributor who does not handle General Motors products? It opens 
the door for our independent suppliers to think in the same vein and 
consider the possibilities of removing the much-needed 2-percent dis- 
count terms. 

In 1954 the average net profit, after taxes, for automotive distribu- 
tors ranged from 2.06 to 3.61 percent. With 2-percent cash discount 
removed from quoted net profit figures, the bottom of the barrel can 
now be seen from all angles. 

Mr. McHuau. Mr. Perreault, does your company purchase from 
the United Motors Service? 

Mr. Perreavutt. No; we do not purchase from the United Motor 
Service. the AC division, or General Motors. 

Mr. McHven. You then do not handle any General Motors lines? 

Mr. Perreautt. No, sir. 

Mr. McHvan. So your company would not have been in any way 
affected by this elimination of the 2-percent discount for cash by Gen- 
eral Motors? 

Mr. Perreautr. Not immediately. 
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Mr. McHven. What you are suggesting is that this may become a 
practice in the industry, and that, in turn, may affect you with other 
manufacturers ¢ 

Mr. Perreautt. Yes. I am going into it right now to cover that 
point, Mr. McHugh. | 

Removal by General Motors of the 2-percent discount which, from 
its inception, has been traditional within our industry, is Just further 
proof of their strength in the automotive-service industry. This may 
answer part of your question. 

Any other competitive automotive manufacturer attempting this 
move would have suffered a complete disruption of collections and 
cancellation of contracts. 7 

~ Mr. McHvuen. Excuse me, Mr. Perreault, let me ask you this. 

Mr. PERREAULT. Yes, sir. 7 7 7 

Mr. McHvueu. If General Motors Corp. was the only one to offer 
this 2 percent cash discount, wouldn’t that enable the independent 
manufacturer to get a competitive jump on GM or United Motors 
Service? , : = : 

Mr. PERREAULT. Well, they presently transferred the 2 percent into 
an additional compensating fund going into that: 3- and 5-percent 
bracket; but I am emphasizing the fact. of their still keeping it in a 
percentage figure and, in the complexity of our business, our pricing 
structure, quite often an article is moved from a percentage basis to 
what we term a “net price.” | | 3 ; 

Now, of a given item, let us say there are 2,000 items manufactured 
by this 1 company. As soon as they put it into the classification of a 
net. price it is almost physically impossible for a wholesaler to figure 
out that item 1 is at 50 and 10; item 2 is 50 and 3; in other words, we 
would have to retab all of them, and, frankly, the average wholesaler 
has not the facilities to do it. 

Secondly, the other factor that is involved 1s of the 2,000 items that 
are produced by this manufacturer on the price sheet; possibly only 
200 of them, or 10 percent, are actually sold by us. 

The third phase of the 10 percent, the heaviest percentage of our 
sales as a wholesaler might andl up in the 19-percent bracket ; so, on the 
overall sheet they could show us a profit percentage of 35 percent. But 
if I did not happen to sell as a wholesaler, if I did not happen to sell 
those exact items in the same ratio as the manufacturer used in arriv- 
ing at his 35 percent, I can never attain—I will put it this way: the 
35 percent is the ultimate that you can reach on the sheet; but in all 
probability you will be dwindling down below that 35. 

Now, whether General Motors has it in mind or not, I have not the 
faintest idea. I do know it is historic in our business when something 
is kept in percentages and then transferred to net prices, the whole- 
ee definitely suffers; he has always suffered, and he will always 
suffer. 

Mr. MoHveu. Is it true when the General Motors Corp. eliminated 
el aaa cash discount, they changed to some sort of a net pricing 
system 

”Mr. Perrautt. No; they moved it into a different bracket and they 
ve them other qualifications which, as a United Motors distributor, 
am not qualified to answer. 
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But they did take the 2 percent from one bracket and move it into 
another which, in actuality, hinges very closely on Federal Trade 
Commission’s—— 

Mr. McHvuau. Their explanation is that by eliminating the cash 
discounts, they nevertheless compensated the buyers, in other words. 

Mr. Perreauct. In other words, they told the buyer, “Don’t worry 
sbout losing the 2 percent because we are giving it right back to you.” 

Mr. McHoucu. What you are saying is that can be done in manners 
which are difficult to detect and, in fact, the buyer 1s not getting the 
advantage of this discount ? 

Mr. Perreaut. The biggest defense that » wholesaler had was to 
preserve his 2-percent cash discount. Now they got over that hurdle 
and took it away from him. All of this on the other side are used 
to losing 1 percent here and a half percent here through what we term 
a net-price dodge; and at a later nate it could very easily be moved 
over. 

The main point I am emphasizing is that they did get over that 
one historic break on the discount, and it is a temptation to the rest 
of the independent manufacturers or all manufacturers within our 
industry ; it is a temptation for them. 

But to clarify that point, I would like to review. back as to the 
feelings of our independent manufacturers as of right now. 

During the spring of 1955, the National Standard Parts Associa- 
tion conducted a survey of independent manufacturers with regard 
to the 2-percent discount remaining in effect. More than 84 percent 
replied to the questionnaire, and 96.5 stated that they were following 
the traditional cash discount. They further stated that they had no 
intentions of making a change. If the industry as a whole is that 
united, why then must General Motors attempt to draw an entirely 
different picture ? 

I give General Motors credit for their excuse or reason—call it what 
you wish—when they removed the 2-percent discount from whole- 
salers. General Motors stated that in view of its pricing policy to 
its authorized car dealerships (which heretofore never received a cash 
discount), GM did not consider it lawful to sell on one level with 
2-percent discount and on the other level without this 2 percent. There 
is one big difference that GM failed to point out. The car dealer 
has to purchase his car from General Motors. No money—no cars. 
The car dealer’s incentive to pay General Motors promptly is a guar- 
anteed constant flow of both cars and captive items. This condition 
is not so in the independent. automotive market because of the tre- 
mendous duplicate sources of supply. 

Diminishing gross profit: Gross profit seems to be the major attack 
thrust upon the independent distributors. The national average for 
1954 ranged from 28.7 to 32 percent. The gross margin of profit is 
invariably higher for the smaller wholesaler. With full knowledge 
of gross profit necessary to keep the independent distributor in a liauid 
state, or sufficiently profitable, to perform all the services required of 
our complex industry, does it not seem logical that if General Motors 
pegs resale and cost slightly below national gross profit averages, that 
eventually they can dry up the working capital of the independent 
wholesaler? To illustrate my point, I would like to furnish you 
with a complete breakdown on a particular part, namely, a muffler, 
for a particular car—Chevrolet. This breakdown presents a very 
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-clear picture of the before and after entrance of GM into its expanded 
parts program. 
- My. McHuan. Mr. Perreault, who makes this muffler you are about 
‘to describe now for General Motors? What we are really concerned 
about is whether or not it is really made by the car divisions of General 
‘Motors or made by outside sources. 

Mr. Perreau.t. There is a percentage that is being made by General 
Motors themselves. At this point I would say that it is the minor 
percentage; but they have been in the process in the last year to 2 years 
of setting up a sheet rolling mill to get into the muffler production. 

Those figures I do not believe Soule be actually available to anyone 
of us on the outside. I would almost guarantee you that the smaller 
percentage is being guaranteed by them. [Reading:} 

Chevrolet: In 1953 the Chevrolet dealers were purchasing their mufflers at 
47-percent discount from Chevrolet's list and resold to the independent trades at 
a recommended resale of 35 percent. This grossed the Chevrolet dealer about 
20 percent on this sale. 

In 1955 the Chevrolet dealers purchased mufflers at a discount of 45 percent 
from Chevrolet's list and are told to sell at this 45-percent discount to the inde 


pendent trades. When they do this, General Motors give the Chevrolet dealers 
a 2.-percent functional selling commission. 


The same mufiler, independent manufacturers: 


In 1953 the independent manufacturer’s resale was set at 35 percent from the 
Chevrolet list, accruing a 35-percent gross profit to their wholesalers. 

Mr. McHvan. You are speaking of the independent manufacturer 
who is making this muffler for Chevrolet ? 

Mr. Perreact. In this particular case I am speaking of an inde- 
pendent muffler manufacturer making it for distribution through 
independent wholesalers in this second case, such as myself. 

Mr. McHven. Are you speaking of a comparable muffler or the 
exact—__. : 

Mr. Perreatutr. The exact same muffler. [Reading:] 

This profit was increased by the amount of quantity discount allowances by 
the whoieraler on his purchasing habits. The wholesaler could sell to the car 
dealers at the same price level as the car dealer purchased from his factory and 
make a gross profit of 21.5 percent, plus his quantity discount purchases. 

In 1955 independent manufacturer's resales are set at 40 percent from Chevro- 
let’s list. accruing the distributor 27 percent plus his quantity discounts. When 
the wholesaler meets the competitive price of Chevrolet to the independent trades, 
he grosses 23 percent plus his quantity discount. 

Mr. McHteu. Mr. Perreault, I just wonder if you would explain 
in simple nontechnical terms, if you will, what you think the effect is 
of this pricing structure which you have just described. 

Mr. Perreacit. Well, asa wholesaler if I can redraw that complete 
comparison, getting into the independent manufacturer’s field, that is 
on the top of page 7, as a wholesaler, prior to 1953 or the advancement 
of this superduper parts program, as a wholesaler I was grossing 35 
percent on the Chevrolet muffler. 

As a direct result of their pricing program, I am automatically 
reduced down to 27 percent. That is the only thing I am interested 
in 1s the difference between 35 percent, which I enjoyed, and 27 percent, 
which I have to suffer with, and I am fortunate in one respect, that 
our area is not a real Jarge metropolitan trading area, because if I 
were located in New York, Chicago, Washington, D. C., I would in 
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all propane have to sell that muffler with just a 23 percent gross 
profit. 

It 1s dependent on the activity of the Chevrolet car dealer in a par- 
ticular trading area and, quite naturally, the more metropolitan the 
area 1s, the larger the Chevrolet dealer who is more actively interested 
in this program. ; 

So if he is out competing, at the real low price on a Chevrolet mufiler, 
a wholesaler to remain competitive must sell it to his garageman or 
service station, and just realize a gross 23 percent profit on it. 

Mr. McHueu. Are you saying as a result of the new discount which 
you were allowed, the so-called super discount by General Motors 
under the wholesale parts plan, that this had the effect of forcing 
you, as an independent wholesaler, to obtain the same or similar type 
goods from independent manufacturers at a lower price and lowered 
the amount of profit which you made in reselling such products? 

Mr. Perreavu.t. It lowered the price on the dealer level, but it 
jacked up the price on the wholesaler level; in other words, there is 
just somuch in a pie. | | 

Mr. McHveun. It lowered the discount to you ? 

Mr. PERREAULT. It lowered the discount to me, and the discount had 
to be lowered because if I am selling a muffler at wholesale at $4, and 
General Motors sells it for $3.50, hace got to be a wonderful sales- 
man to sell even 1 of them at $4; I have to sell them at $3.50, so the 
squeeze comes in two places: The wholesaler suffers a little of the 
squeeze, the independent manufacturer has to absorb part of the 
squeeze, and the two of us together get keeping that—there is still 
enough room left. 

Do you follow me on that difference of 35 percent before the plan 
went into effect against selling at either 27 or 23 percent? In other 
words, economically I had no choice in the matter; I just had to sell my 
product at the end of it. The consumer is still paying his own weight 
on this whole deal. 

We started off at a level of maybe $7.50 retail, and through the 
manipulation of discounts in either trying to protect their wholesaler 
or their own production line, all of a sudden it sneaks up to $7.95. 

In any one of these changes that I have seen in our price sheets, 
whether it occurs immediately or with inside of 6 months or a year at 
the maximum, the retail price is finally adjusted, and the retail price 
is the one that hits the consumer’s pocket. 

Taking into consideration the rise for basic costs and material and 
also labor, there are still other fluctuations that are going to influence 
price manipulation. 

Mr. McHvuen. How are the discounts that have been adopted by 
General Motors under this new wholesale parts plan affecting the 
prices at which these goods are being sold at retail? What has been 
the net effect in the retail market ? 

Mr. PERREAULT. Well, they are trying to find room for the discount 
aati that they started off with right in the very beginning and, I 

lieve, it is my own summation that possibly there 1s not enough room 
now with the percentage bracket they wanted to work in, so they may 
possibly be gradually rising—gradually they may possibly be raising 
their retail prices. 
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Now, this retail price rise 1s a gradual thing. I mean, gentlemen, 
you have to bear in mind one thing: our business is complex in that in 
any one of the lines we handle we are involved with a minimum of 
150 to 2,000 stock numbers all on one line; and the average wholesaler, 
the man in business, we just receive those sheets and we put them in 
our book, and that is the order of the day. 

Frankly, none of us has time to draw down complete comparisons 
as to whether an armature went up in one particular category or an 
armature went down in another category, but there is a definite set 
pattern to their increases, and their increases are not across-the-board 
increases. They are increases which are strictly headed for the highly 
competitive items where they felt that they were losing or in a second 
category where it is a captive item. There they have a free rein. 

If you wish to purchase a fender for a General Motors car you only 
have one company that you can go to, and if the price is set for $45, 
and you take a look at it and it is worth about $35 1n your own estima- 
tion, if you want it you still pay $45. It is the independent manufac- 
turers that have held the line down; we are still fighting all the way 
through. 

Mr. McHvucu. Why is it that the independent manuafcturers are 
not able to make the so-called captive parts? 

Mr. Perreautt. Not being a manufacturer, I should not answer 
that question. Asa wholesaler I will throw out just a little projection 
of thought. First of all, you have got engineering, the cost of setting 
up your equipment, the cost of setting up your distribution, and you 
have got to find a user for your product. 

Let us assume I wanted to make that fender. Mostly 85 percent of 
those fenders would end up in General Motors’ hands; so if the car 
dealer who is presently closed out from buying on the outside—I have 
got no market, and a captive item is invariably a good type of item 
that always returns somehow or other to the car dealer. 

Mr. McHveu. Isn’t that the answer then, that the captive part 
Sauer is the type of thing which will almost, of necessity, have to 

replaced by the General Motors car dealer? It isthat type of item ? 

Mr. PERREAULT. To a great degree, yes. I mean, like a short block, 
for example, that is a very good example. 

I would imagine that General Motors makes all of their short blocks, 
and it 1s one item, if you want it, they have one set. schedule, and that 
is it. They do not care particularly much one way or another; that 
is the schedule discount that they have set on that short block. 

If you happen to have a cracked block, and it cannot be welded or 
repaired or anything else, you have only one field that you can go to. 
They know that if you need a block, you are going to return home; 
they know that for sure. | 

_ Now, it 1s true that you can go to the dealer, purchase your short 
block and then have an independent repairman install it for you. 
But invariably, through their advertising they are still funneling 
“bring your car back home,” which is another separate phase of 
advertising. 

Mr. McHueu. Well, would another reason be the fact that these 
parts generally involve tremendous capital expenditure in tools? 

. PerrEAULT. That is right. In other words, say like Chevrolet’s 
production of an automobile, they might push through 2,000 in a day; 
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they are in very good shape. Nobody will ever beat General Motors 
on automation, automation production, because they have a guide. 
They know exactly how many they are going to use. Then they can 
run a percentage that will be resold in an aftermarket situation. 

But they can reduce, they can find out exactly how much that 
fender is going to cost them before they even start producing because 
they know the average percentage of cars they are going to produce 
during that given year. 

Mr. McHuaii. So they can keep their unit cost down to a very bare 
minimum. 

Mr. Perreatcr. That is right; so that nobody can ever beat them 
on it. It is just physically impossible; and even if you outengineer 
them and outproduce them, you still need the end user. So if the end 
user cannot buy from you, you have got no market. 

It is the old expression, “I got salt. The salesman was good, but I 
still got salt,” and I would have fenders if I ever attempted to go into 
it. 

That brings out, speaking of salt brings out, the last phase of it, 
turnover. 

This part of my presentation, Mr. Chairman, is merely a projection 
and by no means an accusation. Having been in the industry since 
I was 11 years of age, I could say that I have grown with it, lived by 
it, and started to enjoy the fruits of my efforts. The tree has just 
begun to bear fruit, and I will fight to protect my life’s investment. 

I have always been very conscious of stock turnover which is actually 
the lifeline of our business. National averages, throughout our indus- 
try, have historically indicated that a three-time stock turnover is 
essential to profit. Our company presently carries over 16,000 differ- 
ent stock numbers of items. These are procured from approximately 
175 different manufacturers. Considering 16,000 items alone, I do 
not have to remind you how complex and difficult it is to maintain a 
profitable three-time stock turnover. 

There is one thought that constantly runs through my mind—are 
all these yearly changes in our car models mecessiey | Or is this part 
of a master plan to prevent independent wholesalers from achieving 
the stock turnover they require for survival ? - 

Specifically, to service our customers and remain on a level with 
competition, my company, Just a week ago, had to add 82 stock numbers 
on exhaust system parts covering 1955 applications, while finding 
only 31 numbers no longer required because of “old age.” 

Year after year, repetition of this same pattern will actually force 
the average automotive wholesaler out of business. The wholesaler will 
lack either sufficient capital or physical storage space. Of late, every 
year, drastic changes in style, model, and engine specifications have 
occurred. As essential stock numbers increase, turnover quite naturally 
has a tendency to decrease. There exists a very good chance of making 
it physically impossible for most distributors to remain in the automo- 
tive service industry except the extremely large and well-financed 
corporations. 

Then again, large corporations cannot function properly or perform 
the service that is required in outlying communities. The smaller 
towns must, of necessity, be serviced by small independent whole- 
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sulers—yet the present pattern seems to almost completely eliminate 
them. 

Mr. McHven. Are you saying by that, Mr. Perreault, that the in- 
creasing number of model changes is multiplying the different items 
which you have to carry and, therefore, it is not possible to get your 
three-time turnover ? 

Mr. Perreatrr. No, because if I start off with 300 tail pipes in 1955, 
and I start increasing at the rate of 80 to a year, and returning 31 a 
year, over a period of 5 years I will have accumulated an additional 
250, in addition to my 300. If Lam just maintaining a three-time turn- 
over now, it will be physically impossible. 

We have, as a service industry—we definitely have—to carry suffi- 
cient stock, and demands on the wholesaler are in many cases greater 
than ona car dealer. 

Incidentally, the car dealers’ general plan is to cut. back thete ctack 
on either a 5- or a 7-vear basis. In other words, everything beyond 
1950, they cleared from their parts room. ‘That has vee a purccec, 
and that pattern I am almost sure continues. 

If it were allowed to continue, after that part becomes 5 or 7 years 
old, the car becomes 5 or 7 years old, people do not necessarily want 
to junk their cars so they have to rely on independent wholesalers 
such as ourselves carrying that slow-moving item to keep their car on 
the road. 

If 1 no longer have a place of business, they cannot. get that 10- 
year-old or 12-year-old part, and the cars will be headed for the grave- 
yard sooner than people would lke them to be. 

The main responsibility on older parts, believe me, gentlemen, falls 
with the independent manufacturers and wholesalers. 

Mr. McHveu. Well, is it necessary in this business for the inde- 
pendent wholesaler to stock this complete line of different parts? 
Couldn’t he just carry a portion of it and not be required to take on 
all of the parts that are part of the manufacturers’ line? 

Mr. PERREAULT. Well, the mechanics of doing business today, if it 
were not only from a competitive standpoint, we would actually still 
be forced to. 

We built up a relationship with our customers that. we can service 
them at all times, and it. is not the tvpe of business where I can say, “I 
will take the mufflers; Joe. you take the exhaust pipes, and someone 
else this.” 

I mean our business is not designed that way and could never be 
split up. We do have specialists, but it is never defined quite that 
broken down. 

To compete with our own competitors, In our own industry, we have 
to rely on having the merchandise on our shelves; and again, at the 
same time, we have to have the merchandise on our shelves to prevent 
our independent customers from going to the car dealer, because we 
do not want to start breaking him in going there as much as we possi- 
bly can. 

Frankly, he relies more, an independent relies more, on an independ- 
ent wholesaler than he does a car dealer, except. for captive items. 

Mr. McHueu. It 1s your feeling, then, that the increasing emphasis 
upon model changes necessitating a great variety of new parts which 
have to be stocked by the wholesaler is gradually causing this business 
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to be so expensive and requiring such big capital investment that only 
the very largest of wholesalers will be able to continue im it? 

Mr. Perreautt. The largest of wholesalers are the Big Three who 
are presently setting up warehouses all over the country. Overnight 
they could eliminate a lot of their functions, their inbetween mid- 
dlemen. But the economy of our country has always been built 
through wholesaling, even though quite often you may consider a 
wholesaler as that inbetween man increasing the cost of the retail 
price: but. a wholesaler performing his function is entitled to that 
price, and by performing it, the retailer will never object, providing 
the wholesaler performs the functions correctly. 

Senator Dirksen. Thank you, Mr. Perreault. 

Mr. Perreacztr. Thank you very kindly for your time. 

Mr. McHucu. Thank you very much. 

Mr. Haurrrnny. Mr. Chairman, those are all the witnesses Na- 
tional Standard Parts in the replacement industry has to offer, but 
we told the committee prior to this meeting that any other informa- 
tion we would be helpful in obtaining we would be glad to get for 
them. 

Senator Dirksen. We will be glad to submit it for the record. 

The hearing will resume tomorrow morning at 10 o’clock in this 
room, room 457, and there is a list of 5 or 6 witnesses for tomorrow. 

(Whereupon, at 4:30 p. m., the subcommittee recessed, to recon- 
vene at 10a. m., Tuesday, November 22, 1955.) 
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TUESDAY, NOVEMBER 22, 1955 


UNITED Sta‘res SENATE, 
SUBCOMMITTEE ON ANTITRUST AND MONOPOLY 
OF THE COMMITTEE ON THE J UDICIARY, 
Washington, D. C. 


The subcommittee met, pursuant to recess, at 10:20 a. m., in room 
457, Senate Office Building, Senator Joseph C. O’Mahoney presiding. 

Present: Senator 0” Mahoney. 

Also present: Joseph W. Burns, chief counsel; Donald P. McHugh, 
assistant counsel; Joseph A. Seeley, assistant counsel ; and Robert H. 
Amidon, legal staff member. 

Senator O'Manoney. Mr. McHugh, are you ready to proceed ? 

Mr. McHveu. Yes, Senator. 

Senator O’Manoney. Who is the first witness? 

Mr. McHueu. We have this morning three representatives of E. L. 
Schofield, Inc., a manufacturer of heaters in Rockford, Ill. Three 
repr esentatives of that company are here, Mr. E. L. Schofield, the 
president; Mr. C. F. Story, vice president; and Mr. W. W. Brown, 
sales representative. 

These three gentlemen would like permission to present their story 
together in the event that some problems come up that. one or the other 
cannot answer. 

Senator O’Manoney. Well, it is good to have it in triplicate. All 
right, Mr. McHugh. 


STATEMENT OF E. L. SCHOFIELD, PRESIDENT, E. L. SCHOFIELD, INC., 
ACCOMPANIED BY C. F. STORY, VICE PRESIDENT, AND W. W. 
BROWN, SALES REPRESENTATIVE 


Mr. McHven. Mr. Schofield, you have a prepared statement that 
you would hke to use? 

Mr. ScHOFIELD. Yes, sir. 

Mr. McHvcn. Will yon state very briefly the name of your com- 
pany, what business you are in, and something of your background ? 

Mr. SCHOFIELD. You mean from the text? 

Mr. McHvcu. If it is in your text, why don’t you just read it? 

Mr. Scnorretp. E. L. Schofield, Inc., is in the business of manufac- 
turing and selling automotive hot water heaters. One of our im- 
portant lines is custom heaters for Chevrolet passenger cars, orders 
for which are solicited from retail dealers throughout the "United 
States. 

Senator O"Manoney. Before you go further, Mr. Schofield, when 
was this company incorporated ? 
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Mr. ScHoriELp. The company was incorporated in 1945. 

Senator O’Manoney. 1945? 

Mr. ScHOoFIELD. Yes, sir. 

Senator O’Manoney. Where does it operate ? 

Mr. Scuorietp. Rockford, III. 

Senator O’Manoney. How large a plant does it have? 

Mr. Scuorretp. At present it employs between 50 and 60. 

Senator O’MaHonery. What State was it incorporated in ! 

Mr. Scuorietp. Delaware. 

Senator O’Manoney. It is a Delaware corporation operating in 
Ilhinois. 

Mr. ScuorteEvp. Illinois; yes, Senator. 

Senator O’Mauoney. Are you the president? 

Mr. ScHorFlEtp. Yes, sir. 

Senator O’Manoney. How long have you been president ? 

Mr. ScHorre.p. Since the inception. 

Senator O’Manoney. How large a company is it in the way of stock- 
holders and capital stock and the hke? 

Mr. Scuorretp. There are two stockholders. The authorized capi- 
tal is $100,000. 

Senator O’Manoney. A small company ? 

Mr. ScHOoFIELD. Small company. 

Senator O’Manoney. The water heater that you manufacture is 
what ? 

Mr. ScHortetp. Pardon, Senator? 

Senator O’Manoney. What is this hot water heater that you make? 

Mr. Scuorte.D. It is a hot water heater for passenger cars. I have 
covered it pretty much in the text of this report, if I may read on. 

Senator O’Manoney. Very well; all right. 

Mr. McHusen. Mr. Schofield, excuse me, at this point will you ex- 

lain for the subcommittee what you mean by a custom heater for 
hevrolet passenger cars ? 

Mr. Scuorrep. The term “custom” as applied to automotive acces- 
sories means a component that will install into a specific vehicle with- 
out any prime mechanical work such as drilling holes, cutting metal, or 
so forth. It is designed specifically to install in a certain vehicle. 

Senator O’Manoney. In other words, you are a tailor for Chevrolet. 

Mr. ScHorte.tp. The word “tailored” 1s good. They all apply par- 
ticularly to the art we are in. 

Late in 1954 we announced a new model heater designed for the 1955 
Chevrolet car and almost immediately began to receive orders for 
substantial quantities from established Chevrolet dealer accounts. 
tae after the first of the year, however, sales diminished dras- 
tically. 

Upon investigation it was found that General Motors zone and dis- 
trict managers in certain major metropolitan areas were refusing to 
pole orders for 1955 Chevrolet cars without factory-installed 

eaters. 

The situation soon became so bad that we found it necessary to lay 
off employees and to divert our efforts to other products and for other 
markets in order to keep our business alive. In the meantime our 
sales organization has dissipated simply because salesmen could not 
make a living due to General Motors’ practices. 
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Mr. McHveu. Mr. Schofield, will you explain for the subcommittee 
what type of a sales organization you had maintained up to this time? 

Mr. Scuorietp. We sell through manufacturers’ agents who handle 
our products, along with other related products in the automotive field. 
Selling independently, they only represent themselves, I would say. 
They are not our own men; they are manufacturers agents. 

Mr. McHvueu. You do not then distribute through a line of mnde- 
pendent wholesalers or jobbers ¢ 

Mr. ScHorFie.p. No, sir. 

Mr. McHucu. Now previous to this time you mentioned in 1954, 
had you been selling a custom-line heater to the Chevrolet division 
for Chevrolet cars? 

Mr. Scuorretp. We had sold a custom-built Chevrolet heater for 
the 1954 model which was sold through the calendar year 1954. Then, 
as our report states, late in 1954 we announced our 1955 model. 

Mr. McHucu. The first time that you sold the custom Chevrolet 
heater was in 1954? 

Mr. Scuortetp. In the strict sense of the word, yes, a custom heater 
for Chevrolet. Our first model was in 1954, a 1954 model. 

oe McHueu. Did you start selling in the beginning of that year 
1954 

Mr. Scuortetp. Early in 1954, yes; about February or along in 
there, right. 

Mr. McHucu. What success did your sales efforts meet at that time? 

Mr. Scuorietp. We had such good success at our level of opera- 
tion—I am speaking as a small manufacturer—and our sales accept- 
ance was so encouraging among Chevrolet dealers that we endeavored 
and did expand our selling program throughout the 1954 calendar 

ear. ' 
z This success was what prompted us to continue and to develop a 
heater for the 1955 car. 

Mr. McHuen. What were your total unit sales in 1954 of this cus- 
tom Chevrolet heater ? 

Mr. ScHoFIeELD. Between five and six thousand units. 

Mr. McHueu. Well, based upon the success of your sales in 1954, 
what were your projected plans for sales in 1955 ? 

Mr. ScHoFreLp. We projected a minimum quantity of Chevrolet 
heaters to run at 20,000, with anticipated sales based on our efforts 
upward of 50,000. When I say minimum, we had to have a minimum 
to aa our design and tooling program that we used for our 1955 
model. 


Mr. McHucu. When you were selling these heaters to Chevrolet 
dealers in 1954, at that time was the Chevrolet company installing the 
Chevrolet heater at the factory ? 

Mr. Scuortexp. In 1954 the Chevrolet division did not install any 
heaters in their dealer-delivered cars. I would say from a practical 
standpoint they delivered the cars 100 percent without heaters to the 
dealers in 1954. 

Mr. McHueu. For how long had that practice been in existence 
with the Chevrolet division ? 

Mr. Scuortetp. To the best of my knowledge, from the date of 
Chevrolet’s origin; they had never installed heaters in the car as a 
production policy up to and through 1954. 
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They, of course, installed them in demonstrators and show cars, nat- 
urally, for their own exhibiting, but for sales purposes they did not 
install heaters in cars through 1954. 

Senator O’Mauonry. What heaters did they install in their own 
cars for show purposes ? 

Mr. ScroFIELp. The heater which their own division manufactured 
and offered to the trade through the dealer. 

Senator O’Manoney. Well, I do not quite get the picture, Mr. Scho- 
field. If you say that the Chevrolet cars were delivered to the dealers 
100 percent without heaters, I do not understand why General Motors 
would be manufacturing a heater for the Chevrolet for show purposes 
alone. 

Mr. ScuHorietp. The heater was and has always been treated as an 
elective option, as it is termed in the trade. The customer has the 
right to order or not order a car with a heater, and, therefore, the car 
is priced and offered without a heater; and General Motors offers an 
accessory in the form of a heater, the same as a radio or fog lights, 
spotlight, what have you, as an accessory. 

Mr. McHvueu. Is there a heater that is made by General Motors 


Corp.? 

Mr. SCHOFIELD. Yes, sir. 

Mr. McHvueu. What division? , 

Mr. ScuorrEp. It is the Harrison division of General Motors. 

Mr. McHvueu. Previous to this time, the General Motors Corp. was 
not installing this Harrison radiator which was made by a division 
of General Motors at the factory % 

Senator O’Mauoney. It is a heater, not a radiator. 

Mr. Scuorre.p. Yes. 

Senator O’Manoney. The cars that were shipped by the division 
to Chevrolet dealers over the country were sent without heaters because 
the offer was made to purchasers, and the decision was left with them, 
whether they would take a heater or not ? 

Mr. ScHorFiEecp. That is right. 

Senator O’Manoney. Therefore, the dealer was free at that time to 
buy your heater ? 

Mr. Scuorrxp. Right. 

Senator O’Manoney. You had no contract or understanding with 
Genera] Motors for the sale of your heater ? 

Mr. ScHoFrELD. No, sir. 

Senator O’Manoney. Your sales were with the dealers? 

Mr. Scuorienp. Right. 

Senator O’Manoney. And you stepped into this field at the time 
your company was organized because at that time it had been the 
practice for the Chevrolet division to ship their cars without heaters? 

Mr. Scnorretp. That is right. 

Senator O’Manoney. All right; proceed. 

Mr. McHuen. In 1954, at this time you were first making access into 
this market, was there a shortage of heaters? 

Mr. ScHoFIELD. No, sir. 

Mr. McHueu. Heaters were available? 

Mr. Scuorievp. That was our big selling block we had, that appar- 
ently General Motors—I have to choose my words carefully here— 
General Motors saw to it that the dealer had at least 90 days’ supply 
of heaters on hand in advance of his anticipated car sales. 
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So when we first entered the direct dealer selling program, we were 
always walked out into the parts department and shown a big room 
full of heaters in anticipation of cars which they would order later on. 

We accepted that as a natural challenge and had no argument 
against that. That explains a rather slow start in the field in 1954 
because they had to work off their 90-day inventory before they could 
take our heaters. , 

Mr. McHueu. Mr. Schofield, what would be one of your principal 
sales arguments in attempting to get the General Motors car dealers 
to buy your heaters when they had stocks of General Motors heaters 
available? 

Mr. Scuorteip. The same thing that affects every individual in his 
everyday walk of life, his saving money. 

Mr. McHven. Will youexplain what the difference in price between 
your heater and the General Motors heater was. 

Mr. Scuortetp. The difference in price isa little dificult to pin down 
to the actual last dollar and cent because of the way in which they 
list their accessories, but I would say it runs between a bracket of a 
low of $17 to a high of $20 savings. We have difficulty getting figures 
from dealers as to just what their actual savings are. 

Senator O’Manoney. Well, was your heater priced cheaper than the 
Harrison heater ? 

Mr. ScHoFIELD. Yes. 

Senator O’MauoneEy. How much cheaper? 

Mr. ScuHorieLp. Their heater price to the dealer was around $46 in 
round figures, and our price was around $30 in round figures at 
that time. | 

Senator O’ManHoney. So what you offered the Chevrolet dealer was 
a cheaper heater 

Mr. ScHorietpb. In price; yes. 

Senator O’Manonry. In price. I knew what you were going to say. 

Mr. ScHoriELp. I did not mean to be presumptuous, Senator. 

Senator O’Manonry. Not at all; that is perfectly all right. We are 
just gathered around the table to try to get the facts, Mr. Schofield. 

Mr. Scnorrecp. I might say that while we have a little humorous 
vein here, it is not out of order that sometimes policies take paths that 
are not intended. 

During one of my sales trips into the good southern part of our 
country last February I was in a city in Georgia, namely, Metter, Ga. 
I was giving my sales, we might say, pitch to a Chevrolet dealer. 

Senator O'Manonry. That isa good word. 

Mr. ScuHorretp. And he informed me of a rather interesting incident 
which he had just experienced that previous week. With no reference 
to various religious faiths nor will I mention the faith because it 
might be misconstrued, although I respect them highly, he had a good 
customer who felt that she should not have a car with a heater because 
it was a luxury of life that the saint of her faith should not have. I 
might say parenthetically I think the climate had something to do with 
her convictions, but nevertheless she chose a car without a heater. 

This dealer found it. impossible to secure a car without a heater from 
the General Motors Corp. Therefore, in order not to trespass upon the 
four freedoms which we uphold so staunchly in our great country, it 
was necessary for him to attempt to remove the heater from the 
Chevrolet car so as not to interfere with her religious convictions. 
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I do not question the subject corporation for trying to interfere with 
religious freedom, but it shows how ridiculous sometimes a policy 
can me. 

Senator O’Manoney. Well, really the story puzzles me now more 
thanever. Ifthe dealer found it difficult to remove the General Motors 
heater from the car, how do you explain your statement that Chevrolet 
cars were delivered to dealers without heaters ? 

Mr. ScHortEtp. I explained that very thoroughly in this text here. 
I can go back to it now or I can come to it if you want me to. 

Senator O’Manoney. Well, this was not one of those cars ? 

Mr. ScHorreLpb. This was a 1955 car; I am speaking of 

Senator O’Manoney. Oh, I see now. : 

Mr. McHucu. Will you explain for the Senator what change took 
place in the General Motors policy with reference to the installation 
of heaters at the factory ? 

Mr. Scuorterp. In 1954, in the fall of 1954, which was the announce- 
ment of the 1955 model, in October, a Chevrolet dealer showed to me an 
announcement from General Motors that through January all cars 
would have factory-installed heaters; after January the cars would be 
available without heaters. That did not materialize in a large portion 
of the United States. The policy continued that they installed the 
heaters inthe cars. Is that what you wanted ? 

Mr. McHuen. Yes. 

, This policy, you say, continued all through 1955? 

Mr. ScHortetp. In the majority of the United States, right. ‘There 
were areas where it was possible to secure cars without heaters. 

I would like to, if I may, continue with this; I think I will bring 
out some of the things we are discussing here. 

Mr. McHucu. Go ahead, Mr. Schofield. 

Mr. Scuorie.p. So that the committee will understand the situa- 
tion, we want now to describe and compare the General Motors Chev- 
rolet heater with the heater for Chevrolet cars which we manufacture. 
We have prepared several pictorial sheets to illustrate basic facts about 
heater construction and installation. 

A hot-water heater, as it relates to a passenger car, has no func- 
tional relationship to the car engine, chassis, or car body. Its prime 
function is that of passenger comfort, and for safety by providing 
defrosting for the car windshield. The heater uses hot water from 
the car engine and it has been established by many years of use that 
this has no adverse effect on the car-engine operation. 

We state this simple but basically important fact to establish at 
the outset that the use of a Schofield heater in a car or truck, regard- 
less of the make of the car or truck, has no adverse effect on the vehicle 
operation nor does it affect the customer as far as car warranty is 
concerned. 

If this fact is denied by General Motors, then it is inconsistent be- 
cause it does not apply that reasoning in connection with its truck 
heaters. Practically all trucks are delivered by General Motors to 
its dealers without factory-installed heaters. Any argument that 
heaters should be factory-installed in passenger cars must, in fairness, 
appy also to trucks. 

he simple fact is, in our opinion, that General Motors knows it can 
force factory-installed heaters in the sale of passenger cars to dealers, 
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whereas, for competitive reasons, it cannot insist on factory-installed 
heaters in trucks. ; 

Schofield has designed a heater that provides the maximum in com- 
fort and safety. By using only the best components, it gives assur- 
ance of satisfactory performance. This has been accomplished within 
the limits set up by the car manufacturer in the space and installation 
room provided for a car heater. | 

To protect the dealer, fleet operator, and individual customer, 
Schofield has made all basic components interchangeable dimensional- 
ly with General Motors heater parts, so that a dealer can use Schofield 
Pade in a General Motors heater and, conversely, so that General 

otors parts can be used in a Schofield heater, thereby rendering a 
service to its customers. 

Mr. McHuceu. Mr. Schofield, do you obtain some of the parts you 
use in your heaters from the same sources from which General Motors 
obtains theirs ? 

Mr. ScHorIELp. We believe that is correct, depending on conditions; 
they undoubtedly change their sources from time to time, so they buy 
at times from several of the sources we do. | 

We believe the following pictorial pages show how Schofield has 
developed its heater to meet its trade requirements. 

Schofield uses standard automotive-type heater motors. We buy 
our motors from the same motor manufacturers that supply other 
heater manufacturers for the industry. Electrical characteristics and 
hour-life factor are the same as, or better than, motors used in com- 
petitive makes of heaters. 

In the matter of blowers, we use a standard Torrington blower wheel 
the same as other heater manufacturers; and we believe this blower 
is the best available for cars and trucks. 

The cores used in Schofield fresh-air heaters are made to the highest 
standards. Cores are all-copper, seamless water tubes; construction 
is of the accepted cellular type; Schofield cores are tested at 30 pounds 
pressure per inch, and we know of no automotive heater cores which 
are more carefully made. 

Schofield heaters use a positive direct-action type waterflow valve. 
This valve is practically trouble free and is the most dependable valve 
we have tested. Control is quick and positive, and is easily operated 
by the driver. 

The heater control switch used on Schofield heaters is made by the 
same firm that supplies switches for car heaters to several car and 
heater manufacturers. 

I would like to digress here for a moment because since this report 
was prepared, I made an Eastern swing around the country on busi- 
ness, and last Wednesday I was in Boston, Mass. 

I contacted a switch manufacturer from whom we have been pur- 
chasing switches since 1948. I contacted the gentleman regarding the 
manufacture of a new switch for us for our 1956 heater. | 
~ Mr. McHvueu. What is the name of this switch manufacturer ? 

Mr. Scuortep. It is the Aetna Motor products firm. 

Mr. McHucu. Where are they located ? 

Mr. ScHorim.p. Boston, on Freeport Street. 

Mr. McHueu. You had been purchasing switches from this com- 
pany for several years? 

r. SCHOFIELD. Since 1948. 
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I contacted their Mr. Brandt in the sales department, telling him 
I was in Boston and I would like to discuss a new switch for our 1956 
heater. 

He supplied me with information which temporarily, shall we say, 
rocked me. 

Mr. McHveu. Excuse me, is this a switch for any particular type of 
heater that you were making? 

Mr. ScnoFteLp. It was going to be for the 1956 heater we were build- 
ing for Chevrolet cars. 

Mr. Brandt said to me, “Mr. Schofield, Iam sorry we cannot supply 
you with switches for your heaters.” 

I said, “I don’t quite understand you.” I said, “We are talking 
about a switch for our particular product. We want to get a quota- 
tion from you on tooling and unit price.” 

He said, “I would like to do it for you, but we have been informed 
by the purchasing department of General Motors Corp. that if we 
supply switches to any other heater manufacturer, they will cancel 
their business with us.” 

I said, “Does this involve around a patent ?” 

He said, “No, there is no patent involved whatsoever; there is 
ie mechanical novelty in the switch. It is a switch of our own basic 

esign. 

I said, “Why then can’t you continue to supply us?” 

He said, “I wish we could, but we have to eat, and you must admit 
that their business is much more important to us than your business.” 

Mr. McHteu. Did he state the name of the person in the General 
Motors purchasing office who had told him this? 

Mr. ScuoFieE.p. He did not disclose it. He said it was the assistant 
purchasing agent, and he would not disclose his name. 

Mr. McHucu. Was that the assistant purchasing agent in the Chev- 
rolet division ? 

Mr. ScHorie.p. In the Harrison division, I would assume. 

I might say we were shocked, as a small firm. We have enjoyed 
a nice relationship with this suppher for a number of years. I think 
it is not American to do such things, but the small manufacturer is 
constantly facing that situation as the noose tightens and tightens 
upon him by the pressure of power of large manufacturers. 

Mr. McHvaun. Mr. Schofield, did the General Motors Corp. own 
the ae or the tools that the Ketna Co. used in the manufacture of this 
switch ¢ 

Mr. Scnorietp. I presume they own the dies and the tools for the 
switch they bought from Aetna, but we were asking for a new switch 
made off of tools which we would pay for to perform a similar func- 
tion, which is simply turning on and off an electric motor. 

Mr. McHtcn. Did you own the dies for the switch they were 
making for you? 

Mr. Scuorterp. Well, they refused to quote on it. In other 
words—— 

Mr. McHvcu. No, I mean previously. 

Mr. Scnorietp. No, before then we were buying what is termed a 
stock switch, a catalog number. 

Mr. McHteu. Why do you presume General Motors owned the dies 
for the new switch? 


| 
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Mr. ScuorieLp. That is standard practice in the trade. When 
you have a special switch made, you pay at least a partial tooling cost 
of the special component. 

Senator O’Manoney. Did you ever do that? 

Mr. Scuoriewp. Yes, sir. 

Mr. McHueun. Did you offer to pay for the tools and the dies that 
would be used in the manufacture of this switch for you? 

Mr. Scnorteip. Yes, sir. That is our—we follow that, of course, 
because we have to secure products, and we pay for tooling. 

Mr. McHucu. Did the General Motors Corp. in its catalog adver- 
tising represent that this switch that was made for them by Aetna was 
a particular General Motors designed switch ? 

Mr. Scnorretp. There is no reference to the switch in their adver- 
tising because it is such a minor part of the product that there would 
be no mention of the switch as such. That is why we are so surprised 
that there would be such a policy on such an insignificant part. I 
think it is a forerunner of what they would do if they could control 
everything. 

Mr. McHueu. Do you want to continue? 

Mr. ScHOFIELD. Yes. 

In relation to the water hose, for instance, which is the only rela- 
tionship between the car engine and the heater, Schofield heaters use 
the same sources of supply that are used by General Motors and all 
other manufacturers of their heater hose. Our hose is standard 
automotive quality heater hose, and the water hose clamps also are 
' standard quality. 

I, with all due fairness, will have to state that we are buying our 
water hose clamps from a General Motors division at present, so i will 
give them credit in that respect. 

Electrical wires, terminals, and control cables are all secured from 
identical sources that supply the industry. AJlI Schofield heater com- 
ponents are standard quality secured from industry-recognized sources 
of supply. 

This sheet simply establishes that our heater is not a compromise 
product, and we are justly proud of our merchandise. 

In regard to construction, the question may be asked how we, a 
small concern, can compete with General Motors, a large firm. 

We ask no quarter as far as size is concerned. General Motors 
designed their components for large volume production. 

The illustration shows how they make their heater case out of deep — 
drawn cases, require comparatively expensive tooling, which is proper 
as far as their production requirements are concerned. 

In the lower half of this sheet we show how we build a similar 
case. It is made up of a relatively large group of parts; they are 
all of simple manufacture, and require low tooling costs. The net 
result is the same. We get a tin box that holds the components; 
but this sheet is presented on how we can be in the field and serve 
the trade with a product in small production. 

On the next sheet we simply show, without going into any detail, 
that the connection between the heater itself and the car engine is in 
the same general manner as for a General Motors or any other heater 
which would be installed in the Chevrolet car. 
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We simply show this to show there is no effect on the performance 
of the car or the engine by use of a Schofield heater. 

Now we come to an important sheet in the report. I would like to 
have this to be given careful consideration because it is quite 1m- 

ortant. It is headed “Defrosters.” ‘These are the things that de- 
iver the hot air from the heater to the windshield. 

Either by intent or oversight, Chevrolet engineers developed a 
defrost system for the wraparound windshield that was practically 
impossible for the dealers to install in their 1955 cars. 

his was the first time such a design approach was taken, and it was 
not consistent with the offering of car arene as an elective option, 
as it almost precluded the heater installation by the dealer if he used 
General Motors heaters. 

This is the only reason why it was impractical for dealers to install 
heaters 1n the 1955 Chevrolet cars. 

In all other aspects, the 1955 General Motors heater installed just 
as easily as in previous years when the dealer installed all heaters. 

Chevrolet has corrected this condition in their 1956 heater-defrost. 

When Schofield engineers saw that it was not only impractical but 
expensive laborwise to install the 1955 Chevrolet heater-defrost, we de- 
veloped a novel snap-in defrost design which completely eliminated 
the trouble. This design gave the same four-point defrost layout as 
used on the General Motors heater and was quick and easy to install. 

Mr. McHuveu. Mr. Schofield, what is there about this 1955 type of 


defrost that would make it difficult or impossible for the dealer to 


install ? 

Mr. ScHortetp. This defrost manifold, being practically the whole 
width of the windshield, is some 4 feet in length, and in order to install 
after a car is delivered it is necessary either to drop the steering gear 
or remove the instrument panel from the car, which, of course, involves 
excessive labor, with possible damage or scratching to the new-car com- 
ponents. 

Mr. McHveu. This would make it virtually necessary that this type 
of product then be installed at the factory ? 

Mr. ScHorieLp. Correct. The reason I say it was either by intent or 
oversight I do not believe—it is presumptuous to say that possibly Gen- 
eral Motors could make a mistake. They lacked about a half to three- 
quarters of an inch of enough clearance to install the unit. It looked 
like they intended to go in, but they did not quite make it. 

Another half to three-quarters of an inch, and they would have had 
enough clearance to install the unit after the body was on the chassis. 
But I do not want to go on record as saying that I would ever question 
the foresight or knowledge of a General Motors engineer in any re- 
spect. So I would be willing to say it was by intent, because to say it 
was oversight would question their ability and judgment. 

The next sheet simply shows, documents, the fact that the Chevrolet 
division in 1955 classified the heater as an accessory. They price it as 
an accessory, along with some 40 or 50 other items that were available 
through the car dealer at the option of the customer or dealer to select. 
There is no need to dwell further on that. 

The next sheet is simply a copy from the Automotive Daily News, 
which shows that car dealers made it a policy of pricing the car with- 
ae a heater. This is important because it involves a Government 
ruling. 
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Senator O’Manoney. What Government ruling? 

Mr. Scuorietp. Could you give me that verbatim, Mr. Story? It 
is inthereport here. Please. It is on the sheet here; it is the Clayton 
Act (15 U.S. C. 14)—it is the Federal Trade Commission, then, a 
cease-and-desist order which was ordered in 1942; I was wrong on that. 

Senator O’Manoney. Issued against what practice ? 

Mr. ScuHorretp. Pardon ? 

Senator O’Manoney. Against what practice was it issued ? 

Mr. ScHorre.p. Against the practice of forcing dealers to take acces- 
sories against the order or wish of the customer or dealer. 

In other words, this ruling, this cease-and-desist ruling, has the 
5 points outlined on page 8, if you will turn over, Senator, to page 8. 

r. McHueu. I believe, Senator, Mr. Schofield is making reference 
to the Federal Trade Commission order in the case that Mr. Mac- 
Donald of the Commisison described. 

Senator O’Manoney. I assumed that was the case, but I wanted to 
see whether that was his understanding. 

Mr. ScHoFTEeLp. Yes. 

Senator O’Mauoney. So that the record would be clear. You have 
on one of your exhibit pages here what appears to be a price infor- 
mation circular or catalog issued for 1955 Chevrolet cars. 

Mr. ScHorrexp. Right. 

Senator O’Manoney. This is entitled, by whoever prepared the ex- 
hibit, “Heater Classified as an Accessory.” 

So your point is that when the 1955 Chevrolet was advertised in the 
dealers’ price book, the heater was specifically set forth in the price 
book as a passenger-car accessory ; is that right ? 

Mr. ScHoFIELD. Yes, sir. 

Senator O’Manoney. Did that mean the purchaser had the option 
of taking the heater or not ? 

Mr. ScHoFIELp. Yes. 

Senator O’Manoney. Do you also want the committee to under- 
stand that the cease-and-desist order of the Federal Trade Commis- 
sion required General Motors to abandon the practice of requiring 
dealers to take cars with General Motors heaters? 

Mr. ScHorFre.p. Yes, sir. 

Senator O’Manoney. It was under that state of facts that a Fed- 
eral Trade Commisison order had been issued that you built your 
business of selling accessors, heaters as accessories, to Chevrolet 
dealers? 

Mr. ScHorretp. That is right. 

Senator O’Manoneyr. And although the price in the book for 1955 
Chevrolet advertised heaters as accessories, as a matter of fact, they 
were not accessories; they were installed, is that right ? 

Mr. ScHortetp. Right. 

Senator O’Manoney. When acar came from the factory ? 

Mr. ScHorte.p. Right. 

Senator O’Manonery. Thank you. 

Mr. Scuortre.p. Yes, sir. For what importance it has, we have cut 
some ads out of newspapers and advertising brochures of General 
ees Co. in which they illustrate both cars and trucks without 

eaters. 
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Senator O’Manonry. Well, that is just illustrating the point that 
you made previously ? 

Mr. Scnortetp. That is right. 

Senator O’Matoney. In response to my question ? 

Mr. Scnortetp. That is all. I am just using that to illustrate—— 

Senator O’Manonry. I think you ean skip those. 

Mr. ScHOFIELD. Yes. 

On page 8, I say that our sales—— 

Senator O’Manonry. We will have them placed in the committee 
files. 

(The pages referred to will be found in the committee files. ) 

Mr. Scuorretp. Our sales by March 1955, had deteriorated to the 
point where the situation was discussed with legal counsel who advised 
us that the practice of forcing the sale of heaters (listed by General 
Motors as optional equipment) as we alleged, if true, would consti- 
tute a violation on the part of General Motors, of section 3 of the 
Clayton Act (15 U.S. C. 14). 

Mr. McHvcn. Mr. Schofield, I wonder if you could tell us to what 
extent these sales of custom Chevrolet heaters had deteriorated by 
March of 1955. 

Mr. ScHoFreLD. By March of 1955, they had about reached the zero 
level. Westarted out good on our advance announcement to the trade, 
to receive advance orders, and everything was encouraging. But, as 
our report will bring out, we received cancellations and requests to 
cancel, refusal of shipments from the first of the year on to where we 
found it necessary to take some action by March, and we engaged legal 
counsel to discuss the matter with General Motors. 

Mr. McHvucu. By March of 1955, were you getting any orders from 
Chevrolet dealers for your type of heater? 

Mr. Scnorrenp. Mr. Story, you are more familiar with the actual 

icture. 

Mr. Story. Well, I do not recall the day-by-day situation there, 
but. if there was any business at all, it was such a dribble that it would 
really not be significant. 

Mr. McHueu. Do you want to continue, Mr. Schofield ? 

Mr. Scnorretp. We were further informed, by legal counsel, that in 
1937 General Motors was charged by the Federal Trade Commission 
with just such practices and that a cease-and-desist order was issued 
in 1942, following some 5 years of investigation and involving approxi- 
mately 30,000 pages of testimony. General Motors undertook to have 
the order set aside by appealing to the circuit court of appeals. How- 
ever, with minor modifications, the order was sustained. As modified, 
the order specifically prohibits General Motors from: 

1. Requiring automobile dealers, through intimidation or coercion, 
to purchase and deal in accessories sold by General Motors; 

2. Canceling, or by implication threatening to cancel, dealer fran- 
chmises for failure to so purchase or deal in General Motors acces- 
SOTIES § | 

3. Canceling, or threatening to cancel, franchises of dealers using 
accessories not designated by General Motors; 

4. Shipping unordered accessories and supplies to dealers and 
threatening cancellation of franchises for failure or refusal to accept 
unordered accessories ; 
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5. Refusal, or threatening refusal, to deliver automobiles for failure 
or refusal of dealers to purchase or deal in General Motors accessories. 

Our attorneys prepared an abstract of reports furnished us by our 
salesmen in which names and locations were omitted because they had 
been given us in confidence. This abstract was submitted to L. H. 
Bridenstine, General Motors, general counsel's office, at the time of a 
personal conference March 24. 

Senator O’Manonrty. What year? 

Mr. SCHOFIELD. 1955. 

Senator O’Manoney. Thank you. 

Mr. Scnorietp. Sections of this report covering dealers in a num- 
ber of States are herewith presented to the committee. In the interest 
of brevity we are leaving out portions of this abstract concerning 
dealers in the Chicago area, as W. W. Brown, a member of our Chicago 
sales agency, will report on some of his experiences in that territory. 

The report informed General Motors that prior to January 1 of this 
year, E. L. Schofield. Inc., had manufactured, sold, and distributed 
a number of automobile heaters for installation in the 1955 Chevrolet 
models. Commencing in January of 1955, a number of dealers re- 
¢urned to our factory heaters they had purchased for sale and installa- 
tion in the 1955 Chevrolets. Immediately inquiries were made to 
determine why these heaters were being returned. Inquiries were 
also made as to the extremely sharp drop in sales. Among the replies 
received are the following excerpts from correspondence. 

I would like to pause here for a moment and say that we respect the 
confidence of our customers. It costs money to develop sales outlets. 
We enjoy a good relationship with our customers, and they have been 
most free in telling us honestly why they could not take our heaters. 
We feel honorbound not to disclose names, although we have fullly 
documented reports on each case. 

Senator O’Manonery. May I suggest that in the interest of saving 
time, we will put all of these reports from your salesmen in the record 
so that you can skip to page 13. 

However, let me give you an opportunity to state in general what 
these reports contain. I have been reading them over as we have 
been going along, and I note that vour salesmen, as these quotations 
show, are telling you in every instance that the heater, your heater, 
cannot be sold. 

Mr. Scuorietp. I concur with your request for brevity, so I will 
just dwell on the human drama a little bit, if I may. 

Senator O’Maironry. Well, answer my question. Have I not sum- 
marized it ? | 

Mr. Scuorteip. Yes. 

Senator O’Manoney. All right. 

(The reports referred to follow :) 

“In February we sent 25 heaters to , a dealer in Our heater 
was very well received by these people and all indications were that there would 
be more orders forthcoming. 

“However, due to the existing new General Motors policy to Chevrolet dealers 
that no car will be shipped without a heater, these gentlemen still have on hand 
the original 25 heaters we shipped them in February. Every indication points 
to the one fact that they are unable to get cars without heaters from their zone 
manager.” 

From the same representative we find stated: 
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“There is a condition existing out on the field which I think should be brought 
to your attention. In my contact with the Chevrolet dealers in , I have 
met with considerable resistance from the dealer to purchase our heaters. 

“In ; had ordered 75 automobiles for the month of January, 22 of 
which were ordered without heaters. , the manager of , told me, 
when I stopped to inquire about his ordering some heaters, that the entire order 
was sent back to him by the zone manager; and he was told that he would have 
to change the order to 75 cars to be shipped with heaters in them and that the 
entire order would be refused if ordered any other way.” 

In regard to another dealer the same salesman writes: 

“TI have just come from seeing the dealer in After presenting myself 
and showing Mr. our heater, he was very much impressed with the product 
but refused to order heaters from me because he said it was impossible for him 
as a small dealer to receive cars, or expect to receive cars, without heaters in 
them from the factory. 

“This same dealer in the year 1954 bought several heaters other than those 
made by General Motors and he expressed the opinion that he would like to 
continue buying heaters from a firm like ours, but that there was no chance 
under the present setup. 

“It appears to me that General Motors has in the last 30 days adopted a policy 
which is going to make our job of selling heaters extremely difficult. This was 
not indicated to me when I was out on the field in early December and through 
early January.” 

The following is contained in another sales report made at this time: 

“I am submitting to you a report concerning the area . AsT indicated 
to you earlier in the year and from our sales in this area in 1954, I expected to 
have an exceptionally good showing for our 1955 heater in this area. 
































“T call on an old account, , and presented our new program to them. All 
indications were that our sales would definitely be larger in 1955 than they were 
in 1954 in the area. 





“As of 13 days ago when I was last in the situation has reversed to the 
point where the dealer, , expressed an opinion that it would be very diffi- 
cult to get any cars without heaters from the factory. They told me that their 
new zone manager had told them that no cars would be moving out of his zone 
without heaters from the factory. They told me that such was the present situa- 
tion and that if anything developed in the future they would let me know. 

“From I went to a small dealer in and approached him on the 
possibility of using our heater. He has been a dealer for General Motors for 
30 some years and probably moves only 200 Cars a year or 80. 

“As I was talking to this gentleman, he told me that he had virtually no control 
over the accessories which were installed on a car in the factory and that if he 
were to try to install our heater in his cars he was afraid that General Motors 
would relinquish his franchise.” 

From still another State comes the following report: 

“I have recently completed a swing through the State of As you 
know from my last sales report for the State of the outlook was very 
good for sales for our new 1955 heater. Since completing this trip, present indi- 
cations are that selling to the dealer in has become as difficult as selling 
to the dealer in 

“To cite you one instance, was very enthusiastic about our heater when 
I contacted him in early January. AsI stayed in for 3 days, asked 
me to call him back after he had been to a dealers meeting in . He had 
just told me that an order for 23 cars without heaters had been refused by 
their zone manager and that he had been forced to take recirculating heaters in 
those cars. The automobiles in question were going to an account in the 
‘southern part of the United States and no heaters were necessary for that sec- 
tion of the country; yet, he was forced to take those Chevrolets with the re 
circulating heaters on them. 

“After my first contact with , he indicated that a change in policy might 
be possible and he would let me know after this meeting with the dealers. When 
I called back at his request, he was very much upset and told me that it 
was very doubtful if he would be able to get any cars without heaters in the 
future.” 

From still another salesman comes this report of March 10: 

- , a very large Chevrolet dealer in this area, has advised us that ht 
would like to subscribe to our program, but until such time that he feels tha! 
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purchasing our heater will not jeopardize their position with Chevrolet, they 
will not go along with us. 

“You might like to know that this is the type of account that is very inde- 
pendent and do their own thinking. However, upon checking around with dis- 
trict men, etc., they decided it would be best for the present that they toe every 
inch of the line. 

“This is too bad because we wanted 
ers in the area. 

“As you can observe by the drought of orders from , this situation is 
going to prevail until such time that the thinking in this district is relaxed with 
respect to preinstallation of heaters in Chevrolet automobiles.” 

And from another State comes this report: 

“Referring to your question as to the reason for the complete state of inactivity 
in our No. 1 territory or the area, permit me to state that the recent 
refusal of the various dealers in that area to subscribe to our program is and has 
not been for the reason that our arrangement is not satisfactory and profitable 
to them. The main obstacle seems to be the dealers’ fear of the zone 
district manager’s opinion of their efforts to secure their heater requirements 
from a source other than the Chevrolet division of General Motors. 

“IT believe that a perfect example of this feeling prevails in the case of j 
This firm was one of the first dealers in the area to order our No. 675 heat- 
ers. Upon receipt of these units, called in to his district head and ordered 
100 automobiles without heaters. He was then asked why he wanted the cars 
without heaters. He proceeded to advise them that he was going to use another 
heater other than the one that the Chevrolet division provides. He was very 
forthrightedly informed that he would have to accept that order for 100 cars with 
the heaters with or installed in them from the factory. He was further advised 
to the effect that only on very special orders, such as a buyer going to Florida 
or some other warm climate after the car purchase, would they accept such 
orders minus the heaters equipped in the automobiles. In other words, the 
policy in the area has and still is to make their dealers swallow everything 
that they can Jam down the respective throats of their various dealers in that 
area. 

“Of course you realize that where the larger dealers are forced to absorb that 
kind of pressure, it is only natural that the smaller Chevrolet outlets even fear 
the procedure to a greater extent. As a matter of fact we have encountered 
situations where smaller dealers could not wait for our salesmen to get out of 
their establishments.” 

On March 7 the following was reported from yet another State: 

“The reason that refused to accept the 50 No. 675 heaters is because 
when they originally purchased them they were under the impression that they 
could order their autos through with and without the equipment they desired. 
However, subsequently they were advised that the 1955 Chevrolet production 
procedure included the insertion of a heater in every car. And that on only 
special requests could they receive their cars without heaters. 

“Of course you realize that this is nothing new. Generally, all the fellows 
that have intended to go along with us have had their wits scared out of them 
by the order takers representing some phase of the Chevrolet Motors operation.” 

And another report: 

“The writer returned last week from a trip through the territory. The 
results of this visit convinced me that we vastly underestimated the powers that 
be in the world of Chevrolet dealers. Permit me to state that it was somewhat 
discouraging to see those dealers that were looking forward to the E. L. Scho- 
field program do a complete about-face and advise our salesmen to the 
effect that while the situation is very competitive, they are still very appreciative 
of their dealerships, and for the present at least, they are afraid of even buying 
one heater from an outside source. 

“ , as you know, our organization is highly dependent upon volume from 
the area. Any relaxation of the flow of volume or anticipated volume 
from this area, makes our position quite grave to say the least. It is absolutely 
imperative that we maintain a constant volume from that territory. However, 
unless the dealers in that area are given a free hand to operate their enterprises 
as they see fit, there is no reason for the writer to maintain the expensive sales 
force that we have employed there at the present. 

“The reaction to General Motors pressure tactics in has been of a defi- 
nite fear campaign to pressurize all car outlets in that city to subscribe to the 
entire Chevrolet accessories program to the fullest degree. 


to lead the way for the other deal- 
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very shortly, it will be necessary 
The situation there 





“Unless this situation clears itself up in 
for us to have someone from come down to 
has reached ridiculous proportions.” 

A further report: 

“Upon thoroughly reviewing the entire matter, the writer has decided that 
if the situation with Chevrolet dealers does not break within the next 30 days, 
it will be impossible for us to continue our efforts in the capacity that we have 
during the past 4 months. It will be absolutely necessary for the writer to 
pare down on his sales staff in order to make his operation economically 
feasible for the present time. 

“While we realize that this action will weaken our ability to secure the proper 
volume that should be realized from our territory, I nevertheless, cannot con- 
tinue to pay men to go and fight the General Motors Corp., especially when their 
Chevrolet division stacks the cards as they have recently.” 

Shortly after the first of the year a dealer in one State wrote: 

“Our district manager raised so much hell and I mean hell, that I 
had nothing else to do but ship them back. They install heaters as you know, 
so he told me to get four cars from you without heaters. So, knowing you 
couldn’t give ine the cars I had to ship them back. Sorry, but the factory really 
gave nie the business, and I’m in no position to feud with them over $40 that 
I could save on the heaters. Wish that I could figure out how to get cars from 
my district manager without heaters—use yours—make another $10 and keep 
everyone happy.” 

On March 5 our salesman in the same State wrote us as follows: 

“The following six Chevrolet dealers told (our representative) that they had 
trouble getting cars without heaters and they were afraid that they would prob- 
ably not be able to buy heaters from us for that reason.” 

Mr. Scnorretp. These reports, although they are cold type on a 
muineograph machine, they represent human drama, hardship, hard 
work, loss of income, in many cases hardship, if men have no other 
income except sales through their own effort, and if we can just visu- 
alize these incidents this morning not as a conflict between ideologies 
of one firm and another, but the fact that free enterprise in this coun- 
try is becoming increasingly more difficult. to practice—we ask no 
quarter from anybody. We accept the challenge to present our 
merchandise on its merits. 

Senator O’Manonry. I suggest that you amend that statement and 
say that you ask no quarter from anybody in your class, your same 
size. You would not want a featherweight to fight Marciano, would 
you? a8 

Mr. ScuoFIrELp. No. 

I would like to go on record though, 1f I may, saying that I have 
no conflict with bigness as such. I respect bigness. I think bigness 
has a place in our economy and life. 

Senator O’Manoney. Let. me ask you 1 or 2 other questions. 

Mr. ScuoFIELD. Yes, sir. 

Senator O’Manonry. What area have you served, generally 
speaking ¢ 

Mr. Scuorretp. We endeavor to serve Jarge metropolitan areas 
such as Chicago, Philadelphia, Baltimore, the New York area; shall 
we say the Dallas area, the California Bay area, those areas where we 
could deal with large dealers. 

Senator O’Manoney. Your business carried you into the principal 
cities of the country ? 

Mr. ScHorretp. Right. 

Senator O’Manonery. From coast to coast ? 

Mr. Scuorretp. Right; correct. 

Senator O’Manoney. I see. 
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Now, you have mentioned zone dealers or zone managers and re- 
gional managers. 

In the second paragraph of your statement I find this sentence 

Upon investigation it was found that General Motors zone and district man- 
agers in certain metropolitan areas were refusing to approve orders for 1955. 
Chevrolet cars without factory-instulled heaters. 

Can you give us the zones and the districts which you have in 
mind ? 

Mr. Scuortetp. By geographical location I think we will say Chi- 
cago—where the Ohio zone is centered—New England, St. Louis, 
Kansas City, Ohio. 

Senator O’Manonry. Now, you have mentioned cities and then you 
mentioned the whole State of Ohio. 

What is a zone and what is a district, as you understand it ? 

Mr. Scnorietp. I have not been able to determine the boundary 
lines of General Motors zones, but we assume they take in trading areas 
as set up by General Motors for their own convenience. 

Senator O’Manonry. Did you personally come in contact with any 
of these zone or district managers ? 

Mr. Scuoriretp. They are very hard men to see. 

Senator O’Manoney. But did you get 

Mr. SciuroriELp. No, sir. 

Senator O’Mauonry. Who made the investigation to which you 
refer? 

Mr. Scnorietp. This is our salesmen’s reports, Senator, that we 
have in the report year, in which they report that a certain dealer in a 
certain city told them that the district manager of that. zone—— 

Senator O'Maoney. I wanted to make that clear. I thought. that 
was it. 

Mr. Scnor1Eip. Yes. 

Senator O'Manonery. But it had not been stated. 

So that the refusal to approve orders for 1955 Chevrolet cars with- 
out the factory-installed heater was a refusal reported to you by your 
own dealer, your own salesmen, after consultation with dealer cus- 
tomers to whom you had previously sold cars ¢ 

Mr. ScHorienip. Yes, sir. 

Senator O'Manonery. Or sold heaters, I mean? 

Mr. SCHOFIELD. Yes, sir. 

Senator O°'Manoney. Thank you, sir. 

Mr. McHteu. Mr. Schofield, do these dealers report the actual 
cancellation, the cancellation of orders actually entered into? 

Mr. Scuorietp. General Motors knows the law, and they would not 
be caught in such an act as actually canceling an order. These orders 
in every case that we were connected with were returned to the dealer 
on a personal basis with the suggestion that he rewrite the order to 
include the heaters. They would never send back a canceled order 
and say, “You have to take cars with heaters.” because they know, 
their legal counsel, that that would be in violation of a ruling. 

I sat in the office of a dealer in Dallas, Tex., who told me that he 
was constantly having to reorder cars with heaters , that he was refus- 
ing to accept a return of the orders, and that he was conducting a 
contest with the zone manager to see who would give in first; in other 
words, he would not take the order back, but he would issue a new 
order. 
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Being a large dealer, he knew he could move the cars later on in the 
yeu and he would not cancel an order. He would simply issue a new 
order. 

But the practice of the zone manager was not to send the order 
ees with a letter or note saying, ‘““We won’t accept the order without 

eaters. 

Senator O’Manoney. Who gave in in this contest or was it finished 
when you had your conversation ? 

Mr. Scuortetp. I think we, by perseverance, I think we gained some 
ground. I think we shipped some heaters in the Dallas area finally 
that I think went to this dealer. It was a contest to the finish where, 
as the calendar went on, these orders were laying there, and we ad- 
mired the dealer for his perseverance and his stand 

Mr. McHucu. Were vour salesmen reporting that the car dealers 
were canceling the orders which they had placed with you to obtain 
a certain number of heaters with you? 

Mr. ScHorretp. State that again. 

Mr. McHvucu. Were your salesmen reporting to you that the car 
dealers, the General Motors car dealers, were canceling the orders 
which they had from you to purchase Schofield heaters ? 

Mr. ScHortEtp. Yes. 

We had received numerous orders that they requested to cancel, and 
that. was the reason because they could not get cars without heaters. 

Mr. McHvueun. Were your salesmen reporting that in some cases the 
car oe were returning heaters to you which they were not able 
to sell # 

Mr. Scuortetp. Yes. We had one dealer even threatened to sue 
us in New England because we could not set General Motors policy. 

We had sold him heaters. We had delivered them, and he claimed 
we had told him that he could get cars without heaters, and he said 
he could not, and he sort of complimented us by saying that we should 
set General Motors policy. 

He was then going to sue us for not having General Motors ship 
cars without heaters because we refused to take the return of the 
heaters. 

Senator O’Manoney. You are on page 13 now, sir. 

Mr. Scuorretp. Upon receiving this report from us on the heaters, 
Mr. Bridenstine, speaking for General Motors, stated that it is not 
General Motors policy to hold up or not accept orders for cars without 
heaters, and that if we would submit definite evidence of such prac- 
tices, it would be examined immediately by the corporation. 

Continuing to experience severe sales resistance because of the re- 
ported practice of General Motors to refuse to accept orders for cars 
without heaters, we sent, on April 15, 1955, identical telegrams to 
Alfred P. Sloan, Jr., chairman of the board, Harlow H. Curtice, presi- 
dent, and Henry M. Hogan, chief counsel, General Motors Corp., ad- 
vising them of this situation and requesting written reply as to whether 
or not it is General Motors policy to require Chevrolet dealers to 
purchase and deal exclusively in General Motors accessories, and 
whether or not it is Genera] Motors policy to equip all 1955 Chevrolets 
at the factory with General Motors heaters. The following reply was 
received from Mr. Hogan, April 26, 1955: 


This will serve as an acknowledgment of your telegram of April 15, 1955, copies 
of which were sent to members of the board of directors of General Motors Corp. 
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It is not the policy of General Motors Corp. to require Chevrolet dealers to 
purchase and deal exclusively in any General Motors accessories or products 
including heaters. 

Also, it is not the policy of the corporation to equip all 1955 Chevrolet pas- 
senger cars and trucks at the factory with General Motors heaters. 

Each Chevrolet car is manufactured against a dealer’s order. If a heater 
is specified, it is installed; if a heater 1s not specified, it is not installed. A 
dealer may order Chevorlet cars with or without heaters installed at the factory. 

All of the foregoing has been well known, and, we believe, well understood by 
the public, our dealers, and our sales organization. In the course of regular 
surveys of our business operations and relationships, deviations from our normal 
course of dealing as set forth above have not been a problem. In addition, com- 
munications which we receive regularly from the public and our dealers have 
not indicated that the facts are otherwise than noted above. 

Our investigation of practices in the areas mentioned by you, as a result of 
your telegram, does not reveal any basis for the charges presented by you. How- 
ever, if you have any specific information and facts, relating to specific instances, 
we would appreciate receiving the same and we will investigate the matter 
further to determine the facts in each specific case. 

I should point out, however, that Chevrolet motor division will continue to 
aggressively and honestly promote the sale of its heater which, in the opinion of 
Chevrolet engineers, is the best available for Chevrolet vehicles. 


While it is extremely difficult to obtain the sort of information re- 
quested by Mr. Hogan due to dealers’ fear of reprisal should their 
names be used, we were, nevertheless, able to furnish certain informa- 
tion which was relayed by our attorney’s letter of May 19, 1955, to 
General Motors. In that letter our attorney informed General Motors 
that he had personally made calls with our Chicago representative on 
several of the largest Chevrolet dealers in the Chicago metropolitan 
area, and had found that while they were interested in using the Scho- 
field heater, they had been unable to obtain 1955 Chevrolets without 
heaters. He then went on to say that: 


* ¢ ¢ The Schofield representative here in Chicago informed me that the 
General Motors zone manager, Mr. Messer, has refused to accept, from any of the 
dealers, orders for 1955 Chevrolets unless the orders specify factory-installed 
heaters. 

According to your letter of April 25, 1955, to E. L. Schofield, each Chevrolet 
car is manufactured against the dealer’s order and if a heater is specified it is in- 
stalled but if a heater is not specified it is not installed. You also state in the 
same letter that “a dealer may order Chevrolet cars with or without heaters in- 
stalled at the factory.” This may be the announced policy, as noted in your let- 
ter, but if the General Motors representatives refuse to accept orders, as noted 
above, unless such orders specify factory-installed heaters, this announced policy 
becomes a nullity. 

In the Kansas City and St. Louis areas, the Schofield representatives, having 
sold Schofield heaters to Chevrolet dealers, encounter the identical situation and 
report that the dealers cannot receive 1955 Chevrolets without heaters due to the 
action of R. B. Lyman and C. Chauvin, zone managers in those localities. Weare 
not free to give you the names of these dealer accounts at this time, as it has 
been requested that they not be revealed. 

In the Boston and New England district, Schofield has shipped numerous 
heaters to various Chevrolet dealers, some of whom are now holding these heaters 
or attempting to return them to Schofield claiming that they cannot obtain 
Chevrolets without factory-installed heaters. We are informed that this has been 
a result of action taken by Mr. Cornelius Glock, Chevrolet zone manager in that 
area. 63: 8 


After waiting a month for a reply, during which period two tele- 

ams were sent to General Motors asking for a reply, we reported 
the situation to the Honorable Everett M. Dirksen, the Honorable 
Paul H. Douglas, and the Honorable Leo E. Allen, and asked for any 
help that they could give us. 
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Finally, after a further follow-up by our attorneys on June 28, we 
received the following letter from Mr. Hogan written June 23: 


This will serve as acknowledgment of your undated 3-page letter, written 
during the month of May, outlining certain instances wherein Chevrolet dealers 
have apparently stated that they have been unable to obtain any 1955 Chevrolets 
without heaters. 

Upon receipt of your letter. we requested Chevrolet Motor division to make 
an investigation of the charges outlined therein. Each member of the Chevrolet 
organization mentioned in your letter is thoroughly acquainted with the policy 
of General Motors Corp., as mentioned in our letter of April 25. 1955, to BE. L. 
Schofield, Inc., a copy of which was sent to you. Frum the reports we have re- 
ceived, each of these Chevrolet representatives state that they have not and do not 
refuse to accept any order from a dealer for a Chevrolet passenger car without 
au factory-instulled heater. By the same token, however, these representatives 
do aggressively sell the merits of the Chevrolet heater and the advantages to the 
dealers of having the heater installed at the factory. 

I do not believe it is necessary to go into each of the specific instances men- 
tioned in your letter, but our investigation indicates that where there has been 
a misunderstanding between a Chevrolet dealer and a Schofield sales representa- 
tive, it appears to have resulted from some misrepresentation or misinformation 
last fall prior to the announcement of the new Chevrolet models when the Scho- 
field representatives either implied or represented to Chevrolet dealers, at a 
time when heaters were in short supply, that the new Chevrolet cars would not 
have factory-installed heaters. 

I do not make the above statement as any charge against any Schofield 
representative, but you should know that this seems to be the pattern of explana- 
tion on the part of the Chevrolet dealers mentioned in your letter. 

In conclusion, I wish to advise that the trade practices outlined in your 
undated letter are not the trade practices of Chevrolet motor division. The 
practices of Chevrolet motor division are in line with the policy mentioned in 
our letter of April 25, 1955, to EK. L. Schofleld, Ine. 


A copy of this letter was sent to Senator Dirksen, Senator Douglas, 
and Congressman Allen on July 7, supplementing our previous report 
of June 28, each of whom took the matter up with the Federal Trade 
Commission. Asa result, representatives from both the Commission’s 
Washington and Chicago offices met with us in Rockford on August 4. 
We were told by the Commission’s representatives that it has been 
extremely difficult in the past to secure evidence to substantiate com- 
plaints similar to that which we were making. They said the Com- 
mission has been unable to get car dealers to witness against the 
companies issuing franchises; that it has likewise been unsuccessful in 
getting former car dealers to testify. 

The day following that conference in Rockford, the Commission's 
representatives met with our attorneys in Chicago and also talked 
with a representative of our Chicago sales agency. We understand 
that. the Commission's representatives also made calls on a number 
of Chevrolet dealers in the Chicago area that day. 

In the light of its long study of General Motors, its acquaintance 
with the facts in this case, and the common public knowledge of pres- 
sures placed on car dealers, the report made by the Federal Trade 
Commission 1s indeed disappointing. Its report. as submitted to 
Senator Dirksen and Senator Douglas, together with our comments 
on each point, follows: 

Your attention is invited to my letters of July 8, 1955. and July 26, 1955, in 
reply to your letters of June 27, 1955, and July 13, 1955, respectively, wherewith 
there were transinitted letters and other material from E. L. Schofield, Ine., of 
Rockford, IlJ., a manufacturer of automotive car heaters. Contained therein 


were allegations by E. L. Schofield. Inc., to the effect that the Chevrolet division 
of General Motors Corp. is requiring its Chevrolet dealers to purchase Chevrelet 
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passenger-car heaters by refusing to accept orders for 1955 Chevrolets not 
equipped therewith. In your more recent letter of July 13, 1955, you asked to 
be kept advised of the progress of the investigation of this matter. 

Please be advised that Commission representatives personally contacted E. L. 
Schofield, Inc., during the period August 3, 1955, through August 5, 1955, and 
interviewed its officers, sales representatives, and attorney, in an effort to obtain 
all evidence upon which Mr. Schofield’s allegations are based. In addition, a 
Commission investigator contacted all companies, including authorized Chevrolet 
dealers in the Chicago metropolitan area listed in E. L. Schofield’s letter of 
complaint, as reporting to it being unable to obtain 1955 Chevrolets without 
factory-installed heaters. The results of the investigation disclose the following: 

1. All of the information upon which E. L. Schofield, Inec., based its allegations 
consists only of oral statements made by the dealers and others to either officials 
of E. L. Schofield, Inc., or its sales representatives. 


Our officers and attorneys advised the Commission’s representatives 
that they were not free at that time to release certain confidential mate- 
vial which had been furnished them in writing. They also advised 
the Commission’s representatives that they would get nowhere in 
interviewing dealers unless the dealers testify under oath. Until this 
is done, the Commission will be relatively ineffective in complaints of 
this nature. Our attorneys reported to us that the Commission’s rep- 
resentatives had expected to be given a fully documented brief, but 
were told by our attorneys that we could not make their investigation 
for them. 

Mr. MclIiucn. Mr. Schofield, what type of confidential material 
is it that you make reference to here? | 

Mr. Scnorretp. We have letters. Would vou care to enlarge on 
that, Mr. Story? You have been keeping the file. 

Mr. Story. This goes back again to the dealers’ fear of reprisal 
should their names be tied up with any reports of difficulties which 
they are having with the factory. } 

e regard all these dealers’ accounts as our own good accounts and 
we must safeguard them. 

We respect their confidence, and we would like to do further busi- 
ness with them.: 

Mr. McHvcen. Do you mean that you received letters from some 
of these car dealers in which they state they were not able to receive 
cars from the factory without heaters? 

Mr. Srory. Not as much as that as reports including dealers named 
by salesmen. We do have a letter from one dealer. 

Mr. McHverr. You do have a letter from one dealer? 

Mr. Story. That is right. 

Mr. McHvaun. What is the import, the effect, of that letter ? 

Mr. Story. That letter 1s included in our earlier testimony we 
skipped over, that section which we did not read. 

Mr. McHwcn. Did you refer the Federal Trade Commission to 
that dealer who was referred to in that letter ? 

Mr. Story. No; they were not referred to that dealer. 

Mr. McHuan. Senator, may we call the witness’ attention to this 
particular letter? 

eee O’Mauoney. I wish you would; I was just turning back 
to find it. 

Mr. McHueu. Would you, Mr. Schofield, describe for us the letter 
in question that you received from the dealer? 

Mr. ScHOFIELD. On page 12, the lower part of the page, “Our dis- 
trict manager”—— 
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Senator O’Manoney. You say, “Shortly after the first of the 
ear’”—— 
z Mr. ScHortetp. Shortly “after the first of the year” -—— 
Senator O’Manoney. “In one State a dealer wrote”—— 
Mr. ScHoFretp. Yes. 
Senator O’MaHoney. Now you can quote what he wrote. 
Mr. ScHOFIELD (reading) : 


Our district manager— 
the name was given, I assume I can use the Biblical term here— 
raised too much hell, and I mean hell, that I had nothing else to do— 


Senator O’Manoney. The word is not unknown in these precincts. 
[ Laughter. ] 

Mr. ScuHorretp. I am uninitiated in the ways of hearings, and I did 
not know whether to use the word— 


and I mean hell, that I had nothing else to do but ship them back. They install 
heaters, as you know, so he told me to get four cars from you— 


that is, our Schofield salesman— 


without heaters. So knowing that you couldn’t give me the cars, I had to ship 
them back. Sorry, but the factory really gave me the business, and I am in no 
position to feud with them over $40 that I could save on the heaters. Wish I 
could figure out how to get cars from my district manager without heaters, use 
yours, make another 10 bucks, and keep everyone happy. 

Now, that is, we think, a pretty potent letter to come from a dealer; 
and I think you can understand why we feel we should not disclose his 
name at this time. 

Senator O’ManHonery. Do you have any dealer with you, I mean, 
any of your salesmen with you 

Mr. a CHOETETD: We have Mr. Brown from Chicago. 

Senator O’Manoney. Mr. Brown is to testify later ? 

Mr. Brown. Yes, Senator. 

Senator O’Mauonry. Are you willing to testify under oath, Mr. 
Brown, as to the conversations you had with dealers without giving 
their names? | 

Mr. Brown. Yes, sir; Iam. 

Senator O’Manonry. You are willing to testify under oath that the 
statements which have been attributed to salesmen whose names are 
not given here were of the same character as statements made to you 
concerning the forcing of heaters upon Chevrolet dealers ? 

Mr. Brown. I do not believe I understand your question, Senator; 
Iam sorry. 

Senator O’Manoney. Well, the reports from salesmen that are given 
in this statement, the names of the salesmen are not given, don’t 

ou see. 
. Mr. Brown. I am one of the salesmen. I would not know about 
others. Ican only testify as to my own experiences. 

Senator O’Manoney. Your own experiences. But you are willing 
to testify under oath with respect to your own experiences ? 

Mr. Brown. Yes, sir; Iam. 

Senator O’Mauoney. And you tell me now that your experience in 
the reports you have received from Chevrolet dealers is similar to the 
reports covered here by other salesmen ? 
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rate. 

Senator O’Manoney. I understand. 
| Mr. Scuortetp. If you will turn now to page 16, item 2, on page 16, 
further continuing with the Federal Trade Commission report, under 
item 2, they reported that each dealer contacted in the Chicago area 
denied ever having made any such representations, and each affirma- 
tively stated that 1955 Chevrolet automobiles are available and can be 
ordered by the dealer without a factory-installed heater if such is the 
desire of the dealer. A spot check of the dealers’ car orders revealed 
that most were accompanied with an order for factory-installed 
heaters. 

Senator O’Manoney. Inasmuch, Mr. Schofield, as this material 
seems to apply to the facts already alleged by you, and the material 
is cumulative, are you willing that it be printed in the record as your 
testimony without being specifically read, since I have read most of 
it already? So that we may go on with Mr. brown and get his sworn 
testimony as to the material factors which are what was told to him 
by certain Chevrolet dealers of pressure applied upon them. Is that 
satisfactory to you, Mr. McHugh? 

Mr. McHvan. Fine, Senator. I have just a few brief questions 
going on the general 

Senator O’Manoney. I do not want to shut off any questions that 
counsel may have. | 

Mr. McHuau. Mr. Schofield, are there any other independent man- 
ufacturers who are making this custom Chevrolet heater 

Mr. ScuHoriretp. To our knowledge, there are two other manufac- 
turers that are producing a heater that will be called custom for the 
Chevrolet car. 

Mr. McHuexu. Would you give us the names of those ? 

Mr. Scuorievp. One is E. A. Laboratories of Brooklyn, N. Y., and 
the other is the Hadees Corp. of Rockford, II. 

Mr. McHvuau. Do you have any idea of how large the sales of 
either of these companies are to Chevrolet dealers? 

Mr. Scuorretp. We have no knowledge of their sales figures. From 
contacts which we have in the field through our sales representatives, 
we know they are having the same difficulties that we are having, 
but we have no access to their sales figures. 

Mr. McHvueu. Could you tell us what percentage of the Chevrolet 
cars use the so-called Harrison heater ? 7 

Mr. Scuorrevp. I would say that of Chevrolet cars equipped with 
heaters in 1955, it would be apparent that it would run a strong 
between 95 to 99 percent on the cars that have Chevrolet-manufac- 
tured heaters. 

Mr. McHuvcun. I have nothing further, Senator, with him. 

Senator O’Manoney. Are you willing now to proceed with Mr. 
Brown ¢ 

Mr. McHven. Yes. 

Senator O’Mauoney. Mr. Brown, let me say to you that in asking 
you if you are willing to take an oath as to the testimony you are 
about to give, I want to inform you that a perjury case could not 
be made out against a witness who takes an oath before a committee 
of Congress with only one member of the committee present. 
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Therefore, if I administer the oath to you, I being the only member 
of the committee present at. the moment, it would not be a valid basis 
for a perjury case against you. 

I ask you, therefore, if you are willing to waive that rule and take 
the oath from me, sitting alone? 

Mr. Brown. Senator, I would like to ask why is it necessary for 
me to take an oath? I do not believe that Mr. Schofield did so. 

Senator O’Manuoney. Yes, but he did not make the individual 
contacts. 

What we are faced with here from the testimony of Mr. Schofield 
is the fact that your company has made representations to the General 
Motors Corp. that the Federal Trade Commission cease-and-desist 
order was being violated, that dealers were being pressured against 
their will to accept General Motors heaters in their cars; that the 
ears, the Chevrolet cars, were not delivered without heaters, that 
many of the dealers told your salesmen that the orders which they 
have given for Chevrolets without heaters were returned to them and, 
therefore, they could not continue to buy your heaters, and jeopardize 
their business for General Motors. 

This material was all laid before the general counsel for General 
Motors, vice president and general counsel, Henry M. Hogan, and Mr. 
Schofield has just put into the record the response of Mr. Hogan in 
which he denied that there was any pressure and asserted that if there 
was any appearance of a refusal to take orders without heaters, it was 
due to a misunderstanding, and probably due to misrepresentation on 
the part of Schofield salesmen that the cars for 1955 were to be de- 
livered without heaters. 

Now, that 1s the summary of the case. 

You are a salesman, the only one here, and since the committee is 
faced with this complete collision of testimony, you and Mr. Schofield, 
telling us that dealers have told you repeatedly that they could not get 
these orders without heaters, and that General Motors, in its commu- 
nications to you, had denied that fact, I am asking you if you wish 
to say under oath, with the waiver of which I have spoken, so that 
your testimony will therefore not be subject to invalidation ? 

Mr. Brown. I will do so and accept the waiver. 

Senator O’Manoney. At this point there will be inserted in the 
record the balance of Mr. Schofield’s statement. 

(The statement referred to follows:) 

This statement fails to name specific dealers who were interviewed, nor does 
it identify the parties with whom the Commission's representatives talked. 
Furthermore, it gives no information as to the interviewing technique employed. 

The Chevrolet division of General Motors offers both a fresh air and a recircu- 
lating heater for its passenger cars. It is logical to assume that a dealer can 
order cars equipped with one or the other heater, or without a factory-installed 
heater. Dealers have told us, however, that in actual practice: Orders for cars 
without heaters have been returned to dealers with instructions to change the 
order to specify that heaters are included; prompt delivery will be promised of 
cars with heaters, while there will be delays in delivering cars without heaters: 

und that only a portion of the number of cars ordered without heaters would 
be delivered without heaters. 

“3. Each dealer reported that it bought some Schofield heaters in the latter 
part of the 1954 model year as there was a general shortage of heaters at that 
time. No shortage has developed during the current model year.” 

The specific accounts to which the Commission refers are again not stated. 
Shortages of General Motors Chevrolet heaters did develop in October 1954 and 
‘continued for a number of weeks, accounting for a portion of our business. 
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However, no reasonably prudent manufacturer would design, tool, and manu- 
facture a product as complicated as a custom heater for an ephemeral short- 
age market. 

We know that many dealers would buy Schofield heaters if permitted to do so 
by their zone and district managers. This is clearly illustrated in the report 
of sales to certain accounts in Chicago, Boston-Providence., Philadelphia, and 
Baltimore, during 1954 and 1955, as set forth on the attached table. It will be 
noticed that substantial sales were made in Boston-Providence and Chicago 
markets prior to the shortage which developed in the fall of 1954, and that, 
With the exception of one Chicago dealer who went out of business, each dealer 
placed his order, usually in a substantial amount, for our heater for the 1955 
Chevrolet. 

However, in general they refused to accept delivery of the heaters, or else de- 
layed paying for them, or else requested that we accept the return of the units. 

In contrast, our sales in Philadelphia and Baltimore have maintained a con- 
sistently high volume of Sales throughout the year. 

It is evident that the fraginentary report of the Federal Trade Commission 
does not accurately analyze the situation. Dealers in Philadelphia and Balti- 
more have at least some freedom to buy heaters where they wish, and they do 
prefer to buy the Schofield heater. Dealers in Boston-Providence and Chicago 
purchased Schofield heaters prior to the 1954 shortage, and as a mark of their 
acceptance of the Schofield 1954 heater, placed substantial orders for Schofleld’s 
1955 heaters. None reordered as they could not get cars without factory- 
installed heaters. 

“4. The factory did not install any heaters on the 1954 Chevrolet models, and 
all Chevrolet heaters sold during that period necessitated installation by the 
dealer. Each dealer reported that it prefers heaters to he factory-installed, as 
is now available, as (1) it eliminates the pecessity for any inventory of heaters, 
(2) it enables a more economic use of mechanics and other maintenance men, 
eliminating their use in installation of heaters, and (3) it eliminates space prob- 
lems as curs are ready for immediate delivery upon receipt thereof.” 

These statements, attributed uniformly to each dealer interviewed by the 
Commission's representatives, bear careful review. First, factory-installed 
heaters do not eliminate the necessity for any inventory of heaters. If every 
car comes equipped with a heater, the dealer actually has a greater inventory 
of heaters than he would have if he secured them from his supplier independent 
of the car. Therefore more, rather than less, of his capital is tied up in heater 
inventory. 

Furthermore, this policy applies only to cars, and as trucks are delivered from 
the factory without heaters, it is assumed that the denler must still maintain 
a stock to take care of those of his truck customers who want a heater installed. 

Considering the second statement, we must realize that dealers have service 
departments in order to make money. There is no reason why a dealer should 
not be able to profit as much from the installation of heaters as from any other 
work done in his service department—unless General Motors has taken away his 
traditional profit by reducing the suggested installation charge on heaters to 
a point where he can no longer profit by doing the work. As a matter of fact, 
a dealer should be able to profit substantially from the instillation of a Schofield 
heater because a Schofield heater cun be installed in a small fraction of the 
time required to install the General Motors heater. Denlers know this und it is 
but one of the reasons why they prefer to buy the Schofield heater. 

The reference to cars being ready for immediate delivery on receipt by the 
dealer is inaccurate. Cars require considerable servicing on their arrival from 
the factory before they are ready for delivery. This is recognized by the car 
factories in allowances made to cover the cost of this work. Purchases of 
Schofield heaters this year by dealers in Philadelphia and Baltimore, where 
Chevrolet dealers can get cars without factory-instulled heaters, bear out that 
this is not a problem. 

“>. Each dealer stated that the Chevrolet-Harrison heater was superior to 
competing heaters and that while the competing heaters were of a slightly 
lower cost, the price differential was not sufficient incentive to overcome the 
advantages of a factory-installed heater as noted above.” 

Again, we are not clear what the Commission means when {ft refers to “each 
dealer.” We also assume that reference is made to the Schofield heater, although 
that is obscure. The comparison of the Chevrolet original-equipment heater and 
the Schofield heater made earlier in this report refutes this statement. 
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Recent figures have given national average net profit of car dealers as 6 per- 
cent. Applying this percentage on a sale of $2,500, the average dealer would 
have a profit of $15. A dealer can purchase the Schofield fresh-air heater for 
approximately $20 less than its General Motors counterpart cost him when in- 
stalled in the car. His mechanic can easily install the heater in less than 1 
hour. If the heater is sold for the same list price as General Motors suggests 
for its heater, the dealer can realize-a net profit in excess of $15 on the heater 
alone. 

Here, again, purchases of Schofield heaters by dealers in Baltimore and Phila- 
delphia, where dealers can secure Chevrolet cars without factory-installed 
heaters, indicate that the Commission’s statement is incorrect. 

“6. Each dealer expressed the opinion that it was improper to install a com- 
peting heater in Chevrolet automobiles without disclosure thereof, as customers 
expected the Chevrolet-Harrison heater to be installed in Chevrolet passenger 
cars. It was the opinion of some dealers that both the general public and its 
fleet accounts much prefer a Chevrolet-Harrison heater as compared to products 
manufactured by companies other than Chevrolet.” 

Car dealers have sold the products of independent manufacturers for many 
years either because they are better, or they cost less. It was not improper to 
offer the Schofleld heater in Chicago in 1954 and, as is in the case in Philadelphia 
and Baltimore, it would not be improper to offer the Schofield heater in 1955, if 
only the dealers had been able to get their cars delivered in 1955 without factory- 
installed heaters. 

We assume reference is made to the Schofield heater in the second sentence, 
although again the Commission’s report is not clear. Suffice it to say, however, 
that neither the general public nor fleet accounts can exercise their preference 
if they do not have a choice of products. 

The Commission’s report concludes as follows: 

“Pleased be advised that the above summary is made to acquaint you with 
some of the problems the Commission encounters in attempting to establish a 
violation of this order. Our investigation has failed to reveal any correspond- 
ence, factory bulletin, or other communication from Chevrolet Division of General 
Motors Corp. to its dealers indicating that Chevrolet is forcing its heaters upon 
Chevrolet dealers in violation of the Commission’s order. Until such time as 
the Commission can substantiate the charges of BD. L. Schofleld, Inc., either 
through documentary material or corroborative statements of a cooperative 
dealer, the allegations of E. L. Schofield, Inc., will be of little value in any consid- 
eration of a civil-penalty proceeding. 

“The above information pertains only to the Schofield complaint and does not 
relate to the recent investigation of General Motors’ compliance with the order 
pertaining to its distribution of all automotive parts, accessories, and supplies, 
currently under review.” 

A careful investigation of our complaint would not have depended upon finding 
correspondence, factory bulletins, or other communications from General Motors 
to its dealers through which it could be deduced that General Motors is forcing 
its heaters on Chevrolet dealers. 

The evidence indicates that this policy is set at the district or zone level. The 
fact, also, that the Commission has failed to secure testimony from a “coopera- 
tive’ dealer should not be interpreted as refutation of the situation as it has 
been reported. 

The Commission’s agents have themselves told us that, over the years since 
the cease and desist order was issued, the Commission has yet to run across a 
dealer who would so testify. 

We have spent considerable time and money in an effort to remedy this situa- 
tion for our dealer accounts and ourselves. However, despite abundant evi- 
dence, our reports both to General Motors and the Federal Trade Commission 
have been fruitless. 

Having neither time nor resources for litigation, does this mean that we must 
watch our business rapidly crumble? 

It is our conviction that this need not be the outcome if steps are taken to 
restore the individual car dealer to his rightful independent position. Despite 
all the good reasons which are advanced for exclusive franchises, it is our opinion 
that exclusive franchises destroy the dealer’s autonomy and make him a vassal 
of the car manufacturer. 


STUDY OF THE ANTITRUST LAWS 2909 


Senator O’Manoney. Mr. Brown, do you solemnly swear that the 
testimony you are about to give in this proceeding will be the truth, 
the whole truth, and nothing but the truth, so help you God? 

Mr. Brown. I do. 

Senator O’Manoney. Thank you, Mr. Brown. 

Mr. McHugh, will you question Mr. Brown? 


TESTIMONY OF W. W. BROWN, SALES REPRESENTATIVE, 
E. L. SCHOFIELD, INC. 


Mr. McHucu. Do you have some notes or statements that you would 
like to use, Mr. Brown, in refreshing your recollection concerning 
these cases 

Mr. Brown. Yes; I do. 

Mr. McHveu. Will you just describe generally what these types 
of cases are? 

Mr. Brown. Well, these are individual case histories of my con- 
tacts, in contacting dealers in the Chicago area in an attempt to sell 
them heaters; and, boiled down very Brely, as to actually what 
‘happened. 

There is no attempt which has been made on 2 sheets to relate all 
the experiences, and I have selected only 17 cases, but that can be 
duplicated many times over. 

Mr. McHvucn. You refer to these only oY case number for the pur- 
pose of concealing the names of the dealers 

Mr. Brown. That is right. 

Mr. McHucew. Would you read what you have to say with refer- 
ence to what you describe as case No. 1? 

Mr. Brown. Case No. 1. Subject company purchased heaters dur- 
ing the 1954 season. Considerable interest expressed in heaters. for 
1955 cars. Several sales contacts made with this firm during the 
1955 season, but no sales were made because subject company was 
unable to purchase cars without heaters from General Motors Corp. 

Mr. McHvceu. Did you personally talk with someone in the Chevro- 
let dealer organization that is referred to here? 

Mr. Brown. Yes; I did. 

Mr. McHucu. Would that be the manager or someone in charge 
of this dealer organization ? 

Mr. Brown. In this particular case it was the sales manager, the 
service manager, and the parts manager. 

Mr. McHtcun. In this particular case, had the Chevrolet dealer 
accepted an order from you to purchase any Schofield heaters? 

Mr. Brown. Not for 1955. 

Mr. McHueu. They had bought some for 1954? 

Mr. Brown. Yes, sir; they had. 

Mr. McHvucu. And had they been successful in installing those 
heaters they bought from you in 1954? 

Mr. Brown. Yes; they had. I personally was there in 1954 and 
watched installation, and a mechanic remarked to me that it was as 
easy oF easier than their regular heater they had been accustomed to 
install. 

Mr. McHvueu. Will you report for this committee what the sub- 
stance, as reported to you, was of the conversation between the Chev- 
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rolet dealer, sales manager, and the General Motors official with whom 
they talked ? 

Mr. Brown. I don’t know to whom they talked. AlJl I can tell you 
in all honesty is that he confidently expected to be able to do business 
with me and buy heaters from me; and during the course of our con- 
tacts it later developed that he was unable to get cars without heaters 
and, consequently, bought no heaters from me. 

Mr. McHucu. Well, did he state that he had ever actually placed 
any orders? 

Mr. Brown. He didn’t place any orders, because he would have 
placed them with me or mailed them in to the company, and I would 
have known about them. 

- Mr. McHueu. He did not report to you who it was in the General 
Motors organization who reported to him? 

Mr. Brown. No, this man did not; no. 

Mr. McHvueu. Will you 

Senator O’Maunoney. Let me interrupt, Mr. McHugh. I am not 
altogether clear on whether the witness understood your question or 
whether I did not. 

Did you intend to ask Mr. Brown whether this particular dealer 
had placed orders for Chevrolets without heaters ! 

Mr. McHuau. Yes. 

Senator O’Manoney. I do not think he understood that to be the 
question. 

Mr. Brown. I cannot tell you whether he did or not. 

Mr. McHveu. You state here that no sales were made because the 
subject company was unable to purchase cars without heaters from 
General Motors. 

Mr. Brown. Yes. I know this man would have been very happy 
to have purchased heaters, Schofield heaters, from me if he had been 
able to buy cars without. heaters. 

Senator O’Maronry. Did he tell you that? 

Mr. Brown. In the beginning he was very free with what he told 
me. The last contact I had with him he, shall we say, clammed up. 

Senator O’ManoneEy. Well, in the first contact, what did he say? 

Mr. Brown. He gave me every assurance that we would do business 
with each other in 1955. 

Mr. McHvcn. How do you know he was unable to purchase ears 
without heaters from the General Motors Corp. ? 

Mr. Brown. Let’s say I have not any specific proof of that. 

Mr. McHven. Well, did he state to you that he was unable to pur- 
chase cars from the General Motors Corp. without heaters? 

Mr. Brown. I cannot. remember the exact words that he used, but I 
assumed that he probably did make some such statement. 

Mr. McHvueu. But it was something he did or said whereby he 
created the impression in your mind that he could not obtain cars 
from the General Motors Corp. without heaters ? 

Mr. Brown. He certainly did. 

Senator O’Mauoney. Had he previously purchased heaters from 
you? 

Mr. Brown. Yes; this company had purchased 1954 heaters from 
me. 

Senator O’Manonry. How many? 
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Mr. Brown. He had purchased 1954 heaters. 

Senator O’Manoney. 1954. 

Was he a good customer ? 

Mr. Brown. In the limited time we had to do business together, 
he was; yes. 

Senator O’Manoney. And there was a harmonious relationship be- 
tween you? 

Mr. Brown. Definitely so. | 

Senator O’Manoney. Did he at any time in the beginning of the 
conversations indicate to you that he was not going to continue to be 
a purchaser ¢ 

. Brown. During the sale of 1954 heaters ? 

Senator O’Manoney. Yes. 

Mr. Brown. No; he did not. 

Senator O’Manoney. Did you at any time represent to him that 
1955 Chevrolets would be made without heaters? Was that question 
raised in your discussion ? 

Mr. Brown. I, to the best of my recollection, don’t believe that. it 
was with this particular individual. 

Senator O’Manonry. All right, Mr. McHugh. 

Mr. McHucu. Would you describe what the situation is with refer- 
ence to case No. 2. 

Mr. Brown. All right. 

This company placed many orders and used large numbers of Scho- 
tield heaters during 1954 season. Statement was made that they 
would use approximately 1,500 Schofield heaters during 1955 season. 

Senator O’Mmanoney. By whom was the statement made? 

Mr. Brown. I believe the gentleman that made this statement is a 
partner in the firm. Actually, I know the man’s name. 

Senator O’Manoney. I do not want to ask about that, but he was 
the executive with authority to make such a statement, was he? 

Mr. Brown. Yes; because he is the man who purchased heaters 
from me previously, so certainly it had every appearance to be in 
authority in there. 

Mr. McHuen. You state here they said they would use approxi- 
mately 1,500 Schofield heaters. Did they tell you they intended to 
buy 1,500 heaters from you? 

Mr. Brown. He gave me that—I understand that he intended to 
do that; yes. 

Mr. McHueu. Can you tell us what the unit price was that you 
were selling a Schofield heater to this particular dealer for? 

Mr. Brown. In the quantities in lich he was going to buy them, it 
would have run $31.85, f. o. b. Rockford. 

Mr. McHvcn. Someone purchasing in these quantities, would he be 
a fleet operator ? 

Mr. Brown. Well, this particular individual was a combination 
fleet man and dealer. 

Mr. McHvuau. Do you know what the unit price of these heaters 
would be if he purchased them directly from General Motors Corp.? 

Mr. Brown. Well, as Mr. Schofield has pointed out, it is rather hard 
for us to arrive at a definite figure. There are figures that enter into 
that that we cannot definitely apply to one particular heater but, 
to the best of my nowledge, he would have to pay approximately $46. 
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Mr. McHucu. You state here that you made various sales contacts 
with this dealer during 1955. 

Mr. Brown. Well, ‘T practically camped on his doorstep; 1,500 
heaters meant a lot of money to me. 

Mr. McHwucu. These are sales contacts with this dealer which you 
made personally $ 

Mr. Brown. Yes, sir. 

Mr. McHucu. Would you report to us what the substance of his 
replies to you was when you asked him whether or not they were going 
to buy your heaters? 

Mr. Brown. Well, he gave me every indication of the fact they 
were going to buy heaters from me, and in my presence in his office 

made calls to some representative of General Motors in an attempt 
to get permission to buy cars without heaters, and was refused. 

i Now, I don’t know who he talked to. AJ] I know is what I heard 
11m say. 

Senator O’Manoney. In your presence he conferred—— 

Mr. Brown. Yes. I cant’ tell you verbatim what he said; it would 
be impossible. 

Senator O’Manoney. I would not expect that, but do you know he 
was talking to a General Motors official ? 

Mr. Brown. Let’s say he was talking to whoever he would have to 
talk to in order to get permission 

Senator O’MauoneEy. Well, I mean, do you know he was talking to 
General Motors? 

Mr. Brown. No, I don’t. I cant’ imagine who else it would be. 
Obviously, he would not be talking to someone he was not going to get 
the O. K. from. 

Senator O’Manoney. What did he say that gave you the idea he 
was asking for permission ? 

Mr. Brown. Well, it would be something like this, “I would like 
to place an order for 100 cars without heaters, and I would like to 
have is delivered at such-and-such a day,” and permisison was 
refuse 

se O’Manoney. Well, did he tell you that permission was 
refused ? 

Mr. Brown. I don’t remember exactly what he did say. He tried to 
get them and he couldn’t do it. 

Senator O’Manoney. How do you know he could not; that is what 
Tam trying to get at? 

Mr. Brown. Because I didn’t get the order. 

Senator O’Manoney. Because you did not get the order? 

Mr. Brown. That is right; the best answer I can give you. 

This man previously, he had bought hundreds and hundreds of 
heaters from me, and certainly every indication Poulter to the fact 
a was going to continue to purchase hundreds and hundreds of heaters 

rom me. 

Senator O’Manoney. Well, you know the picture ou give me, Mr 
Brown, is during the time you were in this man’s office, this friendly 
customer of yours, and you asked him to buy some of es heaters that 
he had indicated previously he would buy—— 

Mr. Brown. Purchase. 
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Senator O’Manoney (continuing). And he sort of shakes his head 
and picks up the telephone and he talks with someone. 

Mr. Brown. Right. 

Senator O’Manoney. And he says, “I would like to buy a hundred 
cars without heaters.” 

Then, does he just hang up the phone and say, “No, I cannot buy 2” 

Mr. Brown. One specific call that I remember, there was quite a bit 
of conversation back and forth, but heseemed tolose. 

Senator O’Manoney. ITe seemed to lose? 

Mr. Brown. He lost; he hung up. 

Senator O’Manuoney. Then did he say anything to you ? 

Mr. Brown. Well, I hadn't given up then; I still thought I would 
sell them, and kept going back, and eventually they just didn’t buy 


ny. 

Mr. McHvucu. Directly after finishing his telephone conversation, 
Mr. Brown, did he then tell you that he would not be able to buy 
your heaters ? 

Mr. Brown. I can’t remember exactly what he said. I would as- 
sume that what he said was, “Well, we can’t get them now, let’s try it 
again a little later on.” 

Nie gave me some hope or I would not have continued to go back 
there. 

Senator O’Manoney. But one thing is certain, that in your presence 
he did call somebody and asked that somebody 

Mr. Brown. Yes, sir. 

Senator O’Manoney (continuing). Permission to buy cars. 

Mr. Brown. Yes. 

Senator O’Mauoney. And you have assumed it was a General Mo- 
tors official ? 

Mr. Brown. That is the only assumption I can make. 

Senator O’Mauoney. Yes. 

Your relations with the man were such that in your opinion he 
would not have gone through this form of a telephone conversation 
with anybody but a General Motors superior ? 

Mr. Brown. I can’t believe this particular individual would do so. 

Mr. McHveu. -Did he make this a long-distance call or was this a 
call to someone in the same town ? 

Mr. Brown. No, sir; it was a local call. 

Mr. McHueu. Did he indicate to you before he made the cal] that 
he was going to call an official ? 

Mr. Brown. No; he didn’t tell me. At the time I thought I was 
getting an order, and then he was on the phone. 

Mr. McHueu. You stated you made a subsequent followup with 
this same man ? 

Mr. Brown. Many, many times. 

Mr. McHvuau. Did he make any other telephone call or have any 
telephone conversation in any other subsequent visits you made with 
him ? 

Mr. Brown. Well, this particular individual was on the phone so 
many times, he was a very, very busy man, I would say, so that prob- 
ably every time I called on him he made 12 or 15 calls. 

Mr. McHvuaeu. Do you have reason to believe any subsequent times 
you visited with him that he was calling General Motors Corp. with 
respect to your particular problem ? 
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Mr. Brown. I don’t believe I can testify that he distinctly made 
another such call. It is possible he may have. 

Mr. McHvucu. What is the general effect of the conversations which 
you had with him on the subsequent visits ? 

Mr. Brown. Well, he gradually became less and less warm as a pros- 
pect, and toward the last few contacts I made with him, gave me the 
opinion that it probably wasn’t worth while for him to try to buy 
heaters from me because the savings were not worth while. It was 
very convenient to have them installed at the factory, and so on and 
so on. 

Mr. McHveu. Did he ever tell you that yours was not a satisfactory 
heater ? 

Mr. Brown. To the best of my recollection, this man did not. 

Senator O’Manoney. But he did say it was convenient to have them 
installed at the factory ? 

Mr. Brown. Yes; he did. 

Senator O’Manoney. Is that how you knew that he was getting 
cars without heaters ? 

Mr. Brown. I beg your pardon, Senator? 

Senator O’Manoney. Is that how you knew he was getting cars 
without heaters or with heater—I beg your pardon, with installed 
heaters? 

Mr. Brown. Well, that could be one of the ways; but in this par- 
ticular individual in this case, I personally went through a lot where 
he had received lots of new cars, and I just couldn’t believe they were 
all coming in with heaters, and I had to satisfy myself as to that, 
and I have never yet looked at a car that didn’t already have a heater 
installed in it. 

Senator O’Manonry. You did personally examine cars—— 

Mr. Brown. Yes, I did; I couldn’t believe it. 

Senator O’Maionry (continuing). On this company’s lot? 

Mr. Brown. Yes; I did. 

Senator O’Manonery. And you found them all installed with 
heaters ? 

Mr. Brown. Yes; I did. 

Senator O’Manoney. They were 1955 cars? 

Mr. Brown. They were. 

Mr. McHvueu. Mr. Brown, when you made your first contact with 
this salesman at the time he indicated an interest in the Schofield 
heaters 

Mr. Brown. This is not a salesman. 

Mr. McHuen. A sales manager. 

Mr. Brown. I think he isa partner, to the best. of my ability. 

Mr. McHveu. At this time when he was interested in buying a 
Schofield heater, did he indicate then that it was a very important 
sales problem to him, the question of whether or not it was installed 
at the factory ? 

Mr. Brown. No: I don’t think that he did. 

Mr. McHvcu. He was not much concerned about that at that time? 

Mr. Brown. I don’t believe so. 

Mr. McHucen. Mr. Brown, did you have any occasion to contact 
any of these car dealers in the presence of Mr. Amidon of the subcom- 
mittee staff ? 
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Mr. Brown. Yes I did. 7 | 

Mr. McHuen. Will you tell us the details of any of those occur-’ 
rences. 

Mr. Brown. All right. 

Senator O’Manoney. Are any of these cases on the mimeographed 
statement? 

Mr. Brown. Yes, there are some. It was not written up with that 
im mind; I mean, they were just picked indiscriminately. Some are 
and some are not. 

Senator O’Manonrey. I understand; I just learned this by chance, 
and I want to bring this out. 

Mr. Brown. I[see. 

In thé first place, before we made my contacts, Mr. Amidon told me 
to introduce him to the men that we talked to and give his full official 
status so that we would not be misrepresenting him as a friend of mine 
or whoever it might be. 

One call that we made, in fact the first one, this dealer had pur- 
chased heaters from us which he had not installed, I assume, because 
he was unable to get cars without heaters. 

When we met him he told us his relationship with General Motors 
was very satisfactory. He preferred to have the factory install 
heaters, and Mr. Amidon then asked him a question which was rather 

ertinent: “If you prefer the factory to install heaters, why did you 
uy any Schofield heaters?” 

And this gentleman was unable to make a satisfactory explanation 
to that question. 

That briefly sums up that. contact. 

Another contact that I recall, we walked in, the man with whom I 
had been dealing was in the process of getting, I believe, a dealership 
for himself, and he was not available, so we went to see the parts man 
whom I had contacted previously, and before I was able to introduce 
Mr. Amidon—this is not verbatim now, but to the best of my recollec- 
tion—he says, “Hey, Brown, what in the devil am I going to do with 
those 13 heaters that I have left over from the first order we gave you? 
I can’t eat them.” 

Well, at that time I completed introducing Mr. Amidon, and this 
gentleman, as I recall it, his face turned red, and he said, “Well, I 
haven’t another word to say. You will have to see the boss for any 
more information.” 

We went down and talked to the boss. First we talked to the son of 
the owner, and he seemed to take our visit very kindly and did not offer 
any particular information that would be of value here. I think he 
was afraid of reprisals, reprisal action by his dad in this case, and then 
his fathercamein. We talked to him, and very peculiarly he took a file 
from his desk, and in that file took out 13 cards which were orders they 
had attempted to place for 13 cars without heaters, and, if my memory 
serves me correctly, they were going to get 5 of those cars without 
heaters, and would still be stuck for 8 heaters that—— 

as O’Manoney. Did he take out these cards from the file hiim- 
se 

Mr. Brown. Yes; he did. | 

Senator O’Manoney. Did he describe them to you? 
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Mr. Brown. Well, I saw them. They are typical cards of approxi- 
mately this size. 

Senator O’Manoney. How could you tell they were orders for cars 
without heaters ? 

Mr. Brown. He stated that himself. 

Senator O’Manoney. He said to you—— 

Mr. Brown. Yes. ; 

Senator O’Manoney (continuing). In the presence of Mr. Ami- 
don—— 

Mr. Brown. Yes; he did. 

Senator O’Manoney (continuing). That these were orders for 
Chevrolet cars without heaters ? 

Mr. Brown. Right. 

Senator O’Manoney. Then what did he say ? 

Mr. Brown. Well, as far as he knew, he would get the cars, the 5 cars, 
in without heaters and would still have to take 8 of the 13 with heaters. 

Senator O’Manoney. Did he tell you that? 

Mr. Brown. To the best of my recollection he did. 

Mr. Amipon. That is what the orders showed. 

Senator O’Mauoney. I will have to put you under oath. Do not 
volunteer testimony. This is a very important situation. 

Mr. Brown. Now, I have a couple of other contracts I would like to 
make, also made in the presence of Mr. Amidon. 

We went to see another dealer. This dealer had previously pur- 
chased rather large quantities of Schofield heaters that were used in the 
1954 model, and had made the statement to me before Mr. Amidon went 
out there with me, that they would be in a position to use approximately 
15,000 heaters from us, on 1955 cars, and had given me an order to 
begin with for a hundred heaters. 

Now, later they increased that to 109, and we made, if I remember 
aa a delivery of 9 right away, we happened to have some in the 
office. 

Later on they canceled the order for a hundred—I believe that those 
had left the factory, and I think they were in Chicago at that time, if 
memory serves me—they had not left the factory but were about to 
leave the factory—and the reason that those were canceled is because 
we could not get them to accept an order without specifying that they 
would get cars without including the General Motors heater. 

Senator O’Manoney. Did he give you that reason ? 

Mr. Brown. Yes; he did. I have been in this man’s office many 
times when he called, and this time I am sure it was a General Motors 
representative, and he tried to get permission to buy cars without 
heaters and was not successful. 

Senator O’Manoney. What makes you sure? 

Mr. Brown. Because he told me he was going to call a particular 
individual. 

Senator O’Manoney. Did he name the individual ? 

Mr. Brown. As I recall it, he did not name the individual. He 
used his title. and in this case I believe the title was zone manager. 

Senator O’Manoney. In other words, you are testifying to the com- 
mittee that he told you that he was going to call the zone manager? 

Mr. Brown. Yes, sir. 

Senator O’Manoney. And in your presence he did it? 
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Mr. Brown. To the best of my knowledge, that is to whom he 

talked. 

Senator O’Manoner. Was Mr. 

Mr. Brown. No; this is—I am presenting what happened with this 
account before Mr. Amidon got there and also while we were there. 

This man received both of us very favorably and gave us quite a 
bit of off-the-record testimony, and the reason—statements—and the 
reason he wanted to be off the record is because, in turn, he was plan- 
ning to have an agency of his own, and he made the statement that 
he didn’t want any reprisal action to be taken. That was made in 
front of Mr. Amidon and myself. 

Senator O’Manoney. Well, inasmuch as we are not using his name, 
I am not asking you to identify him nor to identify the company that 
he represents. I think that I can ask you to state whether or not this 
off-the-record conversation he had with you was in relation to the 
pressure or the alleged pressure being applied upon his company by 
General Motors to take cars with heaters when he wanted cars without 
heaters. 

Mr. Brown. I think that had some bearing on it, Senator. I don’t 
believe—he did mention pressure and he mentioned the fact that he 
wanted to have a smaller agency so that he wouldn’t have so much 
pressure. 

I think actually the application of cars with or without heaters was 
a minor annoyance to him actually. I think there were many other 
things that entered into it. I am not in position to say what all of 
his conversations were; I don’t know. But this man, I am sure, 
would like—— 

Senator O’Manoney. What was the type of the off-the-record 
conversation ? 

Mr. Brown. It is a good question. I wish I had a good answer. 
I have not a satisfactory answer to that. 

Senator O’Manongy. What impression did it convey to you? 

Mr. Brown. Well, I can’t answer that either. 

Senator O’Manoney. O. K. Anything else, Mr. McHugh? 

Mr. McHvueu. Mr. Brown, did you have occasion to contact any 
fleet operator—— 

Mr. Brown. Yes. 

Mr. McHueu (continuing). In Mr. Amidon’s presence? 

Mr. Brown. Yes. This is another case I ould like to call to your 
attention. In this case the man is unusual in the respect that he did 
give us verbal authority to use his name if we wished. I don’t know 
whether I should do that or not. 

Senator O’Manoney. Well, I am not going to ask you to do it 
because it has been my policy in conducting this hearing not to use 
the name of any person who js involved in this business without per- 
sonal contact with the person and the agreement of that person, either 
by me or by general counsel or an authorized member of the staff. 
So I will not ask you to do it. But, without giving his name, please 
tell us what he said. 

Mr. Brown. Well, he said that he would be in a position to use 
three to four hundred cars yearly without heaters and would like to 
buy them 'that way, and he tried many, many times, and again this 
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particular gentleman in my presence did make telephone calls to, I 
believe—this man is a car-rental man, and I believe that he made calls 
to car dealers in an attempt to get them to place orders for many cars, 
cars without heaters, and he told Mr. Amidon and myself that he 
would like very much to buy cars without heaters, but was unable to 
do so. 

Senator O’Manoneyr. And these cars were Chevrolet cars? 

Mr. Brown. Yes, they were. 

Senator O’Mauoney. Mr. Amidon, will you be sworn? 


TESTIMONY OF ROBERT H. AMIDON, ATTORNEY, ANTITRUST 
SUBCOMMITTEE, UNITED STATES SENATE 


Mr. Amipon. Yes, sir. 

Senator O’Manoney. You solemnly swear the testimony you are 
about to give in this proceeding will be the truth, the whole truth, 
and nothing but the truth, so help you God? 

Mr. Amrpon. I do, sir. 

Senator O’Manoney. Give your full name, please. 

Mr. Amipon. Robert H. Amidon; I am an attorney on the staff of 
this committee. 

Senator O’Manoney. Did you visit automobile dealers in company 
with Mr. Brown? 

. Mr. Amipon. Yes, sir. 

Senator O’Manoney. Tell us whether or not you confirm the state- 
ments made by Mr. Brown of the conversations which he has related 
with certain dealers unnamed in your presence ? 

Mr. Amon. Yes, sir. His statements are substantially correct. 

I might add with regard to this fleet operator that he gave me per- 
mission to use his name in my official capacity as a staff representative 
of this committee, so should you decide his name should be put in, it 
can be because permission has already been obtained from him. 

With regard to this one situation that Mr. Brown described on the 

arts manager, after indicating that he was going to have to eat these 

eaters because he had not been able to get cars without heaters, I asked 
him this question, I asked him, “Have you been trying for some time 
to get cars without heaters?” And at that time he said, “I can’t say 
another word. You will have to talk to the manager.” 

I think it is significant because of the fact that it was in October 
and car dealers were stocking practically no 1955 cars at all any more, 
they were waiting for the new models to come out; I think it was 
significant that he had 13 heaters upstairs, that there was an order 
which the owner’s son testified for 13 cars downstairs, the same num- 
ber of cars being ordered at this late date, 1955 models, as they had 
Schofield heaters upstairs, and even at this Jate date the record 
shows—— 

Senator O’Manoney. You mean that downstairs there were how 
many cars? 

Mr. Amipon. There were 1 or 2 cars on their showroom floor, but 
they had just recently put in orders for-13 1955 cars. | 

Senator O’Manoney. With or without heaters? 

Mr. Amipon. They had requested them without heaters, according to 
what the owner’s son told me. He chalked off each car and said he 
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had requested it without a heater, and then he took out some invoices 
which, I imagine, were records 

Senator O’Manoney. Never mind what you imagine. 

Mr. Amon. I don't know. I didn’t personally examine his records; 
and on checking them he pointed out that 5 of the cars would have 

heaters, and that the other 8 would not have heaters. 

Senator O’Manoney. IIe told you that of the cars ordered 5 would 
have heaters and 8 would not have heaters ? 

Mr. AMIpoON. Yes, sir. 

Senator O’Manoney. Well, doesn’t that indicate that he was getting 
cars without heaters ¢ 

Mr. Amipon. Yes, sir’; that 1s right. 

Senator O'Manoney. What about the Schofield heaters upstairs? 

Mr. Amnon. Well, it seemed to me that it was significant, as I said, 
that they were ordering 13 cars without heaters downstairs at this late 
date, and there were 13 Schofield heaters upstairs, and that the parts 
manager had indicated that they had eoble getting cars, and despite 
this, when his father, who was the owner, came 1m, he said that every- 
thing is lovely with Chevrolet. He said, “We can get cars any way we 
want them. If we want cars without heaters, we can get them that 
way.” 

Senator O’ManoneEy. And you were imagining that they were going 
to put the 13 Schofield heaters into the 13 cars that were ordered $ 

Mr. Amipon. Yes. 

Senator O’MaHoneEy. But only eight would be received without 
heaters ? 

Mr. Amipon. That is right. 

I was wondering in my mind; having a little knowledge of business 
as to why they would be wanting to continue carrying 1955 Schofield 
heaters in stock upstairs, in view of the fact that they said they could 
get cars without heaters. You would think they would want to move 
them, not hold them. | 

Senator O’Manoney. Of course, that is argumentative, Mr. Ami- 
don, as you know. 

Mr. Amipon. That is right. 

Then this one other dealer that we talked to, who indicated that 
he was interested in buying a large number of Schofield heaters, also 
told us that he had on many occasions put in orders for cars without 
heaters, and was unable to get them. His partner had just died, and 
he was in the process of trying to sell out this Chevrolet agency and 
buy himself a smaller one, and that was the reason which he advanced 
for not giving me permission to use his name. Again in every in- 
stance, I asked the man if we could use his name; he said, “I would like 
to, but if I let you use my name, I know it would be hopeless to get 

another Chevrolet dealership and it is a pretty good business.” 

Senator O’Manoney. Was this a.conversation in the presence of 
Mr. Brown ? 

Mr. Amrpon. Yes, sir; it was. 

Senator O’Manoney. Very well. 

Any more questions, Mr. McHugh? 

Mr. McHvan. Unless the Senator thinks it is necessary, I would 
not see any reason, to go into much of the details of these other cases 
because, in substance, they are the same type of complaint. You might 
want to have this statement of Mr. Brown’s in the record. 
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Senator O’Manoney. I think the statement may be included in the 


record. 
(The document referred to reads, in full, as follows :) 


Individual case histories of contacts made with General Motors Corp. dealers 
by William W. Brown will be submitted by individual case numbers. Name of 
the company, address, and individuals contacted, will be furnished committee 
members upon request by referring to the case number assigned : 

Case No. 1: Subject company-purchased heaters during the 1954 season. 
Considerable interest expressed in heaters for 1955 cars. Several sales contacts 
made with this firm during the 1955 season, but no sales were made because sub- 
ject company was unable to purchase cars without heaters from General Motors 
Corp. 

Case No. 2: This company placed many orders and used large numbers of 
Schofield heaters during 1954 season. Statement was made that they would use 
approximately 1,500 Schofield heaters during 1955 season. Many sales contacts 
were made with this firm during the 1955 season, but no sales were made due 
to their inability to get cars without heaters. 

Case No. 3: Subject company used Schofield 1954 heaters. No heaters were 
purchased for 1955 cars as they were unable to receive cars in the Chicago area 
without heaters already installed at the factory. 

Case No. 4: Subject company purchased Schofield heaters in rather large 
volume during the 1954 season. This company bought a quantity of Schofield 
heaters early in the 1955 season, but were unable to have General Motors Corp. 
ship them cars without heaters and later returned most of these heaters to 
Schofield. 

Case No. 5: This company promised during the latter part of the 1954 season to 
buy the 1955 Schofield heater. After several unsuccessful attempts to place 
orders for General Motors cars to be delivered without heaters they failed to 
give any orders for the 1955 Schofield heaters. 

Case No. 6: Subject company purchased 1954 Schofield heaters. Statements 
were made that they expected to purchase up to 15,000 Schofield heaters during the 
1955 season. First purchase order placed for over 100 Schofield 1955 heaters was 
later canceled as they were unable to have General Motors cars delivered in the 
Chicago area without heaters being installed at the factory. The company 
attempted again and again to secure approval from the General Motors Corp. 
gone manager for cars to be shipped to the Chicago area without heaters. This 
permission was never obtained. 

Case No. 7: Numerous attempts were made by this company to have General 
Motors cars delivered to them in Chicago without heaters without success. 

Case No. 8: Subject company used Schofield 1954 heaters. Statement was 
made that they would purchase approximately 400 Schofield heaters per month 
during the 1955 season. And shortly after the first of the year they placed their 
initial order with Schofield. However, they have been unsuccessful in securing 
cars without heaters in any yolume, and therefore have been unable to purchase 
heaters from us. 

Case No. 9: This company used Schofield 1954 heaters. Statement was made 
that they would use approximately 50 Schofield heaters per month during the 
1955 season; 25 Schofield 1955 heaters were shipped to this company in Feb- 
ruary 1955. Several attempts were made to secure General Motors cars without 
heaters during the balance of the 1955 season. During the end of the 1955 season 
a few General Motors cars were scheduled for delivery without heaters to enable 
this customer to use up most of his stock of Schofield heaters. 

Case No. 10: Subject company purchased 1954 Schofield heaters. After several 
unsuccessful attempts to purchase General Motors cars without heaters it was 
impossible to sell them the 1955 Schofield heaters. 

Case No. 11: Subject company purehased 1954 Schofield heaters. Several un- 
successful attempts were made during the 1955 season to purchase General Motors 
cars without heaters. 

Case No. 12: Considerable interest was expressed by this firm in the 1955 Scho- 
field heater. As they were unable to secure cars from General Motors Corp. 
without heaters no orders were placed for the Schofield 1955 heater. 

Case No. 13: Subject company purchased 12 Schofield 1955 heaters. No more 
orders for these heaters were placed as the company was unable to nnrcehase cars 
from General Motors Corp. without having heaters installed at the factory. 

Case No. 14: This company purchased 10 Schofield 1955 heaters opriv tn the 
1955 season. No further orders were placed due to the difficulties experienced 
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when trying to place orders with General Motors Corp. for cars to be delivered 
without heaters. 


Case No. 15: Subject company purchased 10 Schofield 1955 heaters early in 
the season. No additional orders were received as subject company was unable to 
purchase cars from General Motors Corp. without heaters already installed at 
the factory. 

Case No. 16: This company purchased a few 1954 Schofield heaters. They 
were advised that General Motors Corp. would make all heater installations at 
the factory in 1955 and they did not buy any Schofield heaters during 1955. 

Case No. 17: Subject company tried several times to purchase General Motors 
Corp. 1955 cars without heaters. As these attempts were all unsuccessful 
no orders for Schofield 1955 heaters were placed. 

Due to the policy of the General Motors Corp. as indicated in the above case 
histories, it was impossible to sell Schofield heaters during the 1955 season with 
the exception of only a few scattered sales at the beginning of the season. AS a 
result of this policy our earnings for 1955 were seriously affected. 

Senator O’Manoney. Very well. 

Mr. McHugau. If that is so, we have no other questions. 

Senator O’Manonry. Thank you very much, Mr. Brown. 

Mr. Brown. Thank you, sir. 

Senator O’Manoney. How about this other gentleman, Mr. Story, 
is he to testify ? 

Mr. McHvau. No. 

Senator O’Manuoney. You were a standby ? 

Mr. Story. That is right, sir. 

Mr. McHucu. He answered a few questions. 

Senator O’Manoney. Was his name given to the reporter ? 

Mr. Story. Yes. 

Discussion off the record.) 

enator O’Manoney. Let me say, Mr. Amidon, after the recess I 
would like to have you give Mr. Burns and myself the name of this 
fleet dealer who told you that he would be willing to have his name 
used. 

Mr. Amon. Yes, sir. 

Senator O’Manoney. In order that we may look into the advis- 
ability of calling him as a witness. 

Mr. Ampon. Yes, sir. 

Senator O’Manuoney. The committee will stand in recess until 1: 45. 

(Whereupon, at 12:20 p. m., a recess was taken, to reconvene at 
1:45 p. m. of the same day) 


AFTERNOON SESSION 


Senator O’Manoneyr. Will you proceed ? 
Mr. McHvueu. Will you state your name, please. 


STATEMENT OF JOHN W. DUKE, GENERAL MANAGER, AUTO SUP- 
PLY CO., INC., ACCOMPANIED BY HAROLD T. HALFPENNY, COUN- 
SEL, NATIONAL STANDARD PARTS ASSOCIATION 


Mr. Duxe. My name is John W. Duke. 
eae McHuen. Do you have a prepared statement with you, Mr. 
e 
Mr. Duxe. I do. 
Mr. McHoueu. Does this statement set forth your background and 
experience in this industry ! 
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Mr. Duxe. It does. z | 

Mr. McHueu. Do you wish to make some statements from that? 

Mr. Duxe. I would like to file my complete statement on this with 
the committee. 

My name is John W. Duke. Iam general manager of Auto Supply 
Co., Inc., of Nashville, Tenn. My company has been in business since 
1927. We now have 48 employees and the year ending last June 30 
_we did gross business of slightly more than $1,100,000. We have no 
branch stores, and I am told we are the largest automotive wholesaler 
in our area. 

Mr. McHueu. Mr. Duke, do you handle a general line of automo- 
tive parts? 

Mr. Duxe. We do, sir. 

As I come before you gentlemen, I feel that I am committing sui- 
cide. I am of the opinion that I will face reprisals from the division 
of General Motors with which my company does business, and the 
AC spark plug division. Then too, when I return I must face the 
wrath of many friends who are stockholders in this corporation. 

Mr. McHvucn. Mr. Duke, I wonder if you would explain for the 
record just what the AC spark plug division is. 

Mr. Durr. What the division is? 

Mr. McHuau. Yes. 

Mr. Duxe. Well, they manufacture spark plugs, oil filters, fuel 
pumps, speedometer chains, gas, oil, and radiator caps, and the guide 

amp. 
Me. McHueu. That, then, is a manufacturing division of the Gen- 
eral Motors Corp. 

Mr. Dore. It is. | | 

Mr. McHuen. And you as a wholesaler handle their line? 

Mr. Dune. We do. 

I cannot hope to gain friends among the car dealers and I stand 
to lose some. I will not be welcomed in the company of those who 
champion free enterprise, nor those who feel that this inquiry is 
nothing but a political witch hunt. 

This raises the question of why I should be here before you this 
morning when I stand to lose a lot and at this moment the advantages 
are pay speculative. 

First, let me say that I am president of the Nashville Automotive 
Wholesalers, a group of automotive jobbers in Nashville, Tenn. I 
am also a member of the legislative committee of the Automotive 
Wholesalers of Tennessee. 

In this instance this statement was presented to our board of di- 
rectors Monday morning, calling a special meeting, and it bears their 
approval. 

This group represents the interests of some two hundred-odd whole- 
‘salers in our State and as a member of the National Standard Parts 
Association I must put aside any personal loss and the loss to my 
company in the hope of making a contribution to vour study of our 
industry in particular and the giant car manufacturers with special 
emphasis on the General Motors Corp. 

Some 2 years ago I first communicated with the Department of 
Justice, the Federal Trade Commission, the Department of Labor, and 
our Senator Kefauver. At that time I expressed the helief. and I 
have not changed it, that GM’s present plan of parts distribution was 
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un violation of a cease-and-desist order issued back in 1941. I also 
stated I felt that certain practices they were engaging in were mo- 
mopolistic and not in the best interest and welfare of the public. I also 
feel that the wholesale distribution of automotive parts in interstate 
<ommerce is covered by the Fair Labor Standards Act notwithstanding 
that administration bulletins have specifically exempted the car and 
truck dealers and in so doing have placed a financial burden on the 
wholesale parts jobber. 7 

If it is agreeable 1 would like to comment further regarding the 
three subjects that I have mentioned. 

I will take up GM’s parts distribution program first. This was 
introduced at the beginning of 1954. Frankly, I believe the program 
basically unsound. I have hopes that it will enjoy a very short life. 
However, its span of life is dependent on three factors: The view that 
Congress and the FTC will take on the subject, and the economy of 
our country. If we should ever return to a 4 million car-truck out- 
put—and I think that the way the dealers are overselling their market 
we may see this sooner than many would like for it to happen—the 
ear and truck dealers of GM as a dealer group will put sufficient pres- 
sure on GM to return the parts business to their dealers. 

Let’s review the rapid rise GM has made in its desire to monopolize 
the parts aftermarket. We will have to go back to 1940 as a normal 
prewar year. During that period they had exclusive sales contracts 
and protected territories for their dealers. 

Mr. McHven. Mr. Duke, I wonder if you would explain what you 
mean by this 4 million car-truck output return. 

Mr. Duxe. In 1950 we had about a 614 million car market. I under- 
stand in October that the industry passed the 6 million market. 

Senator O’ManHoney. You mean Ocotbe: this vear? 

Mr. Duxe. Yes. I say that they are overselling the market in this 
respect. They are extending terms of 36 months to pay, and in doing 
so it takes about 18 months with a normal downpayment which they 
are getting before the customer has any equity in his car that he can 
go in and use that car to trade back in. Sooner or later everybody 
that can afford a car has got one, and those that buy on time haven’t 
got any equity in it. I am not here to debate the fact that they 
are overextending, that is their business, and if they dig their own 
hole, why, they will have to fall in it. 

Senator O’Manonry. You really mean that they are overproduc- 
ing as well as overselling ? 

Mr. Durr. That is true, but the pressure is on the dealer by the car 
manufacturer to take the cars and then do something with them. 
Then they have gone ahead and done what in my opinion is bad 
business. 

When you sell a man something and you have to see that he stays 
in good health and makes his payments every month just to stay 
even, he is not acquiring any equity. 

Mr. McHwucn. Mr. Duke, I wonder if you would explain for this 
subcommittee just how the General Motors wholesale parts distribu- 
tion program affects you as an individual wholesaler ? 

Mr. Duxe. I would hke to refer to the back sheet as appendix 
A and use as an example the next to the last item, 429-AC fuel pump 
with the manufacturer’s part number, to the left. This shows a manu- 
facturer’s suggested list price of five and a quarter. 
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That is what you as a motorist would pay for this pump if you 
bought it from the Chevrolet dealer, what you would pay for it if you 
bought it from a garage, what you would pay for it 1f you bought it 
from a service station. In the second column is a car dealer price or 
what we as a wholesaler would charge the car dealer for it, what we 
would charge a service station or the repair shop for it. 

In the next column is what the dealer pays for that from General 
Motors, the same identical price. 

However, if a dealer should sell that part for resale, that is, for 
someone Just going to resell it such as a garage or service station, 
General Motors rebates him 68 cents. That is shown in the next column 
which under the circumstances would make the dealers on the pump 
that sold for resale $2. 

Sr O’Manoney. What is your authority for saying that is a 
rebate 

Mr. Duxe. I have seen the dealers’ price sheets, and in the far right- | 
hand column is in code the 68-cent rebate that he [sou Now to save 
on accounting the parts clerk that bills this out to John Jones Garage, 
one 429 AC fuel pump at $5.25, net $2.68 and on the other copy of that 
he puts over here 68 cents. That is the amount that he is entitled 
to as credit from GM, and he turns that copy in for an audit to get 
his refund from General Motors. 

Senator O’Manoney. How do you know this? 

Mr. Duxe. I have seen this rebate where it says, “Functional dis- 
count on printed parts price lists” of the Chevrolet dealer. 

Mr. McHvucn. Do you mean a rebate or just an additional discount 
which is allowed ? 

Mr. Duxe. You can call it a functional discount or a rebate or a 
performance discount, whatever you want to. Anyway they get a 
credit for 68 cents when they report the sale for resale. 

Senator O’Manoney. But the amount of the rebate, if I understand 
your testimony, is passed on to the consumer ? 

r. . No, sir, you are wrong. That winds up as being the 
dealer’s profit because he sold that fuel pump at his cost. 

Senator O’Manoney. You have misunderstood my question. 

Mr. Duxe. Iam sorry. | 

Senator O’Manoney. I think your attorney will explain it. 

Mr. Duxe. Read that question back. 

(The question was read.) 

Mr. Duke. No, sir, it is not. 

Senator O’Manoney. Let me read from your prepared manuscript 
on page 7: 

If the dealer buys his requirements from GM, GM suggests that the dealer sell 
this value at their cost and GM will give a rebate. 

Do you mean the dealer’s cost or GM’s cost ? 

Mr. Duxe. No; the dealer’s cost. 

Senator O’ManHoney. All right. Then the dealer sells the valve at 
the dealer’s cost. 

Mr. Duxr. That’s right. 

Pacers O’Manonry. And GM will give a rebate on such sales of 
cen 
Mr. Duke. That’s right. oe 
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Senator O’Manoney. Does the cost, when the bill is rendered to the 
consumer, include the 12 cents or not ? 

Mr. Duxe. To the consumer it has not changed from the $1.05 on 
the valve. 

Senator O’Manoneyr. What is the price to the consumer f 

Mr. Duxe. $1.05. 

--Senator O’Manonry. And the cost from General Motors to the 
dealer is 53 cents ? | 

Mr. Duke. That’s right. 

Senator O’Manoney. That is the actual cost ? 

Mr. Duxe. That is his cost. 

Senator O’Manoney. Is the 12 cents deducted from that ? 

Mr. Duke. If he reports it sold for resale. 

Senator O’Manoney. If he reports it sold ? 

Mr. Duxe. If he reports it sold for resale from invoices that he 
picked it off of his sales, they rebate him a functional rebate for having 
made that wholesale transaction at his cost. 

Mr. Hatrrenny. Senator, that is rebate for resale to other resellers. 
It is not to the consumer. 

Senator O’Manoney. It is not to the consumer ? 

Mr. Haureenny. No; it is not. It is to other resellers, a garage 
owner or some other person that would ordinarily buy from a 
wholesaler. 

Mr. Duxr. We need not go into the others which would be a 
repetition of the same price and rebate structure. 

Mr. McHuon. Mr. Duke, I wonder for the purpose of the record 
now if you will explain to us what is the effect upon your business 
of this pricing structure which you have just described here. 

Mr. Duxr. Well, I think a good example of that is this: We will 
take a Pontiac dealer in Nashville that has been an account of ours. 
I bought a car from them; in fact, I bought two cars from them—my 
brother bought one—and when it comes to selling spark plugs he can 
buy the AC spark plugs with his regular monthly stock order from 
GM or he can buy them from us, and he gives us that business. 

With prices being equal, the accessibility and the quick source of 
supply for slow-moving parts, we considered him an outlet for our 
various items. 

Now, when they introduced this parts program here, he tells me he 
can’t buy any more from them and he sits down and we go into it in 
detail. If I knew who I was going to sell that spark plug to that I 
buy from you, I might give you a part of it. If P iniew I was going 
to sell it to another list-price customer, I am not damaged, and I can 
give you that business, but since I don’t know and it is speculative 
to whom I am going to sell it if I buy it from you, I am swapping 
dollars when I sell it for resale. But if I buy it from GM and sell it 
for resale, I make 9 cents. 

Mr. McHveu. So what you are saying is that if he buys this product 
now under the wholesale parts distribution plan from General Motors, 
he acquires it, if he is buying it for resale, he buys it at exactly the 
same price ag you as an independent wholesaler are able to buy that 
commodity ? | 
_. Mr. Duxe. If he bought it for resale, that’s right. 
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Mr. McHuvau. So the net effect of that is there would be no reason 
why now the car dealer would want to obtain such goods from you 
because it would mean simply swapping dollars, as you say. 

Mr. Duke. That’s right. Now that is an example where I feel like 
they have used an economic squeeze to coerce the dealer to trade with 
General Motors. 

Mr. McHvueu. Is that what you mean when you say this practice 
you believe may violate the Federal Trade Commission’s cease-and- 
desist order? 

Mr. Duxe. That’s right. 

Mr. McHueuH. Would you care to amplify your remarks any more 
as to why you think this may actually be a violation of that order? 

Mr. Duke. The dealer is not free to make a decision as to whether 
he wants to buy from this jobber, that jobber, or GM without suffering 
a speculative penalty not knowing where he is going to buy it from. 

Mr. McHuen. Is there anything about the wholesale parts plan 
which would prevent the car dealer from imposing what you describe 
as an economic penalty upon him, from going out and obtaining goods 
from independent manufacturers not made by the General Motors 
Corp. or not sponsored by the General Motors Corp. ? 

Mr. Duxr. When you say “made,” there are so many parts that they 
don’t make. We almost have to go back and see whether they buy 
from General Motors or buy from someone else. 

Now when General Motors made up their minds to get back into 
the replacement business—and I think I should read the background 
of that because that is pretty important. We will have to go back to 
1940, a normal prewar year. No; I can pass that up. 

Their parts depot salesmen called on their dealers and under a 
threat of contract cancellation they were able to write the lion’s share 
of the dealers’ parts needs. I was a parts salesman myself during 
that period and I heard many car dealers tell me that the GM salesmen 
just didn’t approve of them buying so-caled “gyp” parts even though 
they were identical with those manufactured by the same manufacturer 
that supplied GM. 

But—and this is important—it was not a “genuine General Motors 
part.” The car dealer bought the parts from GM at what we called 
the 40-percent discount level, and we, too, as a jobber sold or offered 
to sell a like and often identical part at the same discount. 

The car dealer sold the parts, usually at list to the motoring public, 
and to a garage, service station or another car dealer at a discount 
of 25 percent. The jobbers, such as my concern, bought such parts 
from their supplier at a discount of 55 to 60 percent from the same 
list. price. 

I will discuss in a moment the same list-price subject. The jobber 
in turn sold in competition to the car dealer at discounts of 30 to 40 
percent extreme. 

Then a brilliant mind at GM came up with the idea that they extend 
to their dealers, and their dealers extend to their reseller accounts 
such as garages, the same discount on competitive parts as they do with 
captive parts. By captive parts I means such items as steering wheels, 
fenders, and body parts that are not available from any other source 
other than the particular car manufacturer. It was like bidding 
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against themselves. They corrected this by reducing the discount and 
resale at both the dealer and garage level on captive parts but increas- 
ing slightly the discount on competitive parts. 

To keep from getting the two types of parts confused, I am going 
to call a fender a captive part and a valve a competitive part. After 
this price adjustment the garages received a discount of 10 to 15 per- 
eent on the fender they bought and 25 to 40 percent on the valves 
depending on the generosity of the car dealer. 

This was the discount structure in effect when the war came ori. 
AAs you may recall, GM closed down their car production and they 
and many of their supphers went into defense work. 

Before the Office of Defense Transportation got on top of its job.. 
no one thought of keeping transportation going. There were many 
parts shortages, and junked cars that might have been a source of 
supply in keeping cars going were being forced into the steel mills. 

However, thanks to the many thousands of independent parts manu- 
facturers who had been supplying the car factories, they kept their 
parts manufacturing going on limited scales as materials were allo- 
cated and these parts were available to the thousands of parts whole- 
salers, such as my company, throughout the country. During this 
period the car-truck dealers were our best customers. These car 
dealers found themselves installing replacement parts of identical 

uality and often the identical part but under the name of Zollmer, 
Benne Toledo, Perfect Circle, Sealed Power, Thompson, McQuay- 
Norris, Borg-Warner, to name but just a few. 

Even the most skeptical car owner who had always been led to be- 
lieve that anything but a genuine part was of inferior quality saw 
that this unknown part did its job and the prestige of the so-called 
genuine parts had lost its identity. 

Motorists, fleet operators, garages now knew at first hand, often 
from the car-truck dealers themselves, that many, many parts that are 
or had been referred to as “genuine parts” were falsely labeled as 
such, but were and are the product of independent manufacturers who 
supplied such parts both to the car manufacturer and the independent 
wholesaler. 

I cannot keep from calling this to your attention. It is something 
T cannot understand that our Government, through the proper agency, 
has permitted the deception to continue year after year. This mis- 
nomer and false advertising has been to the detriment of independent 
wholesalers for years. 

Now, the war is over, GM’s defense contracts are reduced and they 
return to the manufacturing of cars and trucks for the hungry public. 
But something is missing. No longer will the motoring public, 
garages, or repair shops pay a premium just to get a valve packaged in 
a GM box. They must again start from the bottom in retelling their 
story that only “genuine parts” fit properly, give the performance, and 
that their warranty is void if they do not use GM genuine parts. 

As an American citizen I am grateful for the genius, know-how, 
and the facilities that GM lent to the war effort. As an independent 
wholesaler I would not want to enjoy the advantage they lost in the 
parts aftermarket. 

Such advantage no longer exists and we wholesalers find ourselves 
not only having to surrender a share of the aftermarket parts business 


ie ve 
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but are struggling against competition that we think unfair for our 
very existence. 

I believe GM, in its organization, has brilliant men who have made 
a careful study of all their markets. Here is what they found. This 
is my speculation. The independent wholesaler has access to all the 
parts they now purchase or a duplicate thereof. 

The wholesaler has acquired an exceptional knowledge of parts for 
all makes of cars and trucks: he has trained mechanics, the parts are 
carried in stock and are readily available and attractively priced. 

He furnishes obsolescence protection, delivery service, credit ac- 
commodations, and his salesmen are helpful with vital information 
and by regular calls keep the repair shops, fleets, and others well 
posted and stocks complete. 

Mr. McHueu. Mr. Duke, are you saying the wholesaler acquired 
this know-how and you got into this field as a result of the war period 
when General Motors was occupied on other 

Mr. Duke. No,no. Wein a way took over their market because they 
were in the war effort. During that time the General Motors dealers 
would buy parts from us under our own supplies’ private names, 
Borg-Warner, Thompson, McKay, Norris, Perfect Circle, all of those 
were a part of that, and they found out, and it isn’t hard to do, that 
they were identical and sometimes the same part. 

ou take Zolner pistons, you know how the trade-mark goes this 
way, that is on the original castings of the pistons that we sell. It’s 
just been smacked there with a grinder to attempt to eliminate it, 
but it 1s the same identical part. 

Now, GM, to get into the market, has got to do something. They 
came out and busted the resale price to the bottom, and there are three 
or four examples in here, where, when they get ready to go into a 
market, the first thing they do is to crush it. Looking at wrestlers, you 
see one that looks like a big brute and he knocks the other man down, 
but then he gains respect. He is a giant. Some of my remarks bring 
that out, that they have broken the market and dare you to go under it, 
and you can’t go under it. They have taken all the sap out of it, all the 
profit angle out of it. 

Mr. McHvuen. Would you care to describe some of these examples 
where you say GM has crushed the market ? 

Mr. Duke. I think as good an example as I can give is on the guide 
lamp, which is on page 10, beginning with the second paragraph. 

Picking up on page 6, the suppliers of these wholesalers follow 
GM’s list prices as their suppliers know better than to print a list 
below any car manufacturer. Other manufacturers in competition of 
such suppliers likewise follow the same list prices. GM, to capture the 
aftermarket, must offer as attractive a discount, they must continue 
to plug the “genuine parts” gimmick to the unsuspecting public until 
the proper Government agency slaps'their wrist. They are in a posi- 
tion to demand of their suppliers an acquisition cost that will protect 
their profits and satisfy their stockholders. 

Under the threat of manufacturing the article themselves, or estab- 
lish a list and net price that no independent manufacturer can compete 
with, they can channel all the profit of manufacturing into their pock- 
ets. While taxes are high, they can gain any advantage they want 
and knock any competition out of the ring with ‘he Government witb 





STUDY OF THE ANTITRUST LAWS 2929 


taxes contributing the greater share of the costs. They must not 
overlook the independent wholesaler; maybe it would be wise to get 
some of them on their side. Why not use the theory of divide and 
conquer? Some of these observations are my own, and others are 
from facts, to which I am prepared to testify. 

At the end of 1953, GM announced first to its dealers that they 
make half the cars and trucks in use, and that they have developed and 
own the rights to supply the replacement demands for the aftermarket. 

To be sure of the dealers’ cooperation and under the rule of follow- 
ing the spirit of the Robinson-Patman Act, where all purchasers at 
each level must be sold at the same price, they introduced to their 
dealers their parts distribution program. They tell them that under 
a FTC cease-and-desist order they cannot compel the dealer to buy 
only from them, but they will be financially punished if they don’t. 

ere is how their plan works, as explained to me by a local GM 
dealer. A Chevrolet valve lists for $1.05, his cost from GM will be 53 
cents. They will make 100 percent profit on all they sell at list price 
to the motoring public. At the present time the local wholesalers have 
the same suggested list. Their garage price was 63 cents and they sell 
to the dealer for 53 cents but bear in mind that the wholesaler pays 41 
cents. If the dealer buys his requirements from GM, GM suggests 
that the dealer sell this valve at their cost and GM will give a rebate 
on such sales of 12 cents. However, if the dealer buys from the whole- 
saler and follows GM’s resale schedule to the garage, they will be 
swapping dollars. In an appendix to my statement, I have listed in 
tabular form a number of other examples. 

I ask you, is that coercion? Has not GM accomplished through 
roe at penalty just what the cease order of 1941 forbids them 
to do! 

Now, to make the package more attractive, they promised continu- 
ing advertising of the “genuine parts” and reminded dealers that they 
could stay open 24 hours, 7 days a week, and need not worry about the 
40-hour week or time and one-half that the independent wholesalers 
is burdened with—the car dealer is considered a service establishment. 
Sales to fleets, States, counties, and business establishments to the 
ultimate consumer are looked upon as retail sales. 

This is the attitude of the Department of Labor, notwithstanding a 
case in our local Federal court, Walling Administrator v. Stillman. 
The judge in this case ruled that such sales, even though to the ultimate 
consumer, were nonretail in character and insisted such sales were not 
grounds for exemption under the retail sales percentage formula. 

Many dealers were not quick to grab this program. They felt it 
was not fair that they should be expected to carry many thousands 
of dollars in inventory, whereas a shade-tree mechanic, without any 
appreciable investment, could purchase a part at the same price that 
they paid for it when they work on the same customer’s car. 

GM did not insist that their dealers follow this program. If the 
dealers were not inclined to sell at their suggested garage prices to 
the garage trade in competition with the independent wholesaler, 
they would make no objections and would still give them the rebate 
provided they reported a sale of such a part for resale. What was 
wrong with this nice gesture was that with a price disadvantage they 
would not realize the ambitions of GM and capture the aftermarket 
business. 
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However, in the end they made it unattractive to the dealers not 
to follow their pricing formula. They accomplished this by gomg 
directly to the independent wholesaler and selecting some that were 
interested in riding the “genuine parts” bandwagon. They made 
these wholesalers GM parts jobbers. I know of no attempt at price 
collusion among the GM parts jobbers and the car dealers, and without 
such and the parts jobber following the discount structure, the dealers, 
one by one, have fallen in line. 

I have no quarrel with the wholesaler who went into the GM _ pro- 
gram. I would not be interested in it for, at best, it would only be 
attractive until the dealer organizations insisted that it be stopped. 
GM _ protected itself by reserving the right to repurchase the stock, 
cancel it under certain conditions, not make the franchise transferable 
and withdrawable at their bidding. 

So much for GM’s parts program and its bid for the aftermarket. 
Time will tell whether I am correct in my belief that they are and 
have been in violation of the FTC cease-and-desist order. Time 
will also tell whether it is possible for a corporation of the size of 
GM to make false claims and misrepresentation in their advertising 
year after year. No agency has lent an ear to those grieved by such 
a practice. 

fy belief that GM is engaged in monopolistic practices that are 
not in the best interests of the public is the result of my observations 
and study of its effect on the independent automotive wholesaler. 

To single out GM by itself is unfair. It could well apply with 
slight modifications to Ford, Chrysler, and International Harvester, 
and probably to a lesser degree to American Motors, Studebaker- 
Packard, and White-Mack Truck. In this group of less than 10 is 
concentrated 95 percent or better of the entire transportation manu- 
facturing industry. GM only magnifies the condition because of its 
size. 

Since our study is restricted to GM, I will make no further reference 
to the others. 

I would like to make this observation here: The bigger a business, 
the bigger its responsibilities to the welfare of the public, the greater 
are its opportunities to engage in monopolistic practices. A concern 
the size of GM can use a $10 million war chest and with our present 
tax structure the Government would contribute indirectly the larger 
part of such asum. GM could, at its will, knock out, as competitors, 
one by one, any segment of the industry which supplies it or the other 
car manufacturers. This could not be done collectively, but by taking 
them one by one—the piston manufacturers, the pin manufacturers. 
the bearing manufacturers, the piston-ring manufacturers, et cetera. 

Let me give you anexample. In Cornersville, Ind., 1s the plant of 
Stant Manufacturing Co., which supplies or has in the past been a 
major supplier of oil, radiator, and gas caps to car manufacturers and 
the aftermarket through the independent wholesalers. GM's AC 
division decided to add duplicate products to their line. When they 
introduced their line of caps to the wholesalers, GM immediately re- 
duced comparable prices from 8 to 15 percent. They established com- 
parable lower lists and Stant had no choice but to meet them. I 
haven’t seen Stant’s operating statement, but I doubt that they had a 
profit in excess of the amount they had to cut to be competitive in the 
face of rising costs of raw materials. 7 
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. Some months before that, GM felt the rebuilt fuel pumps were cut- 
ting in on the sale of new pumps and decided to go into the rebuilt 
business. One of their salesmen told me they bought up and took off 
the market, so as to get them out of the market for independent re- 
builders, in excess of $6 million of old pumps and buried them in a 
field as being of no value. Their price of a double action rebuilt fuel 
pump was identical with more rebuilders, only 5 cents higher than the 

owest one that I know about. Have they put the fear in rebuilders 
not to try to lower their selling prices and encroach on their market { 
I know of no rebuilder who has lowered Jiis prices. After getting the 
market they wanted, GM raised their prices somewhat. 

Last October auto lamps were added to the AC line. This lamp 
line is merchandised under Guide, and advertised as a GM product 
and a “Genuine” GM part. We bought these lamps as an AC dis- 
tributor. The boxes show that they were manufactured by Westing- 
house in West Virginia, and the shipping label shows they were 
shipped to AC in Flint, Mich., and reshipped to us. I compared the 
prices, both the retail prices and our cost, against similar cost sched- 
ules from General Electric and Westinghouse. 

Mr. McHueu. Isthe AC division located in Michigan ? 

Mr. Dvcxr. Yes, sir. 

Mr. McHven. They were shipped from Westinghouse ? 

Mr. Duke. From Westinghouse to West Virginia, and there trans- 
shipped to AC, and AC shipped them to us. 

They are all the same for the miniature lamps, with one exception : 
GM has prices the sealed-beam units from 10 to 25 percent lower than 
General Electric or Westinghouse. 

Mr. McHucu. You say they are all the same? By that you mean 
the lamp which is manufactured by General Electric, Westinghouse ? 

Mr. Duxr. Tung-sol and Ever Ready, they are al] the same price 
on the miniature. That is your‘taillight bulb. This statement got 
transcribed wrong. We should put a period after “lamp”; and with 
one exception GM has priced the sealed-beam units from 10 to 25 
percent lower than General Electric or Westinghouse. This means 
that we are able to buy Westinghouse lamps now in Guide packages 
from the AC division of General Motors about 10 to 25 percent lower 
than we could buy from Westinghouse direct. 

Tam sure that within a few weeks GM management and other lamp- 
manufacturer managements will get together over a cup of coffee and 
compare notes and all prices will become the same. As we were buy- 
ing from General Electric prior to AC, adding the Guide line, we 
asked the regional representative of GE what were they going to do 
about the price advantage GM had at the various price levels. He 
told us that if GM were going to sell at cost, that he was sure GE could 
do lhkewise—that he had taken it up with his home office and felt sure 
that GE would be competitive. In the meantime, and this is the point 
they make, GM has asked for and received the respect of the other 
lamp manufacturers that it is in, and going to stay in, the lamp busi- 
ness and its market must not be disturbed although they were under- 
selling or passing on the price advantages it had acquired from 
Westinghouse. | 

Senator O’Manoney. You mean selling or underselling? 

Mr. Duxe. Underselling. 
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Mr. McHvuau. You are saying that they sell beam lamps which were 
being made for General Motors by Westinghouse under, you say, the 
Guide-Lamp insignia? 

Mr. Duke. Here is a carton showing they came from Westinghouse, 
shipped to Westinghouse at Flint, Mich., their Guide Lamps, and here 
is the part number. 7 

Mr. McHuew. What does the term “Guide Lamp” mean? 

Mr. Duke. That is a trade name, just like AC is a division of Gen- 
eral Motors, so is Guide Lamp. 

Now, they have consolidated the Guide Lamp division as a distribu- 
tion to the aftermarket through AC distributors. 

Since I am on this one right here, I am going to add this: They both 
have the same part number, at least the numbers are universal. There 
is the price of AC on the 4015 A bulb, which is 76 cents. On General 
Electric the price on it is $1.195, and Westinghouse and General Elec- 
tric happen to be the same. | 

Now, then, this is not going to continue that way; there is too much 
disparity in the price, but they have gone in slugging, established 
the market, and you need not tell me that GE will say, “Well, if you 
are going to 76 cents, we will go to 65.” No; there is a quicker way to 
die than that. 

Mr. McHueu. Mr. Duke, why do you think General Motors on this 
item is able to sell at 10 to 25 percent lower ? 

Mr. Duxe. This is purely speculative, sir. I have an idea that they 
have a contract with Westinghouse and caught them in a squeeze, and 
they are exploring it. I feel sure that by the first year some kind of a 
contract will have expired and the prices will be up. 

We had the same situation on parts. It was announced the Ist of 
January 1954, after it was giving us all this trouble, and on November 
the first of this year, 22 months after depressing prices and cutting 
out the profit and giving we independent wholesalers a terrible time, 
they have raised the prices. Fifty percent off on valves that we use, as 
an example, is no good today. Now they are putting the profit struc- 
ture back into it, but it takes 22 months for GM to voluntarily give 
us, and the independent manufacturers, relief. 

Mr. McHueu. Getting back to this sealed-beam lamp that Westing- 
house made, does Westinghouse make that and supply that to General 
Motors for original equipment in the car? 

Mr. Duxe. I doubt that, and they could,too. They originally intro- 
duced a Guide Lamp which was not covered by the GE-Westinghouse 
patents, which was not an all glass. The Guide headlight bulb orig- 
inally was a metal back with a glass cover, and some of the cars I know 
have the Westinghouse Guide bulb in it, which is a full sealed beam. 
That is all I can tell you. 

Mr. McHvau. Is it possible that General Motors may have been 
acquiring this at a low price from Westinghouse for use as original 
equipment, and was able to divert some of that into the replacement 
market, and that may be one reason they are able to sell at this low 
price ? 

Mr. Doxe. I am of the opinion you are right. 

I would like to bring up another example, which is on page 11 also. 

As far back as in 1946 and 1947 and thereabout GM has attempted 
to keep the engine-replacement business in the hands of its dealers. 
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If you “bust” a block on your Chevrolet or Buick, they don’t sell you 
a block and let you transfer the usable parts. They offer you a block, 
crankshaft, and piston assembly. So, to save money, you would like 
to go to a rebuilder. The rebuilder has difficulty in supplying you 
because GM, in order to keep old, worn-out engines from getting in 
the hands of rebuilders, give their dealers from $10 to $25 for the old 
engine as a trade-in. These motors are then smashed or cut with a 
torch so that they are off the market, and are not usable. 

Here is another joker that works to the advantage of the car manu- 
facturer. Often in cars and trucks the crankshafts wear out of round. 
The crankshaft can be put in a lathe-type grinder and the journals 
reground back to a perfect circle. The Internal Revenue Service 
insists the firm that reground this shaft is a manufacturer and the 
grinder pays a manufacturer’s tax of 8 percent, adding to cost and 
making it closer to a new one, only available from GM. This applies 
to all remanufactured items. 

Mr. McHvceu. Mr. Duke, do you have any other evidence or any 
other examples that are cited in your statement where you believe the 
General Motors Corp. is successful in setting or fixing the prices at 
which independent parts manufacturers are selling? 

Mr. Duke. Yes. On page 12 I have set out—here it is—the policy 
for all independent manufacturers to follow the manufacturer’s resale 
schedule, and in this I have shown the difference from a 6214-percent 
discount a jobber gets on one line, down to 25 percent on the other. 
All prices are established from the manufacturer’s list price. 

Mr. McHvcu. Mr. Duke, I wonder if you would explain for the 
subcommittee just how the General Motors advertising of its genuine 
parts has affected vou as a wholesaler. 

Mr. Duxe. It is a matter of speculation as to just how severely we 
have been damaged by this. 

With the many items that we sell, we are not in a position to, every 
time General Motors makes a statement that this part is genuine, it 
is the only one that will give service and anything else is made out of 
poor material that doesn’t meet specifications, will not last, we can’t 
continue to say that statement is false. 

To begin with, we know that when they show a picture of a water 
pump as being a genuine water pump, it is not a genuine water pump. 
What makes a genuine water pump? A genuine one is something 
they originate, and they have not originated it. I would not argue 
about a fender, because that is genuine GM. But these other parts 
they have, the gaskets, valves, pistons—— 

Mr. McHucu. Were made by someone else? 

Mr. Duke. They are not genuine parts; they bought them. I think 
I have as much right to say it is a genuine part as they do. 

Mr. McHuen. Does the General Motors Corp. have any special 
testing requirements or specifications in connection with the parts 
which are made by them which may not apply in the case where the 
manufacturer is reselling in the replacement market ? 

Mr. Duxe. No. I am sure they have spot checks, just like the manu- 
facturer that supplies them. He has a run, and ever so often he will 
pick up one and see if it meets specifications. On valves, they give 
certain hardness tests, but that is just natural in a matter of Inspection. 
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Mr. McHucu. Does the independent manufacturer set up the same 
high testing requirements that General Motors does? 

Mr. Duke. I won’t name it, but there is one, I think, that even ex- 
ceeds General Motors down to an electronic device that would measure 
in thousandths of an inch. 

Mr. McHveu. Do you think there may be any reasons why the Gen- 
eral Motors Corp. should engage in such an advertising practice in 
order to protect the public from the so-called gyp or spurious parts ? 

Mr. Duxsr. Well, to begin with, you might as well ask me is it right 
for a man to engage in false advertising; is it right for him to do an 
unlawful business¢ Isay itis wrong. There is no difference in it. 

Are there other questions? If not, I think I will continue with mv 
statement. 

I would like to discuss the pricing structure as further support of my 
thinking. Items, such as valves, gaskets, brake parts, pistons, bearin 
for Chevrolet (these are the competitive items) have a list price esta’ 
lished by GM and the franchise dealer buys them at a discount of 50 
percent plus the royalty incentive which I have previously discussed, 
ranging from 20 to 25 percent from their cost. 

These parts are offered in competition with the independent whole- 
saler by the car dealer at 50-percent discount to garages, repair shops. 
et cetera. Fenders, ornaments, bumpers, motors, transmissions, et cet- 
era, or so-called captive parts which are available from no other source 
are sold at about half of the discounts mentioned. They seem to have 
no logic in establishing prices on items which have no competition ; they 
have taken full advantage of this situation and get all the traffic will 
bear. 

I have every reason to believe that Ford, Chrysler and the other 
motor manufacturers are watching with interest GM’s progress in its 
practice and if GM is not halted, these other motor manufacturers 
too, will have a similar plan; in fact, Ford has anounced a parts pro- 
gram of incentive rebates. 

Let me illustrate how car manufacturers and independent suppliers 
operate in this business. Federal Mogul is a large supplier of original 
equipment bearings to the various car manufacturers. On Chevrolet 
bearings the jobber cost is about 6214 percent from list; with Ford, 
about 54 percent from lst; for Caterpillar 25 percent from list, and 
International about 47 percent from list. 

Have you any idea what would happen if FM deviated from GM’s 
rices at all levels? I am sure they would be boycotted from any GM 
usiness and if they made any inroads on the aftermarket, FM would 

tind that GM’s list had been revised to where there was no profit or they 
were manufacturing at a loss. It is financial suicide for a parts sup- 
plier to GM to disrupt or refuse to go along with their price schedules. 
Manufacturers know this and that is the reason we do not buy from 
these suppliers at a firm discount; our cost is always based on what the 
particular car manufacturers ue prosa is. 

Let me tell you how well GM works both sides of the street and 
down the middle. We have a fleet in my hometown which had a general 
mixture of vehicles. GM came in and, through their truck and 
coach division, traded the fleet’s equipment on a new fleet of diesels. 
GM has a local dealer to whom they gave a small fee for servicing 
the new units; but it assured this local dealer that their package-sale 
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would compensate him well, as they were being sold on a 100,000-mile 
warranty with the restrictions that only genuine GM parts be used 
and the work done at their authorized dealers. 

Is it any wonder that, one by one, independent truck manufacturers 
have gone out cf business or merged ? 

If GM expands, it receives a large part of its costs in tax writeoffs 
or rapid depreciation. Its size permits it to borrow money to ex- 
pand into the financing and insurance business at the most favorable 
terms, and the interest is deducted as a business expense. The Gov- 
ernment, then, shares the greater part of the cost. If it must buy up 
$6 million in old fuel pumps to gain a market and the respect of 
competitors, its net cost 1s less than half this amount. It has the pro- 
tection of public opinion because the newspapers and magazines would 
not dare otfend them lest they be denied a share of their advertising 
budget. Their directors are so intermingled with other industries 
that they are in a position to dictate our economy. 

As motorists we have only the protection from GM’s ambitions 
through the tire dealers because they, too, are giants. Let us hope 
that the close association of the GM, Du Pont, and United States 
Rubber interests and the family connections of Ford and Firestone 
never decide to divide up the tire market. Such a cartel could bleed 
our Nation white. 

In closing, I want to call your attention to the policy of our Gov- 
ernment in awarding defense contracts in distressed labor markets 
at higher acquisition costs in order to preserve such local industries. 
Our production capacity will always be great so long as these thousands 
of local plants receive protection from monopolies and are not forced 
from one field after another. 

You might ask why are we not worried by the oil industry? The 
answer lies in the fact that there are too many engaged in the busi- 
ness, from the small wildcat to the giants. So long as our Govern- 
ment frowns on mergers and keeps control of pipelines, and interstate 
shipments, and so long as various States maintain quotas of produc- 
tion, the oi] industry will continue to grow and we will benefit from 
its contribution to our economy. 

The public must be protected when three giants produce over 90 
percent of the transportation needs of our country. It’s a shame to 
think that the balance of less than 10 percent is divided among several 
smaller concerns and that while they do a business into the billions, 
they cannot operate at a profit. 

I am no economist, but I have a solution which I would hke to 
offer. I think that the motor industry is large enough to justify rep- 
resentation at Cabinet level and a motor transportation committee at 
a commission level such as ICC, radio, and television, etc. This 1s 
the best answer I know to insure against unfair business practices, 
monopolies, protection of the dealers, the independent manufacturers, 
the smaller motor manufacturers, the stockholdrs, the Government, 
and the public at large. 

I think such a commission should have broad inquisitorial powers, 
should approve the essence of all dealer contracts, pricing policies, 
safety factors, horsepower-production limits as we have with cotton, 
tobacco, wheat, and so forth. 
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I also believe the best interests of the public would be served if GM 
and the other giants were divested of their finance business, 1inter- 
mingling of directorships, and ownership in dealerships. The vwan- 
ous manufacturing divisions should be broken into separate and _ dis- 
tinct operations. I cannot see the benefits of ownership of one corpo- 
ration by another corporation, such as the large interest.in GM. held 
by Du Pont. 

My final remarks concern a syndicated column appearing in our 
last Sunday’s edition of a local paper in which the writer attempts 
to say that Ford is supporting one wing of the Republican Party and 
GM is supporting another. Must our Nation’s political parties look 
to these giants to underwrite their campaigns from city to national 
level and supply its talents to the party in power? Such dual inter- 
ests and implied obligations to the donors certainly are not to the 
best interests of the public. 

May our Government have the wisdom and courage to save our 
Nation from the practices which are prevalent in the car-manufac- 
turing industry today. . 

(The table submitted by Mr. Duke is as follows:) 
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Senator O’Manoney. Thank you very much. 

Mr. Ha.trrenny. Mr. Chairman, yesterday I said we had closed, 
but Mr. Duke was a member of National Standard Parts, and I there- 
fore sat with him. On behalf of our whole association we want to 
thank this committee for the fair and impartial manner in which you 
have handled this study, and your hard-working staff. They had us 
up until late last night with some of these witnesses, and we appreciate 
the painstaking work you are doing. 

Senator O’Manoney. Whois the next witness? 

Mr. Burns. Mr. Creel. Mr. Seeley will examine the witness. 

Senator O’Manoney. Mr. Seeley, proceed. 

Mr. Sretey. Mr. Creel, do you have a prepared statement today? 
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STATEMENT OF LE. CREEL, JR., LEGAL ADVISER, BUREAU OF 
LITIGATION, FEDERAL TRADE COMMISSION; ACCOMPANIED 
BY DONALD P. MacDONALD, ATTORNEY 


Mr.Creeu. Yes, sir. 

Shall I proceed ? 

Senator O’Manoney. You may proceed. 

Mr. Seeley ? 

Mr. Seeiey. Mr. Creel ? 

Mr. Creet. I might say before I start that I understand I was 
asked to testify and the Commission authorized me to do so. 

My name is L. E. Creel, Jr. I am legal adviser to the Bureau of 
Litigation of the Federal Trade Commission. I have been a member 
of the trial staff of the Federal Trade Commission since 1939, except 
for my period of military service. I was assigned as counsel in sup- 

ort of the complaint in the matter of General Motors Corp. and AC 
park Plug Co., docket No. 5620. 

Senator O’Manoney. That is the same case, is it not, concerning 
which Mr. MacDonald testified ? 

Mr. Seerzy. Mr. MacDonald adverted to that in his testimony; 

es, Sir. 
J Mr. Cree. In that case, the Commission on November 17, 1948, is- 
sued its complaint against General Motors Corp., and its then wholly 
owned subsidiary, AC Spark Plug Co., charging these companies with 
discriminations in price in violation of section 2 (a) and oe of the 
Clayton Act as amended by the Robinson-Patman Act, and also with 
exclusive dealing practices in violation of section 3 of the Clayton Act. 
(The complaint also charged resale price maintenance in violation of 
sec. 5 of the Federal Trade Commission Act, but the complaint was 
dismissed as to that charge in view of the passage of the McGuire Act 
during the pendency of the proceeding.) | 

The complaint was in four counts, each concerned with practices 
in connection with the sale and distribution of AC products, which 

included spark plugs, cables, fuel pumps, fuel-pump parts, oil filters, 
oil-filter cartridges, and oil-filter elements. General Motors was one 
of the three largest concerns manufacturing these products, the other 
two being Champion Spark Plug Co. and the Electric Auto-Lite Co. 
Together these three firms produced and sold 90 percent of the spark 
plugs produced and sold in the United States. The remaining 10 
percent of production was divided among a number of other small 
producers. In addition, about 98 percent of all cars made in this 
country had AC fuel pumps as original equipment. 

The Commission on July 10, 1953, issued an order requiring Gen- 
eral Motors to cease and desist from engaging in certain of the price 
discriminations challenged in count I, and to cease and desist from: 
using the exclusive dealing contracts challenged in count III. The 
allegations with respect to the other price discriminations, charged in 
count I, and with respect to the allowances alleged to have been in 
violation of section 2 (d), were dismissed. On December 29, 1950, 
prior to issuance of the order, AC Spark Plug Co. was dissolved 
and its business was continued by General Motors acting through the 
AC spark plug division. 
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The price discriminations challenged in count I will now be consid- 
ered in greater detail. AC products were sold for use as original 
equipment and for resale as replacements. Some customers, such as 
automobile manufacturers, bought both for original equipment and 
for resale for replacement of original equipment. Other customers, 
such as depen Git wholesalers, bought only for resale for replace- 
ment purposes. The demand for these products in the replacement 
market was several times as great as the demand for use as original 
equipment. Original equipment sales were made at substantially 
lower prices than replacement sales. In addition to these two price 
levels, prices also varied at each level, depending upon the customer. 

These pricing practices were alleged to give rise to three areas of 
discrimination: (1) between different ates ae buying for original 
equipment; (2) between purchasers buying both for original equip- 
ment and replacement and purchasers buying only for replacement ; 
and (3) between different purchasers buying for replacement. Only 
the latter area of price discriminations was found to be unlawful. 

With respect to discriminations between different purchasers buying 
for original equipment at the lower price level, the evidence show 
spark plug prices of 6, 10, and 15 cents per plug, depending upon the 
quantity purchased from all supphers—not merely upon the quantity 
purchased from General Motors. 

The contention was that these discriminations injured competition 
among engine and car manufacturers because of the competitive ad- 
vantage given to large purchasers from the total savings involved in 
the purchase of a large number of plugs at a lower cost of from 4 to 9 
cents a plug. The Commiission rejected this contention upon consid- 
eration of the entire record and dismissed this phase of the case. 

We turn now to the discriminations between purchasers buying both 
for original equipment and replacement. (i. e. car manufacturers) 
and purchasers buying only for replacement (1. e. wholesalers). The 
car and engine manufacturers purchased original equipment plugs at 
_ from 6 to 15 cents each, with the 6-cent price being below cost. These 
manufacturers, as well as wholesalers, purchased replacement plugs 
ata higher price level of 24 cents a plug or more. 

The contention here was that lower prices on original equipment 
injured competition between spark-plug manufacturers because the 
smaller soncplae manufacturer could not afford to take a loss or 
little profit on original equipment. sales for a long enough time to get 
the benefit from such sales in the form of stimulated replacement 
sales which flow from use as original equipment. 

On the other hand, General Motors contended that original equip- 
ment and replacement sales were separate, distinct, and functionally 
different and that the discrimination was a functional differential 
permitted by the act. It was my contention that such was not the 
case. 

As shown by the evidence with respect to sales to International 
Harvester Co., sales of the plugs for original equipment and replace- 
ment are not separate, but are related and dependent. For instance, 
taking International Harvester’s combined volume of purchases of 
original equipment and replacement as 100 percent, when the per- 
centage of total purchases or original equipment plugs decreased and 
the percentage of total purchases of replacement plugs increased, the 
price for replacement plugs decreased, so that as original equipment 
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plugs remained constant at 6 cents, replacement plugs dropped from 
27 to 18 cents. 

Although General Motors, Champion, and Electric Auto-Lite sup- 
- plied substantially all original equipment plugs, the Commission 
failed to find in the record evidence that an undue mortality of smaller 
spark-plug manufacturers resulted from General Motors’ lower orig- 
inal equipment price, and this aspect of the price discriminations was 
also dismissed. 

The third and final area of price discrimination was with respect 
to purchasers of replacement plugs (i. e. wholesalers). General 
Motors sold to wholesalers, large retailers, and large consumers. In- 
cluded among the large retailers were mail-order houses. The large 
consumers were principally fleet owners. 

Wholesalers were classified as distributors and jobbers. Distribu- 
tors were called national or warehouse, depending upon extent of 
distribution. 

Some of the jobbers were not permitted to purchase directly from 
General Motors as did other jobbers and the distributors. On the 
contrary, they were required to place their orders with distributors 
but at prices, terms, and conditions dictated, and upon solicitation, by 
General Motors. 

Senator O’Manonry. Precisely what do you mean by that, “and 
upon solicitation by General Motors” ¢ 

Mr. Creet. And upon solicitation; by that I mean that the evidence 
was that General Motors employees solicited these accounts, although 
they were placed through distributors. 

Senator O’Manoney. You mean that the jobbers were required, or 
some of them, to place their orders with distributors, but at prices, 
terms, and conditions dictated by General Motors? 

Mr. CreeEt. Yes, sir. 

Senator O’Manoney. And upon solicitation by whom? 

Mr. Cree. By General Motors. 

Senator O’Manoneyr. Well, what was solicited ? 

Mr. Creru. The orders were solicited. 

Senator O’Manoney. The orders? 

Mr. Creet. The orders were solicited. That was how the Commis- 
sion was able to determine that these indirect customers were pur- 
chasers within the terms of the statute, because of solicitation by Gen- 
eral Motors’ employees and because they had to buy at the prices 
that were determined by General Motors. 

Senator O’Manoney. All right. 

Mr. Cree. It was contended and the Commission found that these 
sales were made by respondent and designated such jobbers as indirect 
purchasers as distinguished from the other wholesalers (distributors 
and jobbers) who purchased directly from General Motors. 

Large retailers were classified either as distributors, direct or in- 
direct jobbers, or jobber chains. At one time fleet owners purchased 
A-C products at varying prices, depending upon the number of units 
in the fleet, but subsequently were classified as jobber fleet accounts, 
purchasing as indirect jobbers. 

Under respondent’s pricing practices, substantial discriminations 
resulted between (1) purchasers buying directly from respondent. 

(2) purchasers buying indirectly from respondent, and (8) purchas 
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ers buying directly and purchasers buying indirectly from respond- 
ent; and in each of these three categories, the unfavored purchasers 
‘were in competition with the favored purchasers. 

The Commission found that there was competitive injury to the 
unfavored purchasers in each category resulting from lower profits, 
loss of customers, and general lessening of ability to compete with 
the favored customers. It rejected respondent’s contention that such 
discriminations were justified on the basis of good-faith meeting of 
competition. Respondents also contended, without success, that the 
‘discriminations in question were functional differentials, reflecting 
compensation for the alleged differences in services performed, and 
hence not subject to the act, notwithstanding the injury to competition. 

The Commission’s order issued with respect to these discriminations 
‘in the sale of replacement spark plugs prohibits discriminations (1) 
between direct purchasers, (2) between indirect purchasers, and (3) 
between direct and indirect purchasers. 

As has been stated, the order to cease and desist also prohibits the 
exclusive dealing which was challenged in count III of the complaint. 
‘General Motors’ requirements as to exclusive dealing applied only to 
its distributors, both national and warehouse. 

Until 1940, the requirement of exclusive dealing was written into 
‘General Motors distributor contracts. In 1940 and thereafter, the 
exclusive dealing requirement was eliminated from the contracts, 
but General Motors continued its exclusive dealing policy. 

In 1940 this policy was made known to its distributors in an official 
statement. In the war years the policy more or less lapsed because of 
the demand and supply situation. In 1946, however, General Motors 
revised its policy and granted special prices to some distributors in 
consideration of their dealing exclusively with General Motors. It 
also threatened some distributors with contract cancellation if they 
did not conform to the policy and a number of such contracts were 
‘canceled for nonconformity. However, not all of General Motors’ 
distributors were forced into exclusive dealing. 

On March 31, 1955, General Motors filed a report setting forth the 
manner in which it was complying with the order. The report, on 
its face, showed compliance with the Commision’s order and was 
received and filed on June 9,1955. Thereafter the Commission directed 
that a field investigation be made in order to determine whether the 
order was in fact being complied with. That investigation is still 
pending. 

Senator O’Manonry. May I ask you, Mr. Creel, to look at the first 
paragraph on page 6, beginning with the sentence: 

In 1940 and thereafter, the exclusive dealing requirement was eliminated from 
‘the contracts, but General Motors continued its exclusive dealing policy. 

Mr. Cree. Yes, sir. 

Senator O’Manoney. On what do you base that statement ? 

Mr. Creet. There was evidence in the record in this proceeding; 
in fact, we had a copy of a statement of policy that was sent out by 
the company to its distributors, and in that statement—— 

Senator O’Manoney. Is that the statement to which you refer in 
the next sentence: 


In 1940 this policy was made known to its distributors in an official statement. 
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Mr. Creeu. Yes, sir. : 

Senator O’Manoney. Mr. Seeley, do you have a copy of that 
statement? 

Mr. SEELEy. Yes, Senator. 

Senator O’Manoney. You are going to bring that out? 

Mr. SEELEY. Yes, sir. 

Senator O’Manoney. I yield to you, sir. 

Mr. Seetey. Mr. Creel, were the charges in the complaint which was 
issued in this matter, docket No. 5620, 1n November 1948 based upon 
the then current acts and practices of the respondents? 

Mr. Creeu. Well, it was, but, of course, the charges and the evidence 
and the order all covered past practices. 

Mr. SeELEy. But there was a prior complaint in that proceeding ? 

Mr. Creev. Yes, there was. 

Mr. SEELEY. And the purpose of the new complaint was to bring the 
as a up to date so that it would be based on the current practices? 

. CREEL. That is correct. 

Mr. SeeLey. And according to your statement, I understand that 
the respondents were found to have sold spark plugs to automobile 
manufacturers and others for original equipment at prices ranging 
from 6 to 15 cents per plug while they were charging purchasers for 
. replacement use prices ranging from 20 to 40 cents per plug; is that 

correct? 

Mr. Cree. I didn’t think it went as high as 40 cents. It may have; 
I just don’t recall that figure. 

Mr. SEELEY. And is it not a fact that the answers of both corporate 
respondents admitted that the cost of AC regular brand spark plugs 
was more than 6 cents per plug ? 

Mr. Cree.. That is correct. 

Mr. SEELEY. Did the evidence indicate how AC made up its losses 
which were incurred on the sale of plugs sold for original equipment 
at 6 cents? 

Mr. Creet. Well, I don’t recall that there was specific evidence on 
that point. There may have been, but my contention would have been, 
and I think was, that it is a simple matter of arithmetic. 

Mr. SeeLey. You mean that the loss—— 

Mr, Creev. In other words, the overall operation was at a profit, 
oe a part of it at a loss, certainly the loss was made up by the profit 
side. 

Mr. SEELEY. Would it be correct then to say that the purchasers of 
replacement plugs, which I understand from the record represented 
more than 80 percent of the total output, in effect subsidized the pur- 
chasers for original equipment ? 

Mr. Creet. That was my contention in one of my arguments in the 
case. 

Mr. SgeeLey. And what were some of the effects of this practice of 
selling plugs for original equipment below cost ? 

Mr. CrEEL. Well, as 1 said in the statement, we contended, and there 
was evidence to the effect, that other spark-plug manufacturers who 
were not financially able to sell either at cost or below cost for a con- 
siderable period of time, just were not able to get into the equipment 
market, and we alleged and there was evidence to the effect that 1t was 
necessary, in order for a spark-plug manufacturer to enjoy any appre- 
ciable part of the after-market, to have at least a part of the original 
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equipment market, because of the tendency of not only mechanics but 
ae to replace with the same brand that came in his car origi- 
nally. 

Mr. Sretey. And was there also evidence that some companies had 
been injured to the point of driving them out of the market ? 

Mr. Creet. Well, there was evidence in this particular case and 
from a couple of small companies—one was the Leonard Spark Plug 
Co. and one was the Edison, which was the old Edison Splitdorf Co.— 
I think it was certainly generally to that effect. That is certainly what 
I argued as to the testimony. 

Mr. SEELEY. Can you describe for us the practice of General Motors 
with respect to the sale of spark plugs for original equipment and 
for replacement purposes on military vehicles purchased by the Fed- 
eral Government ? 

Mr. Cree. Yes; there was some evidence in the case to the effect 
that when the vehicle was destined for what they call military end 
use, that the price the spark-plug manufacturer received was 15 cents, 
and that was true whether it was—as I recall, I think I am right— 
that was true whether or not it was replacement or original equipment. 
I know that was the price for the equipment plug and I think it was 
also true for the replacement plug. 

Mr. Seetey. And do you know whether the other two major com- 
petitors who are mentioned in your statement had the same policy 
with respect to military plugs as furnished for military use? 

Mr. Cree. I know the Champion did and I am satisfied that Auto- 
lite did, but I can’t be certain. 

Mr. Seetey. Can you describe the pricing policy used by AC at that 
eae in connection with purchases made by International Harvester 
Co. 

Mr. Creeu. Well, that was a somewhat unique arrangement. I can 
best tell you, I think, about that by reading from the transcript of the 
oral argument in the case. 

Mr. Seevey. That is your oral argument? 

Mr. Creeu. Yes. 

Mr. See.tey. Before the Commission ? 

Mr. Creex. Well, here is what I had to say: 

A good example which shows that there cannot be a separation of the func- 
tional differences for pricing purchases between a vehicle manufacturer’s pur- 
chasers of respondent’s products for original equipment use and for resale, and 
that purchasers for either purpose is dependent upon the purchasers for the 
other, is shown in connection with the purchases made by International Har- 
vester Co. For several vears respondent sold spark plugs to International Har- 
vester Co. for original equipment use at 6 cents per plug and for resale as re- 
placement at varying prices based upon a sliding scale. The resale purchase price 
bk pera upon the ratio of original equipment plugs to the plugs purchased 

or resale. 

Here is the way it worked. Taking the combined volume of purchasers of 
equipment and replacement plugs as 100 percent of purchases, as the percentage 
of total purchases of original equipment plugs decreased and the percentage 
of total purchases for resale increased, the net purchase price for replacement 
plugs decreased. In other words, the equipment plug remained constant at 6 
cents and the replacement plug went downward from 27 to 18 cents. 

Mr. SEELEY. Does your argument give any indication of the extent 
of discrimination in terms oF dollars with respect to the purchases by 
International Harvester ? 








STUDY OF THE ANTITRUST LAWS 2943 


Mr. Cree. Well, I had this to say: 


To get an idea what this discrimination amounted to in money, it can be 
pointed out that one of the rebate checks received by the International Harvester 
Co. from respondents on these purchases was for $82,122.04. 

That is the only dollar figure I think [ had in there. 

Mr. Seetey. And at that time in what quantities were spark plugs 

ECD ae for original equipment by vehicle manufacturers, do you 

ow $ 

Mr. Creet. Well, it would vary, of course, with the vehicle manufac- 
turer. It would run into the millions with some, down to hundreds 
with others. 

‘Senator O’Manoney. Was the rebate practice general ? 

Mr. Creew. No, sir; I don’t believe it was. As far as I recall, this 
International Harvester situation was unique. It was the only one that 
we had evidence of. 

Senator O’Manoney. You spoke of several checks. 

Mr. Cree. Several what ? 

Senator O’Manoney. Checks, rebate checks. 

Mr. Cree. I said in my argument here that one check amounted to 
this much, that is the check to International Harvester. 

Senator O’Manoney. That did not mean that that was the only 
check, or did it? 

Mr. Cree. It doesn’t mean it was the only one; no, sir. I assume 
from that arrangement there must have been one every year, but I 
don’t know. 

Mr. SeEEer. In the distribution system of AC at that time, were 


there not at the top of the pyramid certain purchasers known as na- 
tional distributors ¢ 


Mr. Creeu. That’s right. 

Mr. Sre.ey. Does the record indicate what percentage of discount 
they received ? 

Mr. Creet. Yes. On page 23 of our brief there is a chart that sets 
out the various discounts. 

Mr. SeeLey. How much were they ? 

_Mr. Creer. Well, it varied considerably and it varied at different 
times. 

Mr. SeEetey. What was the range? 

Mr. Cree. In one time in 1940 the warehouse distributors’ net price 
after all discounts was 26.2 cents, and one of the national distributors, 
Goodyear Tire & Rubber, was 23.5. 

Mr. SEELEY. Were there any special discounts to any purchasers in 
excess of that ? 

Mr. CreeL. Well, I would have to review this price analysis to tell 
you very much about it. 

Mr. Seecey. Do you recall whether the Greyhound Motor Supply 
Co.-was a purchaser ? 

Mr. Crret. Yes; and they were on a little bit different system. 
They had a flat 20 percent discount, whereas in that particular time, 
which was in 1947, the warehouse distributor had an 8 and a 12, which, 
of course, does not come up to 20. 

“Mr. Srevey..And the Greyhound Motor S pply Co. was affiliated 
with the Greyhound Lines, was it not ? | 

Mr. Cree. There was evidence to that effect ; yes, sir. 
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Mr. Sreetey. Mr. Creel, do you describe for us the. differences in 
prices granted by AC during the same period, 1936-46, for spark plugs 
purchased by wholesalers? | - 

Mr. CreEL. Well, there again I think I had better read to you fro 
this oral argument in the case where I said : 

From 1936 until 1946 these respondents’ products were purchased by direct 
wholesalers who traded in similar and in the same territories, and who were 
in competition in the resale of them. Typical of these wholesalers were dis- 
tributors and direct jobbers. 

From 1936 until 1941 the difference in the price to these 2 was 4 cents per 
plug. From 1941 to November 1, 1946, the difference in price between dis- 
tributors and direct jobbers was approximately 5 cents per plug. The difference 
in price between the distributors and indirect jobbers was approximately 6 
times 65 cents per plug, or a difference which approximated one-quarter of 
the purchase price on each plug sold to these ' competing wholesalers, 

Mr. See.ey. By “indirect jobbers” do you mean those who purchase 
through the warehouse distributor ? : 

Mr. Creev. That’s right, whose orders were placed through the 
warehouse distributor. 

Mr. Seetry. Mr. Creel, the chairman asked you a question about the 
exclusive dealing practices of General Motors, and I think you an- 
swered him with reference to a statement of policy. 

I show you four pages marked “Commission’s Exhibit No. 169” and 
ask you if that is the policy that you referred to as being issued by 
AC Spark Plug Co. in 1939. 

Mr. CreeEu. This one page does. That is marked “page 7,” yes, sir. 
This doesn’t bear a date, but I am satisfied it is the one that I referred 
to in my brief as being the one that was distributed to distributors 
after the exclusive dealing clause was taken out of their contract 
about 1939 or 1940. 

Mr. Sretry. And can you read us the clause on here which deals spe- 
cifically with this question of exclusive dealing? 

Mr. Cree. Yes, it says: 

These wholesale distributors, therefore, do not carry ccmpetitive products 
either for wholesale or retail distribution ; because to do so would nullify their 


ability to fully represent AC and be constantly on the alert to develop, improve 
and enhance AC’s position in the territory they cover. 


Then skipping a paragraph, there is another one that is applicable : 


Should an AC wholesale distributor at any time feel it to their best interest 
to handle a competing product, this decision is accepted by the AC Spark Plug 
Co.; and another concern will be sought to act as an AC wholesale distributor. 
so that AC’s and their wholesale distributor’s relationship may and will 
continue to be fully in the interest of each other. 

Mr. SreLey. Thank you, Mr. Creel. 

Senator O’MaHoney. What did you interpret that to mean, in more 
direct language? 

Mr. Creer. I interpret it to mean that regardless of the fact that 
they had taken the exclusive dealing contract clause out of the contract 
that they had with their distributors, that their policy was the same, 
that they expected them to remain exclusive. 

Mr. Sre.ey. After 1939 when AC eliminated the exclusive dealing 
provision in its contract and after this statement of policy concerni 
exclusive dealing was issued, did that continue to be the policy of the - 
company at the time of the hearing of the case? 
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Mr. Creeu. There was evidence to that effect; yes, sir. Some of 
the witnesses so stated. 

. Mr. SEELEy. One of the pages in this exhibit, Mr. Creel, is marked 
1939 DA”, which is titled “Rider Agreement ‘A’ Covering AC Spark 
Plugs—AC Oil Filter Cartridges—AC Oil Filters and other AC 
Products.” 

Could yon explain the use that this rider agreement was put to at 
the time | 

Mr. Creev. This is a rider to their distributor contracts. 

Mr. SEELEY. Does that contain the exclusive dealing provision ? 

Mr. Creeu. Well, yes, it does. It says: 


It is understood and agreed that this agreement is entered into by the AC Spark 
-Plug.Company in consideration of the distributor handling AC plugs, AC oil filter 
renewal cartridges and AC oil filters on an exclusive basis and agreeing with the 
AC Spark Plug Company in accordance 


there is a word left out— 


provisions set out in the 1939 contract to which this rider is attached, and those 
herein set out. 


Mr. Srevey. Mr. Chairman, in view of the endeavor of the com- 
mittee to ascertain to what extent the practices or arguments of these 
companies may have played a significant part in the growth of these 
companies, I think it would be helpful to have these exhibits ineor- 
porated in the record. 


Senator O’ManHoney. They may be made a part of the record. 
(The documents referred to are as follows:) 


DA 1939 U. S. & 
MEMORANDUM 


Covering Purchases and Shipments Made Between January 1, 1939, and 
and December 31, 1939 


AGREEMENT entered into this__.....________-____ day of______---_-. 19_. 
between THE AC Spark PLuG Company, of Flint, Michigan, party of the first part, 
hereinafter called the Company, and___--___.--._.----.---__ eee 
of the second part, hereinafter called the Distributor. WITNESSETH : 

hs ce (2.2 Ak cL (8 eee en Re a Ne Pa et on I ED Ro TN BS Dee 
desires to purchase and deal in such “AC” products as a Distributor thereof, as 
are set out in Rider Agreement attached, which is a part of this contract. 

Therefore, in consideration of the Company furnishing to the Distributor such 
“AC” products, the Distributor agrees to put forth a special sales effort upon, 
and carry in stock, the kinds and types of “AC” products as set out in the attached 
Rider Agreement “A”. 

Therefore, in consideration of the Distributor’s agreement to push the sale of 
AC products and greatly increase his volume of AC business and do the various 
things mentioned in Rider Agreement, the Company agrees to furnish the Dis- 
tributor AC products at the Distributor prices set out in the attached Rider 
Agreement ‘‘A”. 

No other Riders may be attached to and become a part of this contract. 

Ordering: 

The Distributor agrees at all times to carry on hand a sixty to ninety days’ 
stock as called for in Rider Agreement, and to allow the Company to check such 
stock, or to furnish a check every thirty days, so that the Company may be kept 
informed as to the movement of such stock, take orders to replenish the same 
or arrange for special sales effort when necessary. 

Return Shipments: 

‘No AC products are to be returned for exchange or credit except on claims 
of error in shipment which must be made on receipt of shipment. 
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Terms: 

The Distributor agrees to remit to the Company at Flint, Michigan, for each 
shipment of AC products within thirty days from date of invoice; a special dis- 
count of 2 percent for cash will be given if paid within ten days from date of 
invoice; special 2 percent 10th proximo terms may be extended when arrange- 
ments for same have been mide with AC Credit Department. 

Prices: 

All Distributor prices are F. O. B. AC Warehouse Stocks. Freight is equalized 
as nearly as possible by a zoning system. Prices are subject to change without 
advance notice. . 

The Company will make shipments from time to time as required, so far as the 
same is consistent with its production; subject, however, to delays caused by 
strikes, fires, shortage of materiai, shortage of labor, coal shortage, car shortage, 
or any cause or causes beyond the Company’s control. 

The Company’s responsibility for goods ordered and shipped hereunder shall 
cease upon delivery thereof to the common carrier at Flint, Michigan, it being 
understood and agreed that the Distributor is to file claims and collect for all 
shortages and losses. 

The Distributor is not authorized or empowered to act as agent for the Com- 
pany, nor to transact business incurring obligations or bill goods in its name, 
or for its account, nor on its behalf to make any promises, warranty or represen- 
tation with respect to goods or any other matter. 

This contract or any of the rights hereunder shall not be transferred or as- 
signed by the Distributor by operation of law or otherwise. 

It is expressly understood that there are no oral] agreements or understandings 
affecting this contract between the parties hereto and that no alterations or 
variations of the terms hereof shall be valid or binding upon the company unless 
made in writing and signed by an executive officer of the Company at Flint, Mich. 

This contract is to be governed by and construed according to the laws of the 
State of Michigan. It is understood, however, that this is a general form of 
contract designed for use in foreign countries as well as the United States. and 
that any provisions hereof which may in anywise contravene ‘he laws of any 
county, state or jurisdiction, shall be deemed not to be a part of this contract 
therein. 

This contract supersedes all previous contracts between the parties hereto and 
nay be terminated at the pleasure of either party with or without cause or 
reason, upon written notice given through the usual course of mail or otherwise; 
provided, however, that for any violation of the provisions hereof by either party, 
the other party may terminate the contract without notice. The termination of 
this contract shall cancel all orders for goods which may not have *-en shipped 
prior to the receipt of notice of such termination, but shall not release the Dis- 
tributor from the payment of any sums which may be due the Company. After 
the termination of this contract the sale of goods or the referring of inquiries 
by the Company to the Distributor shall not be considered as a renewal hereof; 
nevertheless, all shipments thereafter made by the Company to the Distributor 
shall be according to the provisions hereof. In the event of the termination or 
cancellation of this contract. as herein provided, the Company shal) have the 
option to re-purchase from the Distributor at cost any new AC products which 
the Distributor may have on hand or to which it may have a legal title. 

This contract shall expire by limitation December 31, 1939 unless previously 
cancelled by either party as hereinbefore provided. 

In Witness Whereof, the parties hereto have hereunto set their hands and 
seals, this_.....--..-______ Qa Of nee os Pip Leena 

Rider Agreement “A” Attached: 
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19398-DA U.S..A. - 
RIDER AGREEMENT “A” 


COVERING AC SPARK PLUGS—AC OIL FILTER CARTRIDGES—AC OIL FILTERS AND OTHER 
AC PRODUCTS 


(To be attached to and be a part of the 1939 AC Distributor Contract) 


PRICES 
AC Spark Plugs: 
AC Spark: Pligsss.22c= 252-55 eee ee) each___  $ .29 
Titan. Spark PIugs: <2 oo so32 6 a ee each___ .161%4 
AC Oil Filter Cartridges and Elements: 
BOW © SOT OS as es ere oe a each___ 87 
TE COR ato ot ch oe ese Saas tee each___ 53 
PU OP IOS 82 eg eee Et ee ee! each___ 42% 
OO SSNS oe ahs et aati i ee ea seg a ee each___ 68 
AC Oil Filters: 
OWS SCY CS a te ee a eo ee oe ee each... 1.20 
BE STO a ha ae Fig eT eh ee A each... §$.80 
EN CEOS aga ole 2 nn et fey eh eis a a en each... _ 2.12 


The Distributor will also enjoy prices shown as “DA” prices in AC General 
Price List, on the following other AC Products: 
Other AC Products: 

AC Motorcycle Spark Plugs 

AC Oil Field Spark Plugs 

AC Spark Plug Cleaners, Accessories and Parts 
AC Spark Plug Cleaner Compound. 

AC Spark Plug Gaskets 

AC Spark Plug Tester 

AC Spark Plug Gap Gauge 

AC Spark Hlug Adapters 

AC Portable Spark Plug Cleaner Display 
AC Oil Filters and Cartridges—‘X” Types 
AC Oil Filter Display Stand 

AC Oil Filter Fittings 

AC Reflex Signals 

Remo Injector and Fluid 

AC Air Cleaners and Elements 

AC Disnlay Thermometers 

AC Assuciate Dealer Card Rack 


STOCK TO BE OARRIED 


AC Spark Plugs are to be illustrated in Distributor’s catalog and stocked in 
sufficient quantity to meet a sixty to ninety day demand—minimum stock, 2,000 
plugs assorted. 

AC Oil Filters and Cartridges and other AC Products listed above are to be 
catalogued by the Distributor and stocked in quantities sufficient to meet a 
sixty to ninety day demand. 

It is understood and agreed that this agreement is entered into by the AC 
Spark Plug Company in consideration of the Distributor handling AC Plugs, 
AC Oil Filter Renewal Cartridges and AC Oil Filters on an exclusive basis and 
agreeing to work with the AC Spark Plug Company in accordance provisions set 
out in the 1939 contract to which this Rider is attached, and those herein set 
out. 

It is further understood and agreed that the Distributor and his salesmen are 
to agressively push the sale of AC Products and that they are to work with the 
AC Spark Plug Company to upbuild its business. 

The Distributor further agrees to meet all obligations with the AC Spark 
Plug Company promptly in accordance with contract terms. 
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AC SPARK PLUG COMPANY 
STATEMENT OF POLICY IN CONNECTION WITH THE MARKETING OF AC Propucts 


PRODUCTS 


Spark Plugs, Oil Filters, Oil Filter Blements, Spark Plug Cleaning Machines, 
Fuel Pumps, Air Cleaners. 


SELLING ORGANIZATION 


The AC sales organization consists of seven Regional Offices with both office 
and field personnel, also six hundred odd distributor (D or DA) accounts. 

These distributors help secure new accounts, also help to develop those that 
are now handling AC Resale Products to where they will sell more AC mer- 
chandise. They furnish the names of wholesalers and dealers for AC salesmen 
to contact. 

These distributors, therefore, do not carry competitive products either for 
wholesale or retail distribution; because to do so would nullify their ability to 
fully represent AC and be constantly on the alert to develop, improve, and 
enhance AC’s position in the territory they cover. 

All AC Resale Products are placed in one Distributor Franchise to facilitate 
factory contacting and the promotion of AC sales. 

Should an AC Distributor at any time feel it to their best interest to handle 
a competing product, this decision is accepted by the AC Spark Plug Company; 
and another concern will be sought to act as an AC Distributor so that AC’s 
and their distributor’s relationship may and will continue to be fully in the 
interest of each other. 


GENERAL DISTRIBUTION 


AC Resale Products are sold through the following general types of outlets: 
Wholesale—AC Distributors, Jobbers, Wholesalers, National Accounts. 
Retail—All types of dealer outlets handling and selling automotive 

material. 





AC SparK PLvua CoMPANY 
STATEMENT OF POLICY IN CONNECTION WITH THE MARKETING OF AC Propucts 


PRODUCTS 


Spark Plugs, Oil Filters, Oil Filter Elements, Spark Plug Cleaning Machines, 
Fuel Pumps, Air Cleaners, Speedometer Cables and Cable Kits, Fuel Pump 
Repair and Diaphragm Kits, Gasoline Strainers. 


SELLING ORGANIZATION 


The AC sales organization consists of seven Regional Offices with both office 
and field personnel, also six hundred odd wholesale distributor accounts. 

These wholesale distributors help secure new accounts, also help to develop 
those that are now handling AC Resale Products to where they will sell more 
AC merchandise. They furnish the names of local wholesalers and dealers for 
AC salesmen to contact. 

These wholesale distributors, therefore, do not carry competitive products 
either for wholesale or retail distribution: because to do so would nullify their 
ability to fully represent AC and be constantly on the alert to develop, improve, 
and enhance AC’s position in the territory they cover. 

All AC Resale Products are placed in one Wholesale Distributor Franchise 
to facilitate factory contacting and the promotion of AC sales. 

Should an AC Wholesale Distributor at any time feel it to their best interest 
to handle a competing product, this decision is accepted by the AC Spark Plug 
Company: and another concern will he sought to act as an AC Wholesale 
Distributor so that AC’s and their wholesale distributor’s relationship may and 
will continue to be fully in the interest of each other. 
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GENERAL DISTRIBUTION 


AC Resale Products are sold through the following general types of outlets: 
Wholesale—AC Wholesale Distributors, Local Jobbers, National Accounts. 
Retail—All types of dealer outlets handling and selling automotive 

material. 

Senator O’Manonry. On page 6 of your statement, Mr. Creel, in the 
paragraph to which I referred a little while ago, the concluding three 
sentences read as follows: 

In 1946, however, General Motors revised its policy and granted special prices 
to some distributors in consideration of their dealing exclusively with General 
Motors. It also threatened— 


and this is the sentence to which I direct your attention— 


it also threatened some distributors with contract cancellation if they did not 
confcrm to the policy, and a number of such contracts were canceled for non- 
eonf. rinity. 

Can you amplify that statement ? 

Mr. Creev. Well, not any more than to tell you that we did call as 
witnesses some distributors who testified that they had had the state- 
ment made to them by AC representatives that if they did not 

Senator O’Manoney. Then witnesses did testify that they were 
threatened with contract cancellation if they didn’t conform ? 

Mr. Cree.. That’s right. 

Senator O’Manonry. And their names and their testimony appear 
in the record of the hearing before the Federal Trade Commission ? 

Mr. Cree. That’s right; yes, sir. 

Senator O’Manoney. And then you said— 


and a number of such contracts were canceled for nonconformity. 


Was there evidence to that effect ? . 

Mr. Creez. I am satisfied that there was. I have no independent 
recollection at this time. This statement came from my brief. I am 
satisfied of this, sir: That there was evidence that I argued was evi- 
dence of cancellation for this reason. 

Senator O’Manoney. You wouldn’t have argued that if there wasn’t 
evidence in the case. 

Mr. Creet. No, sir. 

Senator O’ManHoney. How long since you argued ? 

Mr. Crerz. 1950. 

Senator O’MAHONEY. Five years ago. 

Mr. CREEL. Yes, sir. 

Senator O’Manoney. And this statement is taken from the argu- 
ment that you made to the Commission ? 

Mr. Creen. That's right. 

Senator O’ManH Ney. So that if we were to examine the record of 
this case you are confident we would find there the testimony of wit- 
nesses who said that their contracts had been canceled by General 
Motors for nonconformity ? 

Mr. Cree. Yes, sir. 

Senator O’Manoney. And it was upon that basis, in part at least, 
that the cease and desist order was issued ? 

Mr. Creet. Well, I would say so, although I don’t think as a matter 
of law it would be necessary for us to have shown that some distribu- 
tors’ contracts were actually canceled. I think it would be enough to 
show the mere existence of the agreement. 
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Senator O’Manoney. Well, I agree with you on that, but this was 

all before the Commission when it acted ? 
Mr. Creew. Yes, sir; it was. 

Senator O’Manoney. All right; thank you. 

Mr. Seevey. Mr. Creel, do you have a copy of the findings and'order 
of the Commission entered in this case? 

Mr. Creex. Yes, I do. 

a SEELEY. Could we have that received for the record, Mr. Chair- 
man 

Senator O’Manoney. It may be received. 

(The document referred to is as follows:) 


UNITED STATES OF AMERICA BEFORE FEDERAL TRADE COMMISSION 


Commissioners: Edward F. Howrey, Chairman, Lowell B. Mason, James M. 
Mead, Stephen J. Spingarn, Albert A. Carretta. 


IN THE MATTER OF GENERAL MOTORS CORPORATION AND AC SPARK PLUG COMPANY 
Docket No. 5620 


FINDINGS AS TO THE FACTS AND CONCLUSION 


Pursuant to the provisions of the Federal Trade Commission Act and to an Act 
of Congress entitled ‘‘An Act to supplement existing laws against unlawful re- 
straints and monopolies, and for other purposes,” approved October 15, 1914 
(Clayton Act), as amended by an Act of Congress approved June 29, 1936 (Robin- 
son-Patman Act), the Federal Trade Commission on November 17, 1948, issued 
and subsequently served its complaint in this proceeding upon the respondents 
named in the caption hereof, charging them in Count I thereof with violation of 
subsection (a) of Section 2 of the Clayton Act, as amended; in Count II thereof 
with violation of subsection (d) of Section 2 of the Clayton Act, as amended; in 
Count III thereof with violation of Section 3 of the Clayton Act; and in Count 
IV thereof with violation of Section 5 of the Federal Trade Commission Act. 

After the issuance of said complaint and the filing of respondents’ answers 
thereto, testimony and other evidence in support of and in opposition to the 
allegations of the complaint were introduced before a hearing examiner of the 
Commission theretofore duly designated by it, and such testimony and other 
evidence were duly recorded and filed in the office of the Commission. There- 
after, this proceeding regularly came on for final consideration by the Commission 
upon the complaint, answers thereto, testimony and other evidence, recommended 
decision of the hearing examiner and exceptions thereto, written briefs of counsel 
supporting the complaint, counsel for respondents, and counsel for Kaiser- 
Frazer Corporation, Hudson Motor Car Company, Nash-Kelvinator Corporation, 
Packard Motor Car Company, and Willys-Overland Motors, Inc., as amici curiae, 
and oral argument of opposing counsel; and the Commission, having duly con- 
sidered the matter and having entered its order disposing of the exceptions to 
the recommended decisien of the hearing examiner, and being now fully advised 
in the premises, finds that this proceeding is in the interest of the public and 
makes this its findings as to the facts and its conclusion drawn therefrom. 


FINDINGS AS TO THE FACTS 


Paragraph One: Respondent General Motors Corporation is a corporation 
organized, existing, and doing business under and by virtue of the laws of the 
State of Delaware, with its principal office and place of business located in De- 
troit, Michigan. Said respondent is now, and for many years past has been, 
engaged in the manufacture, distribution, and sale of, among other things, 
internal combustion engines ; trucks; automobiles; and automobile, truck, tractor, 
and engine accessories, parts, and supplies, including spark plugs, cables, fuel 
pump parts, oil filters, oil filter cartridges, and oil filter elements. 

Respondent AC Spark Plug Company was, until December 29, 1950, a corpora- 
tion organized, existing, and doing business under and by virtue of the laws of 
the State of Michigan, with its principal office and place of business located in 
Flint, Michigan. Said respondent was engaged in the distribution and sale of 
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automobile, truck, tractor, and engine accessories, parts, and supplies, including 
' spark plugs, cables, fuel pumps, fuel pump parts, oil filters, oil filter cartridges, 
and oil filter elements, such products being hereinafter collectively referred to 
as “AC products.” Said respondent was a wholly owned subsidiary of respondent 
General Motors Corporation, and said AC products were manufactured by General 
Motors Corporation. Under date of December 29, 1950, respondent AC Spark 
Plug Company was dissolved in accordance with the laws of the State of Michi- 
gan. Respondent General Motors Corporation, as successor to respondent AC 
Spark Plug Company, was responsible for the acts, practices, and policies shown 
by the record to have been engaged in by the now dissolved AC Spark Plug Com- 
pany and said respondent General Motors Corporation has conceded that any 
order which the Commission could lawfully enter against respondent AC Spark 
Plug Company on the record herein may be lawfully entered against respondent 
General Motors Corporation (AC Spark Plug Division). The complaint herein 
will, therefore, be dismissed as to respondent AC Spark Plug Company, and as 
hereinafter used the term “respondent” does not include said AC Spark Plug 
Company. 

Paragraph Two: Respondent General Motors Corporation transports said AC 
products, or causes same to be transported, for sale and distribution from the 
places where said products are manufactured or stored to its customers and pur- 
chasers thereof located in other and diffeernt States of the United States and 
in the District of Columbia; and there is, and has been at all times mentioned 
herein, continuous current of trade and commerce in said products between 
the States where respondent’s factories and warehouses are located and the 
various other States of the United States. Said AC products are sold by respond- 
ent General Motor Corporation for use, consumption, and resale within the 
United States and the District of Columbia. 

Paragraph Three: Respondent General Motors Corporation distributes and 
sells said AC products throughout the United States in the same territories 
and places as, and in substantial competit‘on with, other persons and corpo- 
rations engaged in the manufacture, distribution, and sale of similar products. 
Customers of respondent purchasing AC products for resale, and many of their 
customers, are competitively engaged in the resale of such prcducts at whole- 
sale and retail in the various territories and places where said customers, re- 
spectively, carry on their businesses. For the past several years, respondent 
General Motors Corporation has annually supplied more spark plugs, oil filters, 
fuel pumps, and speedometer cables to the original equipment field (that is, 
for use by manufacturers of engines and vehicles as original equipment) than 
any other manufacturer of these products. Respondent, Champion Spark Plug 
Company, and The Electric Auto-Lite Company are the three largest manu- 
facturers of spark plugs in t'e United States, and a though there are approxi- 
mately 40 manufacturers or assemblers of spark plugs in the United States, these 
three companies manufacture and sell approximately 90 percent of all the spark 
plugs sold in the U nited States. Respondent manu actures and sells a substan- 
tial portion of all the spark plugs sold in the United States for both original 
equipment and replacement. In recent years approximately 98 percent of all 
automobiles manufactured in the United States have been equipped with 
respondent’s AC fuel pumps. 

Paragraph Four: Respondent General Motors Corporation has sold its said 
AC products to vehicle and engine manufacturers for use by such manufacturers 
as original equipment in vehicles and engines manufactured by them. Respondent 
has also sold said AC products to such manufacturers and others for resale 
for replacement of original eqiupment. The prices at which respondent has sold 
its said AC products of like grade and quality have varied as between (1) pur- 
chasers buying such products for original equipment; (2) purchasers buying such 
products for original equipment and purchasers buying such products for resale 
or replacement; and (3) purchasers, both direct and indirect, buying such prod- 
ucts for resale or replacement. 

Paragraph Five: In the sale of AC products for original equipment on engines 
and vehicles, respondent has charged varying prices for products of like grade 
and quality. For example, respondent has sold spark plugs to automobile and 
other manufacturers for original equipment at prices ranging from 6 cents per 
plug to 15 cents per plug or more. As of February 1, 1949, after the issuance 
of the complaint herein, respondent’s 6-cent price on spark plugs was increased 
to 10 cents, and respondent’s customers who had been purchasing at the 6-cent 
price discontinued purchasing such plugs from respondent. 
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The hearing examiner in his recommended decision found that respondent's 
price differentials between customers purchasing for original equipment resulted 
in injury to those customers who paid the higher prices. The hearing examiner 
did not state what evidence in the record he relied upon in making this finding. 
However, in a footnote to said finding, he stated that “While the difference in 
the cost of plugs in a single engine amounted to but a few cents, the profits accru- 
ing from yearly volume purchases were substantial.” 

The Commission, upon considertion of the entire record, is of the opinion that 
the allegations in the complaint as to the results of respondent’s price differentials 
between customers purchasing AC products for original equipment are not sus- 
tained by the evidence, and that, therefore, such allegations should be dismissed. 

Paragraph Six: Fronr 1936 to 1949 respondent sold spark plugs to automobile 
and other manufacturers for original equipment at prices substantially less than 
those charged for spark plugs of like grade and quality sold said autotombile 
and other manufacturers and others for resale for replacement of original equip- 
ment. For example, during this period respondent’s prices on spark plugs sold to 
automobile and other manufacturers for original equipment ranged from 6 
cents per plug, which price was below respondent’s cost of manufacture, to 15 
cents per plug, while respondent’s prices on spark plugs sold to said automobile 
and other manufacturers and to certain other direct purchasers for resale for 
replacement was 24 cents per plug or more. 

It is alleged in Count I of the complaint herein that respondent’s practice of 
selling its spark plugs for original equipment below its cost of manufacture places 
upon the purchasers of spark plugs for replacement the injurious, unfair, and 
oppressive burden of paying a higher price than the price paid by others, so 
as to carry the loss incurred by respondent in the sale of original equipment plugs 
at 6 cents per plug, and that the «ffect of price differentials between purchasers 
buying for original equipment and purchasers buying for resale is and may be 
substantially to lessen competition or tend to create a monopoly in the line 
of commerce in which respondent is engaged or to injure, destroy, or prevent 
competition with respondent in the manufacture, distribution, and sale of spark 
plugs. 

The hearing examiner in his recommended decision found that the afore- 
said al egations are sustained by the evidence, and his recommended order would 
prohibit all such price differences except those which make only due allowance 
for differences in the cost of manufacture, sale, or delivery resulting from the 
differing methods or quantities in which such products are to such purchasers 
sold or delivered. 

In the opinion of the Commission, the hearing examiner’s findings with 
respect to the competitive injury resulting from respondent’s lower (and below 
cost) price on original equipment spark plugs than on replacement spark plugs 
is not supported by or in accordance with the greater weight of the reliable, pro- 
bative, and substantial evidence in the record. The spark plugs purchased by 
vehicle and engine manufacturers for use as original equipment become an 
integral part of the engine in which they are used. None of such spark plugs 
are resold by such manufacturers for replacement purposes. The buyers paying 
the aforesaid different prices do not compete in the resale of the spark plugs. 
It is contended that as a result of the below cost price on original equipment 
spark plugs, it is necessary for the respondent to recoup its losses on original 
equipment business by charging higher prices for replacement spark plugs. It 
is also contended that as a result of the lower prices on original equipment spark 
plugs, smaller manufacturers are not only precluded from selling their spark 
plugs for original equipment, but are also placed at a substantial disadvantage 
in competing with respondent in the sale of replacement spark plugs. 

The acoption and use of a particular spark plug by a well-known vehicle manv- 
factur’r increases the demand for that particular plug for replacement purposes. 
However, despite the fact that snbstantially all the spark plugs used as original 
equipment are supplied by respondent, Champion Spark Plug Company, and The 
Electric Auto-Lite Company, the record does not disclose any undue mortality 
rate on the part of smaller spark plug manufacturers which can be attributed 
to respondent's lower price on original equipment spark plugs than on replace- 
ment plugs. 

There is testimony in the record to the effect that some competitors of the 
responcent have been unable to sell their spark plugs to vehicle manufacturers 
because such competitors have been either unable or unwilling to sell at the 
prices charged by respondent and its two principal competitors in the original 
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equipment field. However, the record as a whole does not, in the opinion of the 
Commission, sustain the allegations of the complaint as to the competitive injury 
resulting from respondent’s lower price on original equipment spurk plugs than 
on replacement spark plugs, and such allegations should, therefore, be dismissed. 

Paragraph Seven: In the course and conduct of its aforesaid business, respond- 
ent has, since June 19, 1936, sold AC products for replacement of original equip- 
ment at prices which varied substantially as between (1) purchasers buying 
directly from respondent; (2) purchasers buying indirectly from respondent ; 
and (3) purchasers buying directly and purchasers buying indirectly from 
respondent. 

Prior to 1941, respondent classified certain of the accounts to whom it sold 
AC products directly as “D,” “DA,” “J,” “A-1,” “A-2,” and ‘‘A—4” accounts. D 
and DA accounts were distributors handling all AC products and who were given 
a special price in return for handling AC spark plugs and AC oil filter cartridges 
on an exclusive basis and performing certain other designated services. J ac- 
counts were jobbers who stocked and sold such AC products as they found de- 
mand for and in the quantity consistent with the demand. Respondent's con- 
tracts with J accounts did not contain a provision requiring that AC spark plugs 
and AC oil filter cartridges be handled on an exclusive basis. A-1, A-2, and A-4 
accounts were those concerns who were also sold on a contract basis (except 
fleet owners) because of the volume of their purchases, but whose principal 
business was other than the wholesaling of automotive supplies. These classi- 
fications included automobile manufacturers, chain stores, national oil and tire 
companies, and others. Other dealers in AC products were required to purchase, 
and did purchase, their requirements from distributors or wholesalers who pur- 
chased directly from respondent. However, the prices and terms and conditions 
applicable to such indirect purchasers were fixed and controlled by respondent. 
Representatives of respondent personally solicited the business of such indirect 
accounts and sales to such accounts were essentially sales by respondent. 

The prices at which respondent sold certain of its AC products to purchasers 
in the different classifications described above during the year 1940 are shown 
below: 


D and A-1 | DA and A-2; J and A-4 
Item Accts. Accts. Accts. Indirect Accts. 
AC Spark Plugs. _.._.....-----.-.---2- 22 eee. $0. 2714 $0. 29 $0. 31 $0. 3214-$0. 37 
AC Oil Filters (Type No. S-1)....-.-....---- 3. 60 3. 78 4. 00 4.50 - 5.40 
AC Oil Filter Elements (Type No. S-11)..-... 65 . 69 4 87 - 1.05 
AC Air Cleaners. _....-._..--------2-- eee. 1. 80 1. 80 1. 94 2.22 - 2.70 


From 1936 to 1941, respondent’s distributors (D and DA accounts) guaranteed 
the accounts of certain of respondent’s jobber customers and received from re- 
spondent an amount equal to 10 percent of the jobbers’ purchasing price. For 
example, on sales of AC spark plugs by respondent to a jobber at 31 cents per 
plug, a distributor received 3.1 cents per plug. As a result of such payments, 
respondent’s price discriminations in favor of its distributors and against its 
other customers were actually greater than is indicated by the prices appearing 
in the above tabulation. 

¥rom 1941 until November 1, 1946, respondent sold AC spark plugs to pur- 
chasers classified by it as “Warehouse Distributors” (‘““WD’’) at 28 cents per 
plug. During the same period, respondent sold to purchasers classified by it as 
“Jobbers” (“LJ”) at 30 cents per plug. On sales by Warehouse Distributors 
to these Jobbers respondent paid the Warehouse Distributors additional com- 
pensation of 10 percent of the selling price. On sales of spark plugs by Ware- 
house Distributors to certain contract dealers (those classified by respondent as 
“SP-33” and “SP-36") respondent paid the Warehouse Distributors additional 
compensation of 10 percent and 5 percent, respectively. Warehouse Distributors 
also received additional compensation of 10 percent on sales by them of other 
AC products to contract dealers. Jobbers received no additional compensation 
on their sales to these contract dealer accounts. 

From 1942 to November 1, 1946, some of respondent’s jobbers purchased AC 
spark plugs out of Warehouse Distributors’ stocks at 31.5 cents per plug (5 per- 
eent increase over the 30 cents per plug paid by jobbers purchasing direct). On 
sales to these indirect johbers, Warehouse Distributors received a compensation 
of 10 percent of the selling price, and their net purchase price was, therefore, 28 
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cents less 3.15 cents, or 24.85 cents per plug, as compared with the indirect 
jobbers’ net purchasing price of 31.5 cents per plug, a difference of 6.5 cents per 
plug. Contract dealers purchased AC products at prices higher than those paid 
by jobbers, and noncontract dealers purchased AC products at prices higher than 
those paid by contract dealers. 

As of November 1, 1946, respondent inaugurated a new distribution program 
under which Warehouse Distributors could purchase AC products at jobbers’ 
prices less 8 percent. On sales to jobbers approved by respondent, Warehouse 
Distributors received an additional compensation of 12 percent of the jobber 
price. Respondent’s prices to Warehouse Distributors and jobbers during a 
major portion of the year 1947 on a number of different AC products are shown 
in the tabulation following: 


WD Invoice | WD Price on 


Jobber’s Price (Job- bers (Jobber's 


Item ? 
; Price re one Price less 8% 
: and 12°%) 

AC Spark Diliesiwc case ee chee eee ues ese es yee ees os $0. 27 $0. 248 $0. 216 
AC oil filters (type No. S-1C)._.2222. oe eee 4.16 3. 83 3.3 
AC oil filter clements (type C-10)..........-- Sea en Sn te . 68 . 63 . 4 
AC fuel pumps (type No. 403)... ....-....--- eee eee eee 4.00 3. 68 3. 
AC fuel pump repair kits (type No. R-1)_..........--.--.---- .90 . 83 .72 
AC speedorneter cables (type No. 601)_...-.-.--..------. stated 315 .29 25 
AC air cleansers (type No. 907)_.....--...---.-------- eee eee 2. 26 2. 08 1.81 


From 1938 until November 1, 1946, respondent had an arrangement whereby 
owners or operators of fleets of vehicles or engines could purchase AC spark plugs, 
oil filters, fuel pumps, and other AO products at varying prices depending upon 
the number of vehicles or engines operated. For example, operators of from 
10 to 49 vehicles or engines could purchase AC spark plugs from distributors or 
jobbers at 41 cents per plug. Operators of from 50 to 199 vehicles or engines 
could purchase from distributors or jobbers at 37 cents per plug, and operators 
of 200 or more vehicles or engines could purchase from distributors or jobbers at 
34 cents per plug. Fleet owners entitled to the 37-cent or 34cent price were 
required to enter into a contract with respondent before they could purchase at 
those prices. 

After November 1, 1946, large fleet accounts were designated by respondent as 
“Jobber Fleet Owner’ accounts and were permitted to purchase AC products from 
Warehouse Distributors at jobber prices. Like jobber accounts, contracts with 
large fleet owners were subject to the approval of respondent before Warehouse 
Distributors were eligible for a compensation of 12 percent on their sales to 
Jobber Fleet Owner accounts. 

At the same time that respondent was selling AC products to Warehouse Dis- 
tributors at jobber prices less 8 percent, with an additional 12 percent compen- 
sation to the Warehouse Distributors on their sales to Jobbers, respondent sold 
AC products of like grade and quality direct to certain accounts such as oil and 
tire companies, distributor-manufacturers, and jobber chains, which sell on a 
national basis, at jobber prices less 8 percent for warehouse compensation and 
5 percent-as a distributional discount. On sales to jobbers, these national dis- 
tributors received an additional 7 percent discount. After July 16, 1947, the 
aforesaid discounts of 8 percent and 5 percent were deducted from the amount 
of each billing at the time the billing was made. Respondent’s net prices to 
national distributors were, therefore, 5 percent less than its net prices to Ware- 
house Distributors on all sales except where the national distributor or Ware- 
house Distributor resold to jobbers. 

In addition to the varying prices at which respondent has sold AC products 
for resale or replacement to purchasers in the different customer classifications 
as described hereinabove, respondent has also sold AC products for resale or 
replacement to certain large purchasers at prices substantially less than those 
charged other large purchasers. For example, respondent sold AC spark plugs 
to International Harvester Company and to Allis-Chalmers Company for resale 
for replacement. In 1940 and 1941, respondent’s price to International Harvester 
Company was 22.3 cents per plug, while at the same time respondent’s price to 
Allis-Chalmers Company was 27.5 cents per plug. 

Certain large retail outlets, such as Sears, Roebuck & Company, Western Auto 
Supply Company, Marshall’s U. S. Auto Supply, Montgomery Ward, J. & R. 
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Motors, and others, were classified by respondent as Warehouse Distributors 
until August 25, 1946; as Direct Jobbers until November 1, 1946; and as Jobber 
Chains after the latter date. Respondent’s price after November 1, 1946, to 
accounts classified by it as Jobber Chains was the jobber price less 8 percent and 
5 percent. AC spark plugs, for example, were sold to such concerns for resale 
through their own retail outlets at 27 cents less 8 percent and 5 percent, or 23.6 
cents per plug. In January 1947, respondent discontinued selling direct to J. & R. 
Motors and Montgomery Ward, and thereafter those concerns were required to 
purchase AC products indirect at dealer prices. Sears, Roebuck & Company was 
permitted to continue to purchase at the favored price. Also, Sears’ retail stores 
were allowed to purchased AC spark plugs from local Warehouse Distributors 
at the local jobber’s price of 31.5 cents per plug in lots of not less than 10 plugs. 
Other dealers in AC spark plugs paid 41 cents per plug in lots of ten. 

The B. F. Goodrich Rubber Company purchased AC spark plugs from respondent 
ata flat price of 24 cents per plug from 1941 to 1946 and resold such plugs through 
its own retail outlets direct to consumers. At the same time, competitors of Good- 
rich, jobbers and dealers, were required to pay higher prices for the AC spark 
plugs they purchased. 

The Pure Oil Company purchased AC spark plugs from respondent on a na- 
tional distributor’s basis from the beginning of 1947 until November 1948. AC 
products were billed and shipped to Pure Oil Company’s field warehouses at na- 
tional distributor’s prices and the Pure Oil Company operated company-owned 
service stations which sold these AC products at retail in competition with other 
dealers who purchased from jobbers at higher prices. Respondent granted the 
Pure Oil Company a special price on oil filters, which price was 3 percent less 
than the price paid by other national distributors. 

The Goodyear Tire & Rubber Company purchased AC spark plugs from re- 
spondent on a national distributor’s basis less 2 percent cash discount at the time 
of billing. Competitors of Goodyear who purchased on the same basis were 
allowed a discount of 2 percent for cash payment within the discount period, the 
discount being deducted from the remittance instead of from the face of the in- 
voice. Goodyear Tire & Rubber Company resold some of the AC spark plugs so 
purchased through its own retail outlets to consumers. Goodyear had an arrange- 
ment with Shell Oil Company, Sinclair Refining Company, Richfield Oil Company, 
and Sherwood Brothers whereby Goodyear paid these companies a commission of 
10 percent on sales by Goodyear to service stations which handled the petroleum 
products of those oil companies and a commission of 744 percent on sales to jobber 
customers of those oil companies. Goodyear also had a bonus plan under which it 
gave its customers a rebate based on the dollar volume of purchases during a year. 
AC spark plugs were included in determining the volume of purchases. A portion 
of the preferential price received by Goodyear on its purchases of AC spark plugs 
was thus passed on to certain of its customers. 

Paragraph Eight: Direct jobbers who purchased AC products directly from re- 
spondent, as well as jobbers who purchased such products indirectly, resold such 
products to dealers, fleet owners, and consumers in direct competition with Ware- 
house Distributors and national distributors who purchased AC products directly 
from respondent at prices less than those paid by said jobbers. The record clearly 
establishes that respondent’s price differentials to competing customers were sub- 
stantial. 

Respondent’s discriminations in price in favor of Warehouse Distributors and 
national distributors and against jobbers, both direct and indirect, have resulted 
in lower profits to the jobbers, loss of customers, and a lessening of their ability 
to compete with Warehouse Distributors and national distributors in the resale 
of respondent’s AC products. 

Respondent’s discriminations in price in favor of national distributors have 
given the national distributors a substantial competitive advantage over Ware- 
house Distributors, jobbers, and dealers in the resale of AC products. Ware- 
houses, branches, and plants of national distributors have been able to purchase 
AC products at prices substantially less than those paid by their competitors, 
namely, Warehouse Distributors, jobbers, and dealers. For example, in Novem- 
ber 1947 the national distributor’s profit on sales of fuel pumps to jobbers was 
19.6 percent and on sales to one of the dealer classifications the profit was 38.8 
percent. At the same time, the profit to jobbers on sales of fuel pumps to the 
same dealer classification was 30 percent. Similarly, on AC oil filters the national 
distributor’s profit was 19.6 percent on sales to jobbers and 438.2 percent on sales 
to dealers. At the same time, the profit to jobbers on sales of AC oil filters to 
dealers was 35 percent. 
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Respondent’s discriminations in price as between its national distributor ac- 
counts have given the accounts receiving the lower prices a substantial competi- 
tive advantage over the accounts paying the higher prices. 

The effect of the price discriminations described in Paragraph Seven has been 
and may be to substantially lessen, injure, destroy, and prevent competition be- 
tween and among respondent's customers receiving the benefits of said discrimi- 
nations and respondent’s customers who do not receive the benefits of such dis- 
criminations. 

Paragraph Nine: Respondent alleges in its answer to the complaint that any 
differences in prices to different accounts which it may have allowed were not 
discriminatory but were established in good faith to meet the equally low prices 
of competitors and/or the services and facilities furnished by competitors, as well 
as to make allowances for differences in the cost of manufacture, sale, or delivery 
resulting from the different methods or quantities in which AC products were sold 
and delivered to such different accounts. 

The Commission’s determination that the allegations of the complaint with 
respect to the injury to competition resulting from respondent’s price differences 
between (1) customers purchasing AC spark plugs for original equipment and 
(2) customers purchasing AC spark plugs for original equipment and customers 
purchasing such spark plugs for resale or replacement are not sustained makes 
it unnecessary to determine whether respondent’s aforesaid defenses to these 
price differentials are sustained by the record. 

The evidence in the record does not establish that respondent’s price differen- 
tials as between customers purchasing AC products for resale for replacement as 
described in Paragraph Seven hereof were made in good faith to meet equally 
low prices of competitors or the services and facilities furnished by competitors, 
or that such price differentials were justified by differences in the cost of manu- 
facture, sale, or delivery resulting from the different methods or quantities in 
which AC products were sold and delivered to such customers. 

Paragraph Ten: In and prior to 1939 respondent entered into and had in effect 
more than 750 contracts with distributors who were classified by respondent as 
“D” and “DA” accounts, which contained a provision that the distributors would 
handle designated AC products on an exclusive basis. Agreements entered into 
by respondent with such distributors in 1989 contained the following provision: 

“It is understood and agreed that this agreement is entered into by the AC 
Spark Plug Company in consideration of the Distributor handling AC Plugs, 
AC Oil Filter Renewal Cartridges, and AC Oil Filters on an exclusive 
basis * * *.”’ (Comm. Ex. 169, p. 22.) 

The exclusive dealing clause was eliminated from respondent’s 1940 distribu- 
tor’s contracts. However, respondent’s policy of requiring its distributors to 
handle AC products exclusively was continued, although such policy has not 
been uniformly adhered to. In 1940, respondent announced in a “Statement of 
Policy” to all its distributors that “These distributors [D and DA accounts], 
therefore, do not carry competitive products either for wholesale or retail 
distribution * * *” and “Should an AC Distributor at any time feel it to their 
. best interest to handle a competing product, this decision is accepted by the AC 
Spark Plug Company; and another concern will be sought to act as an AC 
Distributor * * *.” 

From 1941 until the end of World War II the demand for AC products greatly 
exceeded production and respondent was unable to meet the demands of its 
customers. During that period respondent made little or no attempt to enforce 
its policy of exclusive dealing. In 1946, when the supply and demand for auto- 
motive parts began to equalize, respondent in conformity with its aforesaid 
policy gave preferential prices to some of its distributors on the condition or 
understanding that said purchasers would not deal in spark plugs, oil filters, oil 
filter elements, oil filter cartridges, or fuel pumps sold by competitors of respond- 
ent. Some of respondent’s distributors who desired to stock competing lines 
of products were threatened with cancellation of their contracts if they failed 
to give up competing lines or products, and some distributors ceased handling 
competitive lines, although they carried out all the functions of the distributors 
and purchased in the quantities entitling them to respondent’s Warehouse Dis- 
tributor’s contract. For example, one witness testified that respondent's 
regional manager “would call my attention to the fact that we could not carry 
a Champion line if we were an AC distributor.” Another witness testified that 
he was told by respondent’s assistant regional manager “that they would not 
tolerate me to sell another spark plug alongside of AC, that if I did, they would 
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cancel my contract.” This same witness also testified that he was told by 
respondent’s agent that “We don’t allow anyone that sells AC spark plugs on a 
WD to carry another line of merchandise with us, and we will give you just so 
long to get rid of the merchandise.” A regional manager for respondent testified 
that he had an “understanding” with this Warehouse Distributor and that he 
had occasion to remind this Warehouse Distributor of the “nice gentleman’s 
agreement” which the Warehouse Distributor had with the respondent regarding 
exclusive dealing. Another witness testified that he was told by one of 
respondent’s salesmen in 1948, in reference to the handling of a competitor’s 
plug, “in no uncertain terms that that was very much against the regulations 
and that we had better dispose of them, which we did.” 

Respondent canceled its contracts with a number of its Warehouse Distributors 
‘because such Warehouse Distributors failed to comply with respondent’s request 
to cease handling competing products. 

The evidence in the record clearly establishes that respondent’s distributors, 
except those who were exempted from respondent’s exclusive dealing policy, 
generally understood that they were prohibited from dealing in or handling 
competing products. 

The complaint herein does not allege, and the record does not show that 
respondent has enforced its aforesaid exclusive dealing policy against all its 
distributors. It appears that respondent permitted a number of its distributors 
to deal in competitive products because (1) the distributor’s volume of business 
was so large that respondent could not enforce its policy, (2) the distributor 
was located in a strategic territory, or (3) respondent was unable to furnish 
& complete line. It also appears that some of respondent’s distributors did not 
deal in competing products because of their own preference, rather than because 
of any understanding with, or coercion by, respondent. The fact remains, how- 
ever, that respondent has made contracts for sale and has sold AC products to 
distributors on the condition, agreement, or understanding that said distributors 
shall not deal in products manufactured or sold by a competitor of respondent. 

The effects of respondent’s exclusive dealing contracts and policy have been to 
unreasonably restrain and substantially lessen competition between respondent 
and its competitors in the sale and distribution of spark plugs, oil filters, fuel 
pumps, speedometer cables, and related items, and to substantially lessen compe- 
tition in the sale of respondent’s products by the elimination of some of respond- 
ent’s distributors who refused to deal in respondent's products exclusively and 
who were the source of supply of respondent’s products to many dealers. 

Paragraph Eleven: Count II of the complaint herein charges respondent with 
violation of subsection (d) of Section 2 of the Clayton Act, as amended. With 
respect to such charge the hearing examiner found in substance that from June 
19, 1936, to 1941, respondent’s distributors guaranteed the accounts of certain 
of respondent’s jobber customers, and that for such service respondent paid its 
distributors an amount equal to 10 percent of the dollar value of the purchases 
of AC products by the guaranteed account. The distributors and the jobbers 
‘whose accounts were guaranteed by the distributors were in competition in the 
resale of AC products. This practice was discontinued at the end of 1940. 

The Commission is of the opinion that the aforesaid payments by respondent 
to its distributors were in fact reductions in the prices paid respondent by such 
distributors as hereinabove found. Under the circumstances, Count II of the 
complaint should be dismissed. 

In Count IV of the complaint herein respondent is charged with having 
violated Section 5 of the Federal Trade Commission Act by agreeing with and 
compelling distributors of and dealers in AC products to maintain the various 
prices fixed by respondent for the resale of AC products. 

Subsequent to the completion of the hearings herein the Federal Trade Com- 
mission Act was amended with respect to certain contracts and agreements 
which establish minimum or stipulated resale prices (Public Law No. 542, ap- 
proved July 14, 1952—the McGuire Act). This amendment had the effect of 
making legal certain of the acts and practices which it is contended the re- 
spondent has engaged in, in connection with the fixing and maintaining of resale 
prices. For example, it is contended that respondent’s agreements with its dis- 
tributors which fixed the exact prices at which the distributors were to resell 
spark plugs were illegal because the Miller-Tydings Act, which permits the fixing 
of minimum resale prices under certain circumstances, does not permit the fixing 
of exact resale prices. The aforesaid McGuire Act has the effect of permitting, 
under certain circumstances, contracts or agreements which prescribe stipulated, 
or exact, prices, as well as minimum prices. Certain of the respondent’s acts 
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and practices which may have been illegal at the time they were committed may 
not, therefore, be illegal under the existing law. Under these circumstances, 
an order to cease and desist such practices would be inappropriate. Further- 
more, the complaint herein, having been issued prior to the enactment of the 
aforesaid McGuire Act, may not have sufficiently informed the respondent as 
to its acts and practices in connection with the fixing and maintaining of resale 
prices challenged therein. 

Upon consideration of all the foregoing and the further fact that the order 
to cease and desist which is being entered herewith pursuant to the charge in 
Count I of the complaint will be effective in preventing respondent from fixing 
and maintaining discriminatory prices as between its direct and indirect cus- 
tomers who compete with each other in the resale of respondent’s AC products, 
the Commission is of the oipinion that Count IV of the complaint should be 
dismissed. 


CONCLUSION 


The acts and practices of the respondent as hereinabove found in Paragraphs 
Seven, Eight, and Nine are in violation of subsection (a) of Section 2 of the 
Clayton Act, as amended, and the acts and practices of the respondent as here- 
inabove found in Paragraph Ten are in violation of Section 3 of the Clayton Act. 

By the Commission, Commissioners Howrey and Carretta not participating for 
the reason that oral argument on the merits was heard prior to their appointment 
to the Commission. 

[SEAL] LOWELL B. Mason, 

Acting Chairman. 

Issued: July 10, 1953. 

Attest: 

Ww. P. GLENDENING, Jr., 
Acting Secretary. 


UNITED STATES OF AMERIOA 


BEFORE FEDERAL TRADE COMMISSION 


Commissioners: Edward F. Howrey, Chairman, Lowell B. Mason, James M. 
Mead, Stephen J. Spingarn, Albert A. Carretta. 


IN THE MATTER OF GENERAL Morors CORPORATION AND AC SparkK PLue CoMPany 
Docket No. 5620 


ORDER TO CEASE AND DESIST 


This proceeding having been heard by the Federal Trade Commission upon 
the complaint of the Commission, answers of the respondents, testimony and 
other evidence in support of and in opposition to the allegations of said com- 
plaint taken before a hearing examiner of the Commission theretofore duly 
designated by it, recommended decision of the hearing examiner and exceptions 
thereto, briefs of counsel supporting the complaint, counsel for respondents, and 
counsel for Kaiser-Frazer Corporation, Hudson Motor Car Company, Nash- 
Kelvinator Corporation, Packard Motor Car Company, and Willys-Overland 
Motors, Inc., as amici curiae, and oral argument of opposing counsel; and the 
Commission having issued its order disposing of the exceptions to the recom- 
mended decision of the hearing examiner and having made its findings as to 
the facts and its conclusion that respondent General Motors Corporation has vio- 
lated the provisions of subsection (a) of Section 2 of the Clayton Act, as amended, 
and Section 3 of said Clayton Act: 

It is ordered that respondent General Motors Corporation, a corporation, and 
its officers, representatives, agents, and employees, directly or through any 
corporate or other device, in or in connection with the sale, for replacement 
purposes, of spark plugs, oil filters, oi) filter cartridges, oil filter elements, fuel 
pumps, fuel pump part kits, speedometer cables, and related automotive parts and 
accessories in commerce, as “commerce” is defined in the Clayton Act, do forth- 
with cease and desist from: 
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(a) Discriminating, directly or indirectly, in the price of said products of like 
grade and quality: 

1. By selling to any direct purchaser at net prices higher than the net | 
prices charged any other direct purchaser who in fact competes in the resale 
and distribution of said products with the purchaser paying the higher price. 

2. By selling to any indirect purchaser at net prices higher than the net 
prices charged any other direct or indirect purchaser who in fact competes 
in the resale and distribution of said products with the purchaser paying 
the higher price. | 

(b) Selling or making any contract or agreement for sale of said products on 
the condition, agreement, or understanding that the purchaser shall not use or 
deal in or sell the products of a competitor or competitors of the respondent. 

(c) Enforcing in any manner or continuing in operation or effect any condi- 
tion, agreement, or understanding, in or in connection with any existing contract 
or agreement for sale of said products, which condition, agreement, or under- 
standing is to the effect that the purchaser shall not use or deal in or sell the 
products of a competitor or competitors of the respondent. 

(d) Granting any rebate or fixing any price to any purchaser of said products 
on the condition, agreement, or understanding that such purchaser shall not use 
or deal in the products of a competitor or competitors of the respondent. 

It Is Further Ordered that the allegations in Count I of the complaint relating 
to respondent’s price differences between (1) purchasers buying for original 
- equipment and (2) purchasers buying for original equipment and purchasers buy- 

ing for resale for replacement, and the allegations in Counts II and IV of the 
complaint, be, and they hereby are, dismissed. 

It Is Further Ordered that the complaint be, and it hereby is, dismissed as to 
respondent AC Spark Plug Company. 

It Is Further Ordered that the respondent General Motors Corporation shall, 
within sixty (60) days after service upon it of this order, file with the Commis- 
sion a report, in writing, setting forth in detail the manner and form in which it 
has complied with this order. 

By the Commission, Commissioners Howrey and Carretta not participating 
for the reason that oral argument on the merits was heard prior to their appoint- 


ment to the Commission. 
[SEAL] Wm. P. GLENDENING, Jr., 
Acting Secretary. 


Issued: July 10, 1953. 


Mr. Srery. I have just one more question on this exclusive dealing 
matter. There is, in addition to the exhibits which have been identi- 
fied and incorporated into the record, another page of this exhibit 169 
entitled “A Brief Summary of How Accounts are Classified and What 
Is Expected of Them,” and this is marked at the top “AC reference 
ae Can you tell us what that is, Mr. Creel, and how it was 

Mr. Creex. I have no independent recollection of this at this time. 
The reference manual appears to be something that was prepared for 
and used by the AC representatives, and this explains the different 
type accounts that they have. 

r. Seetey. Mr. MacDonald, I think your testimony shows that 
you performed part of the investigation on the AC Spark Plug case. 

Mr. MacDona tp. I did. 

Mr. Sre.Ey. This exhibit bears your name at the bottom. Can you 
tell us what that is? 

Mr. MacDona.p. This is a page taken from the manual, currently 
prepared by the AC Spark Plug Co., for the guidance of its various 
employees and distributors. I don’t recognize the identity of the in- 
formant from whom I secured it, except that I think that it was not 
submitted by General Motors, but was probably obtained from another 
motor manufacturer, but that was 1947. I don’t really recall, clearly. 
I can ascertain it if it is the committee’s desire. 

Senator O’Manoney. It bears an exhibit number ? 
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Mr. MacDonatp. Yes, sir; it bears a number that I acquired it from 

a gentleman by the name of Lee. I think I know where I got it. 
Senator O’Manoney. Do you recognize the number as one of the 
numbers used at the time? 

Mr. MacDonatp. Oh; it was used by me. I obtained this docu- 
ment from a source I can’t ascertain. 

Senator O’Manonry. And what isthe document? __ 

Mr. MacDona.p. It is a page prepared by the AC division en- 
titled “AC Reference Manual, Section 8, Page 1, October 1, 1938, a 
Brief Summary of How Accounts Are Classified and What Is Ex- 
pected of Them.” 

Senator O’ManHoney. Was it made a part of the record in any pro- 

ceeding ? 
Mr. Ni cIowaNn: Well, it was made a part of my record in my 
informal report to the Commission, and quite likely introduced by Mr. 
Creel in evidence during the hearings, or perhaps by me during the 
hearings. 

Senator O’Manoney. But you are only certain of the fact that you 
did receive it and did file it with your report to the Federal Trade- 
Commission ¢ 

Mr. MacDonatp. Yes, sir. 

Senator O’Manoney. And what is the significance of it? Why. did 
you file it ? 

Mr. Cree. I am reading from the exhibit which reads in part: 

Distributors D and DA accounts: These accounts handle all AC resale products 
and are given distributor prices in return for handling AC spark plugs and AC oil- 
filter cartridges on an exclusive basis and for carrying a representative stock of 
all AC products; also for putting forth special sales effort on AC products; such 
as converting accounts to AC, putting up size charts and signs * * *, 

Senator O’Manoney. Is ita genuine AC part? 

Mr. MacDonatp. Presumably, sir. 

Senator O’Maronry. Using the word “part” to mean “page.” 

Mr. MacDonatp. This is issued by the AC division for the guidance 
of its distributors, and it is telling them that they get a special price 
for being on an exclusive basis. 

Senator O’ManoneEy. What I wanted to know sir, is when you filed 
| oa were you filing that as an authentic document issued by the AC 


Mr. MacDonarp. Yes, sir. 

Senator O’Manonry. And is that your opinion of it now? 

Mr. MacDonatrp. Yes, sir. 

Senator O’Manonry. It is evidence then of an exclusive proposal, 
exclusive pricing contract ? 

Mr. MacDonatp. It is. 

Senator O’Manoney. It may be admitted in the record. 

(The document referred to is as follows:) 


[AC Reference Manual, sec. 8, p. 1, October 1, 1938] 


A BrieF SUMMARY OF How Accounts ARE CLASSIFIED AND WHAT IS EXPECTED or 
THEM 


DISTRIBUTORS, D AND DA ACCOUNTS 


These accounts handle all AC resale products and are given distributor prices 
in return for handling AC spark plugs and AC oil-filter cartridges on an exclu- 
sive basis, and for carrying a representative stock of all AC products; also for 
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putting forth special sales effort on AC products; such as converting accounts 
to AC, putting up size charts and signs, and calling on all classes of trade to 
make sure that all kinds and types of dealers stock, sell, and push AC plugs 
and other AC products; and contacting regularly such JB, JC, L, A-4'4, A-5, 
and A-6 accounts as are signed through them to see that they are well stocked and 
actively promoting the sale of AC products. 

All shipments to these accounts are direct from the factory. 


JOBBERS, J ACCOUNTS 


These accounts stock and sell such AC products as they find demand for and 
in quantities consistent with demand. They are not required to handle AC 
plugs and cartridges on an exclusive basis, but most of them do in order to 
benefit through lower stock investment and increased tournover, also to build 
their business up to where they may attain sufficient volume to warrant our 
continuing to extend J prices to them. Usage and stock requirements are larger 
than for JB accounts. _ 

All shipments to J accounts must be from the AC factory at Flint, Mich. 

This applies whether the J account is an authorized AC service station or 
not. Exceptions to this must be approved by the vice president. 

If a J account finds it necessary in an emergency to pick up a small amount 
of merchandise from the distributor or UMS branch named in their contract, this 
must be in the nature of a loan to be returned when the J account receives their 
next direct factory shipment ; otherwise JB prices will obtain. 


JB ACCOUNTS 


These accounts stock and sell such AC products as they find demand for 
and in quantities consistent with demand. They are not required to handle AC 
plugs and cartridges on an exclusive basis, but many of them do in order to 
concentrate on one line, cut down stock investment, and increase turnover, as 
well as build up their AC volume to where they will continue to enjoy JB 
prices, also be in line for a better contract and prices. Usage and stock require- 
ments are larger than for JC accounts. 

Mr. Seetey. Mr. Creel, I just have one or two more questions. You 
testified concerning the relationship between the 6-cent price for Spark 

lugs furnished for original equipment and the price of spark plugs 

rnished for replacement purposes. The lowest price, I understand, 
for such plugs for replacement purposes was from 24 cents on up; 
is that right ¢ 

Mr. CrreL. No. It ranged as low as 18 cents in the case of Inter- 
national Harvester. 

Mr. SEELEY. Would you care to give us your opinion as to whether, 
if the 6-cent cost which the record shows was below cost was in fact 
realistic and a higher price, is it not logical to suppose that the replace- 
ment plugs would be priced lower ? 

Mr. Creet. You are asking me if the original equipment price were 
higher, would it not logically follow that the replacement price would 
be lower ? 

Mr. SEELEY. Yes. 

Mr. Creet. I should think so. 

Mr. Sretey. Referring to the order which your statement shows was 
issued in this case on July 10, 1953, can you tell us is this order a final 
order in the sense that violation of it is immediately punishable? 

Mr. Creew. No. 

Mr. Sre.ey. What is required in order to make it final ? 

Mr. Crreen. Well, it would be necessarv to get a decree of affirmance 
and enforcement from the court of appeals. 

Mr. Sretry. And what would be necessary briefly to obtain such 
a decree ? 
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CreeL. Well, it would be necessary to show violation of the 
order. 

Mr. Seetey. And after obtaining such a decree, would it be possible 
to impose a penalty for violation of it then and there ? 

Mr. Creeu. No. 

Mr. SeeLey. What further would be required ? 

Mr. Creex. All you could obtain after you had a decree of affirmance 
and enforcement, if a violation was then shown, why they would be in 
contempt of the court’s order. 

Mr. See.ey. So that it would have to be proven twice over, at least ? 

Mr.CreeE.. Yes. 

Mr. SEELEY. In view of that fact, do you have any recommendation 
with respect to proposed legislation concerning the Clayton Act or 
any part of it? 

Mr. Cree. Well, the Commission has for many years recommended 
that the Clayton Act be amended so that the orders under the Clayton 
Act be amended so that the orders under the Clayton Act would be 
final as they are under the Federal Trade Commission Act, and I 
certainly personally agree with that. 

Mr. SEEtry. I have no further questions, Mr. Chairman. 

Senator O’ManHoney. Well, in order to make the record clear, let me 
attempt to summarize what the questions and answers have just 
developed. 

A cease-and-desist order under the Clayton Act is not self-enforcing. 

Mr. Creeu. That’s right. 

Senator O’Manoney. To become self-enforcing or to become enforc- 
ible, it must be passed upon by the court. as 

Mr. CREEL. Yes, sir. 

Senator O’MaHoneEy. Does the Federal Trade Commission have to 
take the initiative? 

Mr. Cree. Yes. 

Senator O’Manoney. And it is when the Federal Trade Commis- 
sion does take that initiative to get an enforcement order that the case 
has to be tried all over again before the court ? 

Mr. CreEL. Well, not entirely over again; no, sir. The question of 
whether or not there was a violation of the order must be determined ; 

es, SIP. 
: Senator O’Manoney. It must be effectively proven to the satisfac- 
tion of the court. 

Mr. CREEL. Yes, sir. 

Senator O’Manoney. Before an enforcement order is required. 
And the Federal Trade Commission has repeatedly recommended that 
a cease-and-desist order be made final unless appealed from by the 
litigant against whom it originally issued. 

Mr. Creev. Yes, sir; that is presently the provision in the Federal 
Trade Commission Act. An order becomes final after 60 days unless 
a petition is filed. 

enator O’Manoney. We are talking about the Clayton Act. 

Mr. Cree. Yes, sir. 

Senator O’ManoneEy. In other words, the Federal Trade Commis- 
sion has wanted the Clayton Act to be amended in the terms of the 
Federal Trade Commission. 

Mr. Creeu. That is my understanding of the recommendation. 
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Senator O’ManoneEy. I wanted that clear in the record, and I didn’t 
think it was. 

Mr. MacDonatp. You have the peculiar situation on docket 3152 
that the first count of that order is presently enforcible by civil pen- 
alty, the second count under the Clayton Act you would have to appeal 
to the court of appeals for an affirmation before we could proceed with 
respect to automotive parts. | 

senator O’MaHoneEy. Well, one can understand why businessmen 
say that some of these antitrust laws are not altogether clear. 
r. MacDonaup. You appreciate, sir, that the act was amended 
after we issued the complaint on the old basis. 

Senator O’Manoney. Oh, yes, indeed. That took three out, as I 
understand it. ‘There was a little word here, Mr. Creel, that you used 
on page 4, the second paragraph: 

Although General Motors, Champion, and: Electric Auto-Lite supplied sub- 
stantially all original equipment plugs, the Commission failed to find in the 
record evidence that an undue mortality of smaller spark-plug manufacturers 
resulted from General Motors’ lower original equipment price, and this aspect 
of the price discriminations was also dismissed. 

One would assume from that statement that the Trade Commission 
felt that a murder of one was insufficient, there would have to be a 
massacre of several. 

Mr. CreEeL, Well, there was evidence that a number of sparkplug 
manufacturers were doing business and the Commission made some 
such statement as I did in its opinion in the findings. 

Senator O’Manoney. Well, what is undue mortality ? 

Mr. Cree. I don’t know what they meant by it, but I gather that 
they didn’t feel that the record disclosed that this low equipment price 
had caused any undue mortality among the smaller manurictarers! 

Senator O’Manoney. Well, it is an assumption that some mortality 
did occur, didn’t it? It implies that clearly, but it wasn’t undue. 

_ Mr. Creew. I believe that is probably a direct quote from the finc- 
ings. 

Senator O’Manoney. All right. There being no further witnesses 
this afternoon, the committee will stand in recess until tomorrow 
morning at 10 o’clock. 

(Whereupon, at 4 :05 p. m., the committee adjourned, to reconvene on 
Wednesday, November 23, 1955, at 10 a. m.) 
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